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November 3, 201,1,

Peg Henry
Deputy  Genera l  Counse l
Munic ipa l  Secur i t ies  Rulemaking Board
1900 Duke Street
Suite 600
Alexandria VA22314

Comments  in  Regard to  Not ice  201L-50

Dear  Ms.  Henry :

TMC Bonds L .L .C.  ( "TMC") ,  fo rmer ly  known as TheMuniCenter ,  is  encouraged by the progress
made wi th  the rev ised Draf t  Ru le  G-43 and p leased to  respond to the Munic ipa l  Secur i t ies
Rulemaking Board 's  ( "MSRB")  request  for  comment .  Most  impor tant ,  we are  encouraged by
the path  the Board has taken in  unders tand ing the ro le  o f  a  broker 's  broker  and removing the
obl igat ion for  determin ing fa i r  pr ic ing.  Whi le  the new rev is ions prov ide a  means for  a  safe
harbor ,  there  is  s t i l l  a  great  dea l  o f  f r ic t ion that  w i l l  resu l t  f rom the cur rent  proposa l  wh ich wi l l
u l t imately lead to loss of  ef f ic iency and greater t ransact ion costs for market part ic ipants.

Whi le  the MSRB is  focused on both  address ing a  number  o f  the non-compet i t i ve  behav iors  o f
the t rad i t iona l  vo ice b ids  wanted process and seek ingto  insure bet ter  b id  leve ls ,  the regu la t ion,
and the associated added documentat ion, wi l l  decrease the ef f ic iency of  the market and lead to
less l iqu id i ty  for  customer  se l l  o rders .

G-43 (dxi i i )  Def ini t ions -  "Broker 's Broker"
I t  i s  pecu l ia r  that  a  broker  dea ler  u t i l i z ing the serv ices o f  a  broker 's  broker ,  in  the process o f
ach iev ing best  execut ion for  a  c l ien t ,  w i l l  be  sub jec t  to  greater  regu la tory  requ i rements  than i f
the f i rm were to  s imply  b id  the customer  bonds d i rec t ly .  A dea ler  responding to  a  customer  b id
wanted wi l l  have the same ob l igat ions o f  G-18 and G- l -9  whether  b idd ing the i tem in terna l ly  or
p lac ing i t  out  fo r  b id  w i th  a  broker 's  broker ,  but  in  the la t ter  ins tance,  the dea ler  w i l l  be
sub jec t ing i tse l f  to  the poss ib i l i ty  o f  hav ing to  main ta in  add i t iona l  in terna l  records as  to  the b id
process.  In  a  t ime where there is  genera l ly  less  cap i ta l  commi t ted to  the market ,  the new ru le
d iscourages dea lers  f rom compet i t i ve  ( " in -comp")  b idd ing.



The def ini t ion of  a Broker 's Broker states, among other things, that the f i rm "holds i tsel f  out as
a broker 's  broker"  to  be inc luded in  the def in i t ion .  A numberof  broker  dea ler f i rms p lace b ids
wanted out  w i th  mul t ip le  broker 's  brokers  and/or  p lace b ids  wanted out  d i rec t ly  w i th  a  number
of  o ther  broker  dea lers .  As a  dea ler 's  bus iness is  not  usua l ly  "pr inc ipa l ly "  e f fec t ing t ransact ions
for  o ther  dea lers  but  for  i ts  c l ien t ,  would  a  broker  dea ler  be exempt  f rom the def in i t ion  or  is
act ing l i ke  a  broker 's  broker  the equ iva lent  o f  "ho lds  i tse l f  out  as  a  broker 's  broker?

Also,  many dea lers  post  the same b id  wanted wi th  mul t ip le  broker 's  brokers ,  os tens ib ly  for
compl iance reasons.  Does the use o f  mul t ip le  broker 's  brokers  create  an unfa i r  prac t ice  wi th
respect to  G-17,  as ,  in  v i r tua l ly  every  case,  the bond can on ly t rade to  one par ty? Fur thermore,
i f  a  dea le r  uses  mu l t i p le  b roke rs ,  shou ld  tha t  be  d i sc losed  to the  b roke rso tha t the  b roke rcan
disclose that fact  to potent ial  b idders? The Draft  Not ice ci tes G-I7 and the not ion that the bids
wanted process should  not  be used for  pr ice  d iscovery  on ly .  l f  the same bond is  out  for  the b id
wi th  mul t ip le  broker 's  brokers ,  and the bond can on ly  t rade once,  would  that  be v iewed
negat ive ly  by  the regu la tors ,  bar r ing d isc losure to  the marketp lace? F ina l ly ,  i f  a  broker 's  broker
rece ives a  b id  wanted that  has been posted to  mul t ip le  f i rms,  does the broker  need to  use the
same level  of  care as i f  the i tem were for i ts own account (an odd not ion in and of i tsel f ,  g iven
that  broker 's  brokers  do not  t rade for  the i r  own account )  when the broker 's  c l ien ts  may be a t  a
d isadvantage when b idd ing? We hope the new regu la t ion wi l l  c la r i fy  these po in ts .

G-43(bxvii) Prohibit ion against changing prices
The proposed G-43 regulat ions, wr i t ten for the broker 's broker market,  by i ts def in i t ion
inc ludes a l l  o f  the e lec t ron ic  t rad ing p la t forms.  A major  product  l ine  for  most  o f  the ATS's  is  the
creat ion of  Pr ivate Label websi tes that are branded for speci f ic f i rms which include both f i l ters
for the type of inventory al lowed and customized matr ices for marking up of inventory.
Vir tual ly al l  f i rms request a matr ix gr id,  whereby the ATS marks-up inventory by a suggested
predetermined amount  in  order  for  a  f inanc ia l  adv isor  to  read i ly  v iew the end c l ient 's  net  y ie ld
and the amount  o f  commiss ion assoc ia ted wi th  the t rade.  The matr ix  gr ids  can be app l ied to
both  the b id  s ide as wel l  as  the se l l  s ide o f  the market .  Add i t iona l ly ,  f i rms wi th  d i rec t  l ines
of ten ask for  customizat ion for  the i r  in terna l  needs.  For  example,  some f i rms may not  be ab le
to  accommodate the fee schedule  and ask for  the fee to  be imbedded in  the pr ice  o f  the
of fer ing.  The proposed language would  be meaning less as  a l l  ATS's  would  be requ i red to
inform every registered f i rm that every pr ice they post wi l l  be changed, and in mult ip le ways, as
each rec ip ient  f i rm def ines i ts  own matr ix .  Current  gu ide l ines a l ready proh ib i t  unfa i r  dea l ing.
lsn ' t  a  broker  arb i t rar i l y  changing pr ices a l ready proh ib i ted f rom such act iv i ty?  The MSRB
should  remove th is  language or  modi fy  i t  to  accommodate pr iva te  labe l  webs i tes  that  a l low
customers and registered reps to v iew inventory.

G-43(bxix) Conduct of Bids Wanted and Offerings - Below Predetermined Parameters
TMC acknowledges the e f for ts  o f  the MSRB to  recognize the amount  o f  odd- lo t  munic ipa l
vo lume that  t rades e lec t ron ica l ly  and the un ique set  o f  c i rcumstances sur rounding e lec t ron ic
execut ions. The idea of a "safe harbor" is a step in the r ight direct ion forfaci l i tat ing ef f ic ient
t rad ing and empower ing market  par t ic ipants  to  make ind iv idua l  dec is ions.  Regula t ion des igned



to  acknowledge the benef i ts  o f  e lec t ron ic  t rad ing and the growth o f  the A l ternat ive  Trad ing
System community wi l l  promote greater access to market part ic ipants for product.  As with the
equi ty  market ,  munic ipa l  market  par t ic ipants  shou ld  have both  the opt ion to  t rade
elec t ron ica l ly  or  use the serv ices o f  market  pro fess iona ls .

Whi le  TMC recognizes the MSRB's  des i re  to  l imi t  the number  o f  o f f  market  t rades that  resu l t
f rom the bids wanted process, the at tempt to add wri t ten communicat ion and/or oral
conf i rmat ion wi l l  great ly reduce the ef f ic iency and accuracy of  the electronic market.  TMC
conducts  2 ,000 b ids  wanted da i ly ,  w i th  the bu lk  o f  the i tems out  for  b id  between 10am and
4pm. In  vo la t i le  markets ,  peak vo lume can r ise  to  4 ,000 i tems out  for  b id  da i ly .  Many o f  these
i tems are  posted to  TMC f rom API  c l ien ts  w i th  d i rec t  l ine  feeds to  the TMC marketp lace.  These
API  users  choose not  to  use the too ls  ava i lab le  to  TMC's  web c l ients ;  ins tead,  they have
deve loped the i r  own too ls  for  eva luat ion and ana ly t ics .  l t  i s  not  feas ib le  to  in form d i rec t  l ine
feed c l ients  that  the i r  b ids  fa l l  outs ide predetermined parameters ,  and any change or  add i t ion
to  a  broker 's  predetermined parameters  would  requ i re  everyc l ient  o f  that  broker to  re-wr i te  i ts
in ter face,  change i ts  database,  and tes t  the new funct iona l i ty .  The fa l lacy  o f  the proposa l  l ies  in
the be l ie f  that  a  s ing le  model  w i l l  be  suf f ic ient  fo r  determin ing reasonableness.  For  example,
TKG analyt ics,  MSRB pr ice history,  mater ial  events,  IDC evaluat ions, etc.  are just  some of the
resources ava i lab le toTMC's  users to  ass is t  in  the dec is ion making process,  and each o f  these
tools of fers t raders a di f ferent level  of  perspect ive based on current market condit ions.

Fur thermore,  many o f  the d i rec t  l ine  c l ients  generate  b ids  a lgor i thmica l ly ,  w i th  b ids  coming in to
the TMC marketp lace seconds before  the b id  by  t ime;  i t  i s  fa i r  to  say that  the c l ients '  p rocess o f
eva luat ing these i tems for  the b id  does not  inc lude use o f  TMC's  too ls .  Whi le  TMC prov ides a
su i te  o f  too ls  for  secur i ty  and market  ana lys is ,  the pro fess iona l  c l ien t  has the d iscre t ion to
determine i f  and how to  use each too l .

With respect to fair  pr ic ing, in response to the last  MSRB Not ice 201,1,-18, many market
par t ic ipants  agreed that  a  broker 's  broker  was not ,  and cou ld  not  be,  respons ib le  for
determin ing fa i r  pr ic ing.  The modi f ied language in  the cur rent  re lease s t i l l  p roposes that  the
broker 's  broker  prov ide a  fa i r  p r ice ,  but  the Board has re laxed the requ i rement  to  inc lude a
pr ice  band.  TMC's  response to  th is  change is  to  note  that  i ts  too ls  are  des igned to  he lp  wi th  a
user 's  va luat ion process,  not  to  rep lace the dec is ion maker .  Whi le  TMC can cer ta in ly  f lag
i tems/b ids  that  seem r ich  or  cheap,  based on a  model ,  determin ing a  secur i ty 's  va lue is
in f in i te ly  more complex.  l f  th is  were such a  s imple  task ,  one cou ld  def ine the i r  sa fe  harbor  as
s imply  the use o f  a  major  pr ic ing serv ice,  and i f  the b id  dev ia tes  by  more than x% f rom the
eva luat ion pr ice ,  then not i fy  the appropr ia te  par ty .  The rea l i ty  is  that  des ign ing and tes t ing a
system to  es tab l ish  fa i r  va lue on as d i f fuse a  market  as  the munic ipa l  marketp lace would  be a
daun t ing  task .

Equal ly  impor tant ,  the concept  o f  wr i t ten permiss ion and documentat ion o f  conversat ions is
t ime consuming in  a  normal  market ,  but  i t  comple te ly  breaks down in  a  vo la t i le  market .  The
most  soph is t ica ted models  have d i f f i cu l ty  pr ic ing bonds dur ing t imes o f  vo la t i l i t y .  Examin ing
the o f fer ings o f  the on l ine brokerage f i rms in  vo la t i le  per iods,  one would  see a  s ign i f icant  drop



in inventory,  as pre-conf igured f i l ters k ick out inventory at  new pr ice levels.  Municipals are
even more cha l leng ing to  pr ice ,  when one recognizes that  there  is  no e f f ic ient  hedge in  the
marketp lace to  t rack  or  model .  For  example,  models  based on Treasury  pr ices se l f -dest ruc t
when large bas is  moves resu l t  in  Treasury  bonds moving s ign i f icant ly  in  pr ice ,  wh i le  munic ipa ls
move l i t t le .  Recogniz ing that  vo la t i le  per iods wi l l  generate  the most  except ions wi th  any
model ,  the burdens p laced on par t ic ipants  to  record and acknowledge pr ice  leve ls  w i l l  be
unbearab le .  l f  t he  mode l  were to  k i ckou t  a  mere  5%of  the  b idson  a  h igh  vo lume day ,  a t  j us t

TMC,  approx imate ly  125 t rades would  fa i l  the predetermined parameters .  At  5  minutes per
ca l l ,  that  would  requ i re  over  10 hours  o f  te lephone conversat ions.

TMC be l ieves that  a  s tandard o f  reasonable  care  for  broker 's  brokers  shou ld  inc lude

"reasonable"  too ls  to  he lp  wi th  the dec is ion process,  but  the const ruc t ion o f  a  scheme to

establ ish value in a fragmented and di f fuse market seems to be more appropr iate for a posi t ion

taker  than for  an in termediary .

Rule G - 43(bXvi) - Requirement of Sellers consent before contacting bidder on bids within a
model's parameters (poor cover)
The requirement of  a broker 's broker to contact a sel ler for permission to contact a bidder,
when the b id  i tse l f  i s  w i th in  the parameters  o f  the safe  harbor  is  ne i ther  pract ica l  nor  rea l is t ic .
A se l l ing  dea ler ,  who is  ac t ing in  the best  in terest  o f  i ts  se l l ing  c l ient ,  i s  not  l i ke ly  to  g ive such
approva l .  Fur thermore,  i f  the se l l ing  dea ler  a l lowed the broker  to  contact  the b idder  in  some
ci rcumstances,  but  not  on o ther  s imi lar  ins tances,  is  the se l l ing  dea ler  dea l ing fa i r ly  w i th  a l l  o f
i ts  c l ien ts? A lso,  the requ i rement  to  document  the communicat ion,  the or ig ina l  b id ,  and the
changed b id  is  super f luous and an added regu la tory  burden.

Also, in the above case, what recourse would the broker 's broker have i f  g iven permission to
contact  the b ldder? Under  G-43(bXv) ,  the broker 's  broker  cannot  accept  la te  b ids .  Can the
broker  accept  a  new b id  f rom the b idder ,  or  is  the b idder  g iven the opt ion to  remove the b id?
Again ,  i f  the b idder  can wi thdraw or  lower  the b id ,  what  se l le r  would  ever  grant  such
permiss ion,  un less the se l le r  agrees that  the b id  is  t ru ly  o f f -market  and does not  want  to  be
party to such a trade?

There is  a  suppos i t ion  that  t raders  know what  they are  b idd ing on,  but  mis takes can happen,
d ig i ts  can be t ransposed,  b ids  can be " fa t - f ingered" ,  and the l ike .  The MSRB's  proposed ru les
arguably  a l low se l le rs  to  force (or  a t tempt  to  force)  t rades in  the case o f  er roneous b lds .  The
need to  get  the se l le r 's  permiss ion to  a ler t  a  b idder  to  a  potent ia l ly  er roneous b id ,  in  the case o f
a  b id  that  fa l ls  w i th in  the parameters  o f  the safe  harbor ,  would  put  the b idder  a t  a  severe
disadvantage in such circumstances. One commenter to the Board's f i rst  G-43 release observed
that one of a broker 's broker 's main funct ions is to avoid trade pr ints that are not ref lect ive of
market value. TMC strongly agrees with the statement.

Cont rary to  the not ion expressed in  the Board 's  d iscuss ion o f  the rev ised ru le ,  unfavorab le
cover  b ids  are  poor  ind icators  o f  b id  qua l i ty .  In  a  f ragmented market ,  there  is  no need to



assume that  there  wi l l  be  more than one "market "  b id ,  espec ia l ly  g iven the impl ic i t
acknowledgement  that  somet imes there are  no market  b ids  for  a  g iven i tem.

Rule G - a3(cXiXG) -  Disclosure of  Customer business
TMC fu l ly  suppor ts  the not ion that  broker 's  brokers  shou ld  prominent ly  d isc lose the types o f
f i rms that const i tute i ts c l ient base. However,  to disclose to a sel ler informat ion about the
buyer  o f  an i tem at  the t ime of  t rade is  unfa i r  and aga ins t  the anonymous nature  o f  the broker 's
market .  Customers  shou ld  have the same protec t ions as dea lers .  The d isc losure to  the se l le r
on the c l ient  type is  a  loss  o f  pro tec t ion as  to  the ident i ty  o f  the c l ient .  Anonymi ty  is  an
ext remely  impor tant  component  o f  the u t i l i t y  o f  an in termediary  (e i ther  a  vo ice broker  or  an
ATS)  in  the munic ipa l  market .  In forming a  se l le r  that  a  buyer  is  a  par t icu lar  type o f  user
compromises the concept  that  a  buyer  can funct ion anonymously .  Any regu la tory  requ i rement
that  would  serve to  compromise anonymi ty  would  be a  negat ive  deve lopment  for  a  market  that
has always given part ic ipants ways to protect their  ident i t ies.

Rule G - a3(cxiXH) Predetermined Parameters
As part ic ipants have stated in ear l ier  comments,  i t  is  not the job of  a broker 's broker to
estab l ish  fa i r  market  va lue.  The mandated use o f  predetermined parameters  is  a  Tro jan Horse,
as the proposed ru le  has now migra ted to  a  model  based determinant .  Fur thermore,  requ i r ing
test ing of  tools is also a concern. Exact ly how would a model be tested? With over 500,000
bids  wanted in  the market  annual ly ,  what  def ines a  successfu l  model?  l f  a  bond t rades outs ide
i ts  parameters  and days la ter  the market  moves toward that  pr ice ,  was the model  f lawed or  d id
the t rader  make a  good dec is ion?

TM C uses a  n  u  mber  o f  too ls  to  ass is t  t rad ers  wi th  mak ing t rade dec is ions.  M a ny  o f  these too ls
have been adapted to TMC's user base after years of  c l ient feedback. l t  would be ant i -
compet i t ive for TMC to disclose i ts tools.  Dealers decide which broker 's broker or plat form
provides the best service for the type of business they are wishing to conduct.  Web si te design,
integrated tools,  depth of  markets,  and brokerage support  are just  a few of the var iables that
af fect  a t rader 's decis ion on whether to use a broker 's broker on an ATS, or which one to use. l f
a  t rader  does not  l i ke  the serv ice,  he/she uses another  f i rm or  p la t form.  Publ ic  d isc losure o f
such tools is not necessary,  os they are apparent to the user.  TMC strongly bel ieves that
providing users with useful  market and secur i ty speci f ic tools should suff ice to sat isfythe
Board 's  des i re  to  improve b id  qua l i ty .  l f  a  f i rm uses the same systemat ic  approach for  each
posted b id  wanted and has a  set  o f  too ls  that  he lps  t raders  es tab l ish  va lue,  then there should
be no need for a safe harbor.

Rule G-S (a) (xxvXF) Books and Records
Rule  G-8(a) (xxv) (F)  lays  out  requ i rements  for  documentat ion whenever  an o f fer ing pr ice  is
changed. ATS's act ing as central ized marketplaces receive thousands of bids and offer ings



dai ly .  TMC has approx imate ly  30,000 munic ipa l  o f fer ings da i ly ,  w i th  dea lers  changing pr ices on
their  of fer ings constant ly.  There are myriad reasons for of fer ings to changer €.8. ,  f luctuat ing
market  cond i t ions,  changes to  a  t rader 's  net  overa l l  exposure,  or  a  management  dec is ion to
increase or  decrease r isk .  In  the taxab le  munic ipa l  market ,  dea lers  regu lar ly  post  o f fer ings that
change whenever  a  taxab le  benchmark ( typ ica l ly  a  US Treasury)  pr ice  changes,  and o f fer ing
pr ices can change severa l  t imes per  minute .  Requi r ing brokers 'brokers to  document  pr ice
changes would  be o f  no va lue to  the market ,  as  t raders  know that  o f fer ing pr ices are  a lways
subjec t  to  change.  Addi t iona l ly ,  document ing tens o f  thousands o f  pr ice  changes on a  da i ly
bas is  would  be cost  proh ib i t ive .

In  conc lus ion,  TMC apprec ia tes the Board 's  a t tempt to  c lar i fy  some of  the pract ices in  the
broker 's brokers market.  TMC bel ieves, however,  that a number of  the Board's suggest ions put
an inord inate  amount  o f  respons ib i l i ty  w i th  respect  to  es tab l ish ing fa i r  va lue on b ids  wanted
onto  the broker 's  broker  and that  assoc ia ted record-keeping requ i rements  are  unduly  onerous.
Addit ional ly,  the proposed rule appears to favor sel lers of  bid wanted i tems vis- i -v is buyers,  in
terms of which party receives protect ion from potent ial ly of f -market levels.  Final ly,  TMC feels
that  there  are  severa l  c i rcumstances in  which ru les  that  app ly  both  to  vo ice brokers  and the
ATS's are inappropr iate.  Speci f ical ly,  f i rms that have direct  l ine access to the ATS's and/or t rade
a lgor i thmica l ly  are  in  no pos i t ion  to  benef i t  f rom the prov is ions o f  G-43;  TMC fee ls  that  a
separate discussion with respect to ATS's and their  users is warranted.

Thank you for  g iv ing us the oppor tun i ty  to  respond.

S incere ly ,

Thomas S.  Va les
Chief Execut ive Off icer


