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Overview

The Municipal Securities Rulemaking Board (MSRB) received approval from
the Securities and Exchange Commission (SEC or Commission) on March 7,
2014 to adopt new MSRB Rule G-47, on time-of-trade disclosure obligations,
new MSRB Rules D-15 and G-48, on sophisticated municipal market
professionals (SMMPs), and revisions to MSRB Rules G-19, on suitability of
recommendations and transactions and G-8 on books and records." The SEC
also approved the deletion of interpretive guidance that is being
substantively codified by these rule changes, which will be archived and
remain available for review on the MSRB’s website.

The MSRB has examined its interpretive guidance related to time-of-trade
disclosures, SMMPs, and suitability and is consolidating this guidance and
codifying it into the several new rules. Additionally, the revisions to Rule G-
19 are intended to harmonize the MSRB’s suitability rule with the Financial
Industry Regulatory Authority’s (FINRA) suitability rule. The revisions to Rule
G-8, on books and records, are technical changes to conform the rule to
revised Rule G-19.

© 2014 Municipal Securities Rulemaking Board. All rights reserved.

! See Exchange Act Release No. 71665 (Mar. 7, 2014), File No. SR-MSRB-2013-07 (Sept. 17,
2013).
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The rule changes will become effective on July 5, 2014. Questions concerning
this Notice may be directed to Michael L. Post, Deputy General Counsel, or
Darlene Brown, Assistant General Counsel, at 703-797-6600.

Summary of Rule Changes

Rule G-47 on Time-of-Trade Disclosures

The MSRB has interpreted the fair-dealing obligation in MSRB Rule G-17 to
require a dealer, in connection with a municipal securities transaction, to
make certain disclosures to its customer, at or prior to the time-of-trade.?
The MSRB has issued detailed interpretive guidance discussing this
requirement in general, as well as in specific scenarios. New Rule G-47
substantively consolidates this guidance into rule language which the MSRB
believes will aid dealers and other market participants in understanding,
complying with and enforcing these obligations. While the codification
streamlines the interpretive guidance, it is not intended to, and does not,
substantively change the current obligations.

General Disclosure Obligation

Rule G-47(a) sets forth the general time-of-trade disclosure obligation as
currently set forth in the MSRB’s interpretive guidance. The rule states that
dealers cannot sell municipal securities to a customer, or purchase municipal
securities from a customer, without disclosing to the customer, at or prior to
the time-of-trade, all material information known about the transaction and
material information about the security that is reasonably accessible to the
market. The rule applies regardless of whether the transaction is unsolicited
or recommended, occurs in a primary offering or the secondary market, and
is a principal or agency transaction. The rule provides that the disclosure can
be made orally or in writing.

Rule G-47(b) states that information is considered to be “material
information” if there is a substantial likelihood that the information would be
considered important or significant by a reasonable investor in making an
investment decision. The rule defines “reasonably accessible to the market”
as information that is made available publicly through “established industry
sources.” Finally, the rule defines “established industry sources” as including

2 See, e.g., MSRB Answers Frequently Asked Questions Reqarding Dealer Disclosure
Obligations Under MISRB Rule G-17 (Nov. 30, 2011). See Request for Comment on Codifying
Time of Trade Disclosure Obligation (Feb. 11, 2013) for a more full discussion of the time-of-
trade disclosure guidance that has been consolidated and codified into Rule G-47.
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the MSRB'’s Electronic Municipal Market Access (EMMA®)? system, rating
agency reports, and other sources of information generally used by dealers
that effect transactions in the type of municipal securities at issue.

Supplementary Material

In addition, Rule G-47 includes supplementary material providing more
detailed guidance on the disclosure obligation. Supplementary Material .01
provides general information regarding the manner and scope of required
disclosures. Specifically, this paragraph provides that dealers have a duty to
give customers a complete description of the security which includes a
description of the features that would likely be considered significant by a
reasonable investor, and facts that are material to assessing potential risks of
the investment. This paragraph also provides that the public availability of
material information through EMMA, or other established industry sources,
does not relieve dealers of their disclosure obligations. In addition, this
paragraph provides that dealers may not satisfy the disclosure obligation by
directing customers to established industry sources or through disclosure in
general advertising materials. Finally, this paragraph recognizes that whether
the customer is purchasing or selling municipal securities may be a
consideration in determining what information is material for purposes of
the disclosure obligation.

Supplementary Material .02 provides that dealers operating electronic
trading or brokerage systems have the same time-of-trade disclosure
obligations as other dealers.

Supplementary Material .03 describes information that may be material in
specific scenarios and require disclosures to a customer. The guidance
provides that the list is not exhaustive and still other information may be
material to a customer in these and other scenarios.

Supplementary Material .04 provides that dealers must implement processes
and procedures reasonably designed to ensure that material information
regarding municipal securities is disseminated to their registered
representatives who are engaged in sales to and purchases from customers.

Applicability to 529 Plans

The guidance discussing time-of-trade disclosure obligations in connection
with 529 college savings plans (529 plans) has not been incorporated into
Rule G-47. The MSRB may create a separate rule regarding time of trade
disclosure obligations for 529 plans or a rule consolidating dealer obligations

3EMMA is a registered trademark of the MSRB.
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related to 529 plans. Until the MSRB adopts a rule specific to 529 plans, Rule
G-47 and all such interpretive guidance continues to apply to 529 plans.

Current Interpretive Guidance on Time-of-Trade Disclosure Obligations

The MSRB has identified three interpretive notices to be deleted from the
MSRB’s Rulebook in their entirety by this codification into rule language.*
The MSRB is archiving them on the MSRB website where they will continue
to be available for review.” All statements in the remaining MSRB
interpretative guidance that refer to Rule G-17 in connection with the time-
of-trade disclosure obligation should be read instead to refer to new Rule G-
47.

Rule G-19, on Suitability of Recommendations and Transactions

The revisions to Rule G-19 on suitability of recommendations and
transactions more closely harmonize the rule with FINRA’s suitability ruIe,6
and incorporate elements of the MSRB’s current interpretive guidance on
suitability.” The revisions to Rule G-19 are aligned with a recommendation of
the SEC in its 2012 Report on the Municipal Securities Market.? Given the
extensive interpretive guidance surrounding FINRA Rule 2111 and the
impracticality and inefficiency of republishing each iteration of that guidance,
substantively similar provisions of Rule G-19 will be interpreted in a manner
consistent with FINRA’s interpretations of Rule 2111. If the MSRB believes
any FINRA interpretation should not be applicable to Rule G-19, it will
affirmatively state which specific provisions of FINRA’s interpretation do not
apply. Additionally, the MSRB is making technical amendments to Rule G-
8(a)(xi)(F) to conform it to the revisions to Rule G-19.

4 Interpretive Notice Regarding Rule G-17, on Disclosure of Material Facts (Mar. 18, 2002);
Notice of Interpretation of Rule G-17 Concerning Minimum Denominations (Jan. 30, 2002);
and Notice Concerning Disclosure of Call Information to Customers of Municipal Securities

(Mar. 4, 1986).

> To the extent that archived interpretive guidance does not conflict with any MSRB rules or
interpretations thereof, it remains potentially applicable, depending on the facts and
circumstances of a particular case.

® See FINRA Rule 2111.
7 See Request for Comment on Revisions to Suitability Rule (Mar. 11, 2013) for a more full

discussion of the suitability guidance that has been consolidated and condensed into the
revisions to Rule G-19.

8 See Report on the Municipal Securities Market, at p. 141 (July 2012), available at
http://www.sec.gov/news/studies/2012/munireport073112.pdf.
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Account Information

Currently, MSRB Rule G-19(a) requires dealers to obtain certain customer
information before completing a transaction in municipal securities for that
customer account. The required customer information consists of, by cross-
reference, the customer information required under MSRB Rule G-8(a)(xi), on
books and records. An equivalent provision is not included in the revisions to
Rule G-19 since MSRB Rule G-8 already independently requires dealers to
make and keep a record of this information for each customer. Additionally,
deleting this provision streamlines the rule and more closely aligns it with
FINRA’s suitability rule, which does not have this specific requirement.9

Information Required for Suitability Determinations

Existing Rule G-19(b) contains a list of customer information that dealers are
required to obtain prior to recommending a transaction to a non-institutional
account. The revisions to Rule G-19 expand this list to include additional
items also included in FINRA Rule 2111, such as: age, investment time
horizon, liquidity needs, investment experience, risk tolerance and “any
other information the customer may disclose to the broker, dealer or
municipal securities dealer in connection with such recommendation.”

In addition, existing Rule G-19(c)(i) requires dealers to have reasonable
grounds based on information available from the issuer of the security or
otherwise for believing a recommendation is suitable. The supplementary
material to FINRA's suitability rule includes similar suitability obligations.* In
order to fulfill those obligations, dealers necessarily must consider
information available from the issuer of the security. Therefore, the revisions
to Rule G-19 simply incorporate the suitability provisions from the FINRA rule
into Supplementary Material .05 and delete existing section (c)(i) of Rule G-
19.

Churning

The revisions to Rule G-19 retain the substance of the existing Rule G-19(e)’s
prohibition on churning, but recast it using the current terminology of
“quantitative suitability,” which is also used in FINRA’s suitability rule.'*

? Prior to these amendments, the MSRB suitability rule included provisions on discretionary
accounts. These provisions are deleted on the grounds that they are largely duplicative of
Rule G-8(a)(xi)(l) and encompassed by the revisions to Rule G-19.

O FINRA Rule 2111, Supplementary Material .05.

! See FINRA Rule 2111, Supplementary Material .05(c) and new Rule G-19, Supplementary
Material .05(c).
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Investment Strategies

The amendments to Rule G-19 apply the suitability obligation to “investment
strategies,” further harmonizing the rule with the supplementary material of
the FINRA rule. Rule G-19, Supplementary Material .03 provides that the
phrase “investment strategy involving a municipal security or municipal
securities” is “to be interpreted broadly and would include, among other
things, an explicit recommendation to hold a municipal security or municipal
securities.” The revised rule, like the FINRA rule, carves out communications
of certain types of educational material as long as such communications do
not recommend a particular municipal security or municipal securities. The
list of educational materials in Rule G-19, Supplementary Material .03, differs
in some respects from the list of educational materials in FINRA’s suitability
rule to account for the particular attributes of the municipal securities
market.

Institutional Accounts

Provisions of the MSRB’s guidance under Rule G-17 and new MSRB Rules D-
15 and G-48 (discussed in detail below) exempt dealers from the duty to
perform a customer-specific suitability determination for recommendations
to customers that are SMMPs.'? FINRA’s suitability rule has similar provisions
with respect to institutional accounts.®

Applicability to 529 Plans

The suitability obligations for 529 plans described in the guidance under Rule
G-17 are not incorporated into revised Rule G-19. The MSRB may create a
separate rule regarding suitability obligations for 529 plans. Until the MSRB
adopts a rule specific to 529 plans, MSRB Rule G-19 the related interpretive
guidance will continue to apply to 529 plans.

Technical Revisions to Rule G-8, on Books and Records

Existing MSRB Rule G-8(a)(xi)(F) includes references to MSRB Rule G-19(c)(ii)
and G-19(b). These referenced provisions are not codified as such in the
revisions to MSRB Rule G-19, but the concepts remain in the revised rule.

12 See, e.g., Restated Interpretive Notice Regarding the Application of MSRB Rules to
Transactions with Sophisticated Municipal Market Professionals (July 9, 2012). See also
Request for Comment on Proposed Sophisticated Municipal Market Professional Rules (May

1,2013).

13 See FINRA Rule 2111(b).
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Therefore, the MSRB is revising MSRB Rule G-8(a)(xi)(F) simply to include a
reference to the entire Rule G-19.

Current Interpretive Guidance on Suitability

The MSRB has issued guidance under Rule G-17 on suitability obligations
which provides that dealers must take into account material information in
meeting their suitability obligations.* This is the same type of information
that dealers are required to disclose to customers at the time of trade.™
Rather than listing information in the supplementary material to Rule G-19
that may be material to an investor, Rule G-19, Supplementary Material
.05(a) includes a general requirement for dealers to understand information
about the municipal security or strategy and explicitly refers to a dealer’s
obligations under new MSRB Rule G-47, on time-of-trade disclosure. The
remaining suitability obligations described in the Rule G-17 guidance’® are
incorporated into revised Rule G-19.

The MSRB also has issued interpretive guidance under existing Rule G-19 that
addresses online communications, investment seminars, customers
contacting a dealer in response to an advertisement, and other general
suitability concepts.'” This guidance is deleted by the codification into Rule
G-19 and will be archived on the MSRB’s website as discussed above. The
MSRB also has issued various interpretations under Rules G-15, G-21, and G-
32 that refer to suitability obligations. Since these interpretations only
nominally refer to suitability obligations while addressing other subjects, and
are not inconsistent with the revisions to Rule G-19, these interpretations are
left intact.

14 See, e.g., MSRB Reminds Firms of their Sales Practice and Due Diligence Obligations when
Selling Municipal Securities in the Secondary Market (Sept. 20, 2010). See also Request for
Comment on Revisions to Suitability Rule (Mar. 11, 2013) for a more full discussion of the
Rule G-17 suitability guidance.

1 See, e.g., Guidance on Disclosure and Other Sales Practice Obligations to Individual and
Other Retail Investors in Municipal Securities (July 14, 2009).

'¢ Reminder of Customer Protection Obligations in Connection with Sales of Municipal
Securities (Mar. 30, 2007); Interpretive Notice Reqarding Rule G-17, on Disclosure of Material
Facts (Mar. 18, 2002); and Notice Concerning Disclosure of Call Information to Customers of
Municipal Securities (Mar. 4, 1986).

Y7 Notice Regarding Application of Rule G-19, on Suitability of Recommendations and
Transactions, to Online Communications (Sept. 25, 2002); Application of Suitability
Requirements to Investment Seminars and Customer Inquiries Made in Response to a
Dealer’s Advertisements (Apr. 25, 1985); Interpretive Letter, Recommendations (Feb. 17,
1998); and Interpretive Letter, Recommendations: advertisements (Feb. 24, 1994).
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Rules D-15 and G-48 on SMMPs

New Rules D-15 and G-48 on SMMPs (the SMMP Rules) streamline and codify
the existing guidance under Rule G-17 on the application of several other
MSRB rules to transactions with SMMPs. Rule D-15 defines an SMMP and
Rule G-48 provides the regulatory obligations of dealers to SMMPs. The
SMMP Rules will underscore the differences between dealers’ obligations to
non-SMMPs and SMMPs, while highlighting the eligibility standards for being
an SMMP.

Rule D-15 defines the term “sophisticated municipal market professional” or
“SMMP” as a customer of a dealer that is a bank, savings and loan
association, insurance company, or registered investment company; or an
investment adviser registered with the Commission under Section 203 of the
Investment Advisers Act of 1940 or with a state securities commission (or any
agency or office performing like functions); or any other entity with total
assets of at least $50 million. Additionally, the dealer must have a reasonable
basis to believe that the customer is capable of evaluating investment risks
and market value independently, both in general and with regard to
particular transactions and investment strategies in municipal securities, and
affirmatively indicates that it is exercising independent judgment in
evaluating the recommendations of the dealer.

The supplementary material to new Rule D-15 addresses the reasonable-
basis analysis and the customer affirmation. Supplementary Material .01
states that as part of the reasonable-basis analysis, the dealer should
consider the amount and type of municipal securities owned or under
management by the customer. Supplementary Material .02 states that a
customer may affirm that it is exercising independent judgment either orally
or in writing, and such affirmation may be given on a trade-by-trade basis, on
a type-of-municipal-security basis, or on an account-wide basis.

Rule G-48 provides, without substantive change from the interpretive
guidance under Rule G-17 that is being codified, that a dealer’s obligations to
a customer that it reasonably concludes is an SMMP are modified with
respect to the time-of-trade disclosure obligation in new Rule G-47,
transaction pricing obligations under Rule G-18, the suitability obligation in
Rule G-19, and the obligation regarding bona fide quotations in Rule G-13.
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Interpretive Guidance on SMMPs

Two interpretive notices on SMMPs are deleted in their entirety by the
codification of the new SMMP Rules.*® And two additional interpretive
notices that include some information related to SMMPs, time-of-trade
disclosures, and suitability are deleted in their entirety by the codification of
new Rule G-47, new Rules D-15 and G-48, and the revisions to Rule G-19.%°
The MSRB will archive these notices on its website as discussed above.

March 12, 2014

k %k %k %k 3k

Text of Amendments?®

Rule G-47: Time of Trade Disclosure

(a) No broker, dealer, or municipal securities dealer shall sell a municipal security to a customer, or
purchase a municipal security from a customer, whether unsolicited or recommended, and whether in a
primary offering or secondary market transaction, without disclosing to the customer, orally or in writing,
at or prior to the time of trade, all material information known about the transaction, as well as material
information about the security that is reasonably accessible to the market.

(b) Definitions.

(i) “Established industry sources” shall include the MSRB’s Electronic Municipal Market Access
(“EMMA”"®) system, rating agency reports, and other sources of information relating to municipal
securities transactions generally used by brokers, dealers, and municipal securities dealers that
effect transactions in the type of municipal securities at issue.

(ii) “Material information”: Information is considered to be material if there is a substantial
likelihood that the information would be considered important or significant by a reasonable
investor in making an investment decision.

(iii) “Reasonably accessible to the market” shall mean that the information is made available
publicly through established industry sources.

'8 Restated Interpretive Notice Regarding the Application of MSRB Rules to Transactions with
Sophisticated Municipal Market Professionals (July 9, 2012) and Interpretive Notice
Regarding the Application of MSRB Rules to Transactions with Sophisticated Municipal
Market Professionals (Apr. 30, 2002).

¥ MISRB Answers Frequently Asked Questions Regarding Dealer Disclosure Obligations under
MSRB Rule G-17 (Nov. 30, 2011) and Application of MSRB Rules to Transactions in Auction
Rate Securities (Feb. 19, 2008).

20 Underlining indicates new language; strikethrough indicates deletions.
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---Supplementary Material:

.01 Manner and Scope of Disclosure.

a. The disclosure obligation includes a duty to give a customer a complete description of the
security, including a description of the features that likely would be considered significant by a
reasonable investor, and facts that are material to assessing the potential risks of the investment.

b. The public availability of material information through EMMA, or other established industry
sources, does not relieve brokers, dealers, and municipal securities dealers of their obligation to
make the required time of trade disclosures to a customer.

c. A broker, dealer, or municipal securities dealer may not satisfy its disclosure obligation by
directing a customer to an established industry source or through disclosure in general advertising
materials.

d. Whether the customer is purchasing or selling the municipal securities may be a consideration in
determining what information is material.

.02 Electronic Trading Systems. Brokers, dealers, and municipal securities dealers operating electronic
trading or brokerage systems have the same time of trade disclosure obligations as other brokers, dealers,
and municipal securities dealers.

.03 Disclosure Obligations in Specific Scenarios. The following examples describe information that may be
material in specific scenarios and require time of trade disclosures to a customer. This list is not exhaustive
and other information may be material to a customer in these and other scenarios.

a. Variable rate demand obligations. A description of the basis on which periodic interest rate
resets are determined and the role of the remarketing agent.

b. Auction rate securities. Features of the auction process that likely would be considered
significant by a reasonable investor and the basis on which periodic interest rate resets are
determined. Additional facts that may also be considered material are the duration of the interest
rate reset period, information on how the “all hold” and maximum rates are determined, any
recent auction failures, and other features of the security found in the official documents of the
issue.

c. Credit risks and ratings. The credit rating or lack thereof, credit rating changes, credit risk of the
municipal security, and any underlying credit rating or lack thereof.

d. Credit or liquidity enhanced securities. The identity of any credit enhancer or liquidity provider,
terms of the credit facility or liquidity facility, and the credit rating of the credit provider or liguidity
provider, including potential rating actions (e.g., downgrade).
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e. Insured securities. The fact that a security has been insured or arrangements for insurance have
been initiated, the credit rating of the insurance company, and information about potential rating
actions with respect to the bond insurance company.

f. Original issue discount bonds. The fact that a security bears an original issue discount since it
may affect the tax treatment of a municipal security.

g. Securities sold below the minimum denomination. The fact that a sale of a quantity of
municipal securities is below the minimum denomination authorized by the bond documents and
the potential adverse effect on liquidity of a customer position below the minimum denomination.
See also Rule G-15(f).

h. Securities with non-standard features. Any non-standard feature of a municipal security.
Additionally, if price/yield calculations are affected by anomalies due to a non-standard feature,
this also may be material information about the transaction that must be disclosed to the
customer.

i. Bonds that prepay principal. The fact that the security prepays principal and the amount of
unpaid principal that will be delivered on the transaction.

i. Callable securities. The fact that a municipal security may be redeemed prior to maturity in-
whole, in-part, or in extraordinary circumstances, including sinking fund calls and bonds subject to
detachable call features.

k. Put option and tender option bonds. Information concerning the put option or tender option
features.

|. Stripped coupon securities. Facts concerning the underlying securities which materially affect the
stripped coupon instruments. The unusual nature of these securities and their tax treatment
warrants special efforts to provide written disclosures.

m. The investment of bond proceeds. Information on the investment of bond proceeds.

n. Issuer’s Intent to Prerefund. An issuer’s intent to prerefund an issue.

o. Failure to make continuing disclosure filings. Discovery that an issuer has failed to make filings
required under its continuing disclosure agreements.

.04 Processes and Procedures. Brokers, dealers, and municipal securities dealers must implement
processes and procedures reasonably designed to ensure that material information regarding municipal
securities is disseminated to registered representatives who are engaged in sales to and purchases from a
customer.

% %k %k k *
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Rule G-19: Suitability of Recommendations and Transactions;-BDiscretionary-Accounts
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A broker, dealer or municipal securities dealer must have a reasonable basis to believe that a

recommended transaction or investment strategy involving a municipal security or municipal securities is
suitable for the customer, based on the information obtained through the reasonable diligence of the
broker, dealer or municipal securities dealer to ascertain the customer's investment profile. A customer's
investment profile includes, but is not limited to, the customer's age, other investments, financial situation
and needs, tax status, investment objectives, investment experience, investment time horizon, liquidity
needs, risk tolerance, and any other information the customer may disclose to the broker, dealer or
municipal securities dealer in connection with such recommendation.

---Supplementary Material:

.01 General Principles. Implicit in all broker, dealer and municipal securities dealer relationships with
customers and others is the fundamental responsibility for fair dealing. Sales efforts must therefore be
undertaken only on a basis that can be judged as being within the ethical standards of the MSRB’s rules,
with particular emphasis on the requirement to deal fairly with all persons. The suitability rule is
fundamental to fair dealing and is intended to promote ethical sales practices and high standards of
professional conduct.

.02 Disclaimers. A broker, dealer or municipal securities dealer cannot disclaim any responsibilities under
the suitability rule.

.03 Recommended Strategies. The phrase "investment strategy involving a municipal security or municipal
securities" used in this rule is to be interpreted broadly and would include, among other things, an explicit
recommendation to hold a municipal security or municipal securities. However, the following
communications are excluded from the coverage of Rule G-19 as long as they do not include (standing
alone or in combination with other communications) a recommendation of a particular municipal security
or municipal securities: general financial and investment information, including (i) basic investment
concepts, such as risk and return and diversification, (ii) historic differences in the return of asset classes
(e.g., equities, bonds, or cash) based on standard market indices, (iii) effects of inflation, (iv) estimates of
future retirement income needs, (v) assessment of a customer's investment profile, and (vi) general
comparisons between tax-exempt and taxable bonds and the concept of tax-equivalent yield.

.04 Customer's Investment Profile. A broker, dealer or municipal securities dealer shall make a
recommendation covered by this rule only if, among other things, the broker, dealer or municipal
securities dealer has sufficient information about the customer to have a reasonable basis to believe that
the recommendation is suitable for that customer. The factors delineated in Rule G-19 regarding a
customer's investment profile generally are relevant to a determination regarding whether a
recommendation is suitable for a particular customer, although the level of importance of each factor may
vary depending on the facts and circumstances of the particular case. A broker, dealer or municipal
securities dealer shall use reasonable diligence to obtain and analyze all of the factors delineated in Rule
G-19 unless the broker, dealer or municipal securities dealer has a reasonable basis to believe,
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documented with specificity, that one or more of the factors are not relevant components of a customer's
investment profile in light of the facts and circumstances of the particular case.

.05 Components of Suitability Obligations. Rule G-19 is composed of three main obligations: reasonable-
basis suitability, customer-specific suitability, and quantitative suitability.

(a) The reasonable-basis obligation requires a broker, dealer or municipal securities dealer to have
a reasonable basis to believe, based on reasonable diligence, that the recommendation is suitable
for at least some investors. In general, what constitutes reasonable diligence will vary depending
on, among other things, the complexity of and risks associated with the municipal security or
investment strategy and the broker, dealer or municipal securities dealer’s familiarity with the
municipal security or investment strategy. A broker, dealer or municipal securities dealer’s
reasonable diligence must provide the broker, dealer or municipal securities dealer with an
understanding of the potential risks and rewards associated with the recommended municipal
security or strategy and an understanding of information about the municipal security or strategy,
including the information described in MSRB Rule G-47 (Time of Trade Disclosure), to the extent
such information is material. The lack of such an understanding when recommending a municipal
security or strategy violates the suitability rule.

(b) The customer-specific obligation requires that a broker, dealer or municipal securities dealer
have a reasonable basis to believe that the recommendation is suitable for a particular customer
based on that customer's investment profile, as delineated in Rule G-19.

(c) Quantitative suitability requires a broker, dealer or municipal securities dealer who has actual or
de facto control over a customer account to have a reasonable basis for believing that a series of
recommended transactions, even if suitable when viewed in isolation, are not excessive and
unsuitable for the customer when taken together in light of the customer's investment profile, as
delineated in Rule G-19. No single test defines excessive activity, but factors such as the turnover
rate, the cost-equity ratio, and the use of in-and-out trading in a customer's account may provide a
basis for a finding that a broker, dealer or municipal securities dealer has violated the quantitative
suitability obligation.

.06 Customer's Financial Ability. Rule G-19 prohibits a broker, dealer or municipal securities dealer from
recommending a transaction or investment strategy involving a municipal security or municipal securities
or the continuing purchase of a municipal security or municipal securities or use of an investment strategy
involving a municipal security or municipal securities unless the broker, dealer or municipal securities
dealer has a reasonable basis to believe that the customer has the financial ability to meet such a
commitment.

% %k %k %k k
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Rule G-8: Books and Records to be Made by Brokers, Dealers and Municipal Securities Dealers

(a) Description of Books and Records Required to be Made. Except as otherwise specifically indicated in this
rule, every broker, dealer and municipal securities dealer shall make and keep current the following books
and records, to the extent applicable to the business of such broker, dealer or municipal securities dealer:

(i) - (x) No change.

(xi) Customer Account Information. A record for each customer, other than an institutional account,
setting forth the following information to the extent applicable to such customer:

(A) - (E) No change.

(F) information about the customer used obtained pursuant to rule G-19{e}{i}-Hrrmaking

(G) - (M) No change.
(xii) - (xxvi) No change.

(b) - (g) No change.

% %k %k k %k

Rule D-15: Sophisticated Municipal Market Professional

The term “sophisticated municipal market professional” or “SMMP” shall mean a customer of a broker,
dealer or municipal securities dealer that is:

(1) a bank, savings and loan association, insurance company, or registered investment company; or

(2) an investment adviser registered either with the Securities and Exchange Commission under
Section 203 of the Investment Advisers Act of 1940 or with a state securities commission (or any
agency or office performing like functions); or

(3) any other entity (whether a natural person, corporation, partnership, trust, or otherwise) with
total assets of at least S50 million; and,

that the broker, dealer or municipal securities dealer has a reasonable basis to believe is capable of
evaluating investment risks and market value independently, both in general and with regard to particular
transactions and investment strategies in municipal securities, and that affirmatively indicates that it is
exercising independent judgment in evaluating the recommendations of the broker, dealer or municipal
securities dealer.
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---Supplementary Material:

.01 Reasonable Basis Analysis. As part of the reasonable basis analysis, the broker, dealer or municipal
securities dealer should consider the amount and type of municipal securities owned or under
management by the customer.

.02 Customer Affirmation. A customer may affirm that it is exercising independent judgment either orally
or in writing, and such affirmation may be given on a trade-by-trade basis, on a type-of-municipal-security
basis (e.qg., general obligation, revenue, variable rate, etc.), or on an account-wide basis.

% %k ¥ %k k

Rule G-48: Transactions with Sophisticated Municipal Market Professionals

A broker, dealer, or municipal securities dealer’s obligations to a customer that it reasonably concludes is a
Sophisticated Municipal Market Professional, or SMMP, shall be modified as follows:

(a) Time of Trade Disclosure. The broker, dealer, or municipal securities dealer shall not have any
obligation under Rule G-47 to ensure disclosure of material information that is reasonably accessible to the
market.

(b) Transaction Pricing. The broker, dealer, or municipal securities dealer shall not have any obligation
under Rule G-18 to take action to ensure that transactions meeting all of the following conditions are
effected at fair and reasonable prices:

(i) the transactions are non-recommended secondary market agency transactions;

(ii) the broker, dealer, or municipal securities dealer’s services with respect to the transactions
have been explicitly limited to providing anonymity, communication, order matching, and/or
clearance functions; and

(i) the broker, dealer, or municipal securities dealer does not exercise discretion as to how or
when the transactions are executed.

(c) Suitability. The broker, dealer, or municipal securities dealer shall not have any obligation under Rule G-
19 to perform a customer-specific suitability analysis.

(d) Bona Fide Quotations. The broker, dealer, or municipal securities dealer disseminating an SMMP’s
“guotation” as defined in Rule G-13, which is labeled as such, shall apply the same standards regarding
guotations described in Rule G-13(b) as if such quotations were made by another broker, dealer, or
municipal securities dealer.

% %k ¥ %k k
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