5310. Best-SIFMA MUNICIPAL MARKET EXECUTION PROPOSAL

"Execution with Diligence"

(a)(1) Inany transaction for or with a customer-ora-custemer-of-anocther, a broker-dealer—a-member
and-persons-associated-with-a-member, dealer, or municipal-securities dealer shall use reasonable
diligence to ascertain the best-market for the subject security and-buy-er-sell-in-such-market-so that
the resultant price to the customer is as-faverable-as-pessiblefair and reasonable under prevailing
market conditions. Ameng-the-factersFactors that wilmay be considered in determining whether a
memberbroker, dealer, or municipal securities dealer has used "reasonable diligence" include, but
are_not limited to:

(A) the character of the market for the security (e.g., demand, availability, price, volatility, relative
liquidity, and-pressure-on-available-communieationsincluding size ofthe i ndi r);

(B) the size and type of transaction;

(G the-number-of-markets-checked;(C) information reviewed to ascertain the current
market for the subject security or similar securities;

(D) accessibility of the-quetation-anrdany quotations ' and the likelihood of execution at that price;

(E)the terms and conditions of the erdercustomer's inquiry including bids and offers, ifany, which

result in the transaction, as communicated to the member-and-persons-associated-with-the-
member-broker ler, or municipal riti

transaction; and

(2) Inany transaction for or with a customer-era-customer-of-anotherbroker-dealerno-memberor
person-associated-with-a-member,_no broker, dealer, or municipal securities dealer shall interject a
third party between the memberbroker, dealer, or municipal securities dealer and the best
marketbuyer or seller for the subject security in a manner inconsistent with paragraph (a)(41) of this
Rule.

-adequate resources
such as staff, technology, and market and indicative information necessary to perform reasonable
market diligence cannot be considered justification for
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principal. Such.obligation

with MSRB Rule G-30.

* « « « Supplementary Material:--------------

.1 Execution of-Marketable Customer Orders.-A-memberTransactions. A broker, dealer, ormunicipal

securities-dealer must make every effort to execute a marketable-customer-order-that-it receivesfully-
and-promptlycustomer transaction promptly in accordance with the terms of the customer's bid or
offer and other instructions.

.2 Definition of "Market." FerR nizing that municipal rities tr in an r th
market without a central exchange, for the purposes of Rule 5346G-18 and the accompanying
Supplementary Material, the term “market" or “markets’is-to-be-construed-breadly;and-it-
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trading"markets" encompasses those brokers, dealers, and municipal securities dealers that are
known to transact in a particular security. This expansive-interpretation is meant to both inform
breker-brokers, dealers, and municipal securities dealers as to the breadth of the scope of
venuescounterparties that mustmay be considered in the furtherance of their best-execution
obligations and to promote fair competition among breker-dealers-exchange-markets,-and-markets-
ether-than-exchange-marketsprokers, dealers, municipal securities dealers, such as dealers acting as
municipal securities "broker's brokers" as defined in Rule G-43, alternative trading systems or
platforms, as well as any other veruecounterparties that may emerge, by not mandating that eertain-

trading-venues-haveany trading counterparties have more or less relevance than others in the course
of determining a firm's best-execution obligations.

.3 Best-Execution and DebtMunicipal Securities. Rule 5310G-18(a)(1)(D) provides that one eftheof
the factors used to determine if a memberbroker, dealer, or municipal securities dealers has used
reasonable diligence in-exereising-best-executionto ascertain the market for the subject security so
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that the resultant price to th tomer is fair and r nable is the "accessibility of the quotation.”
In the context of the debtmunicipal securities market, this means that, when "quotations", as defined

in MS B Rule G-13, are available, FINRAthe appropriate regulatory agencies will consider the

accessibility and the likelihood of execution of such quotations when examining whether a
memberbroker, dealer, or municipal securities dealer has used reasonable diligence. Ferpurpeses-of-
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Accessibility is only one of the non-exhaustive reasonable diligence factors set out in Rule 5346G-
18(a) (1). In the absence of accessibility, membersbrokers, dealers, or municipal securities dealers
are not relieved from taking reasonable steps and employing their market expertise in achieving-the-
best-execution-of customer-ordersconducting reasonable diligence .

the-broker-dealer-to-the-member-for-the purpose-of order.4 Execution and Executing Brokers. A
broker, dealer, or municipal securities dealer's duty to use reasonable diligence to ascertain the
market for the subject security so that the resultant price to the customer is fair and reasonable in
any transaction is, unless otherwise specified in this rule and supplemental materials to this rule,
limited to their own tomers and not t tomers of other broker: lers, or municipal
securities dealers. A broker, dealer, or municipal securities dealer's duty to use reasonable
diligence to ascertain the market for the subject security so that the resultant price to the customer

is fair and reasonable in any transaction arises only when a bid or offer is directed to them for the
purpose of transaction handling and execution. Fhis-clarification-is-intended-to-draw-a-distineti

handling-and-execution-of sueh-erders:It does not apply in instances when the broker, dealer, or
municipal securities dealer's services with respectto the transaction have been anonymous and
explicitly limited to communication, order matching, and/or clearance functions. Additionally, the
duties of a dealer acting as a "broker's broker" are defined in MSRB Rule G-43.

B6——Orders.5 Bids and Offers Involving Securities with Limited Quotations or Pricing
Information. Although the best-executionmarket diligence requirements in Rule 5310G-18 apply to
orders-inbids and offers for all municipal securities, markets for securities_may differ dramatically.

One of the areas in which a memberbroker, dealer, or municipal securities dealer must be-especially
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diligent in ensuring that it has met its best-executionmarket diligence obligations is with respect to
customer erderspids and offers involving securities for which there is limited pricing information or
quotations available. Each-memberDiligence in these circumstances shall include a procedure to
learn information as necessary to meet the reasonableness standard, even though the means of

information gathering may be different than that for other municipal securities. Each broker, dealer,
or municipal securities dealer must have written policies and procedures in place that address how

the-memberthey will determineascertain the-bestinter-dealer market for such a security in the absence
of relevant pricing information or multiple guetationsbids or offers and must document its compliance

-8-.6 Customer Instructions Regarding Order-Handling_of Bid or Offer. If a memberbroker, dealer, or
municipal securities dealer receives an unsolicited instruction from a customer to reute-that-
customer's-order-to-a-particular-market-for-execution;-the-memberexecute a transaction in a particular
manner, the broker, dealer, or municipal securities dealer is not required to make a-bestany
execution handling determination beyond the customer's specific instruction. MembersBrokers,

dealers, or municipal securities dealers are, however, still required to precessact promptly with
respect to that customer's erderbid or offer promptly and in accordance with the terms of the erder-
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r offer, or any in tructions of th

9—Regular-and-Rigerous.7 Review of Execution Quality.

(a)——Ne-member(a) No broker, dealer, or municipal securities dealer can transfer to another
person its obligation to make use reasonable diligence to prowde best-execution-to-its-customers™

d wsfair pricing for its
tomers' bid or offer. A rt of it tem of rvision roker ler, or municipal riti
dealer must have procedures in place to ensure the memberbroker, dealer, or municipal securities

dealer perlodlcally conducts regular-and-rigereus-reviews of the qualn%eﬁth&exeeuhen&eht&

execution prices. Firms should also periodically analyze whether the frequency of their reviews are
sufficient.

membepmustgbg To assure that a broker! dealer! or mummgal securities dealer complies W|th its
obligation to provide fair and reasonable pricing for customer transactions, it should compare,
among other things, the-gquality-ofthe-executions-the-memberexecution prices that the broker, dealer,
or municipal securities dealer is obtaining via current erderrouting-and-execution
arrangementspractices (including the internalization of erderflowcustomer transactions) to the guality-
of-the-exesutionsexecution prices that the memberbroker, dealer, or municipal securities dealer could
obtain from cempeting-marketsalternative practices. In reviewing and comparing the execution quality
of its current erderreuting-and-execution arrangementspractices to the execution quality ef-ether-

markets—a-membersheuldwith other counterparties, a broker, dealer, or municipal securities dealer
may consider the following factors:

H-(1) price improvement opportunities (i.e., the difference-between-the-execution-price-and-the-best
quotes-prevailing-at-the-time the-orderisreceived-by-the-marketability to obtain better prices from
alternate counterparties);

3)(2) the likelihood of execution of limit orders;
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“>(3) the speed of execution;

5)-(4) the size of execution;

6)>-(5) transaction costs;_and

(7-(6) customer needs and expectations;-and._

e)——A-member-thatroutes-its-orderflow(c) A broker, dealer, or municipal securities dealer that
directs its customer transactions to another memberbroker, dealer, or municipal securities dealer that

has agreed to handle that-erderflowthose transactions as agent, or riskless principal for the customer
(e.g., a clearing firm or other executing broker-dealer) eanmay rely on that member'sregularand-

rigerousbroker, dealer, or municipal securities dealer's periodic review as long as the statistical-
results and rationale of the review are fully disclosed to the member-and-the-memberbroker, dealer,

or municipal securities dealer and the broker, dealer, or municipal securities dealer periodically

reviews how the review is conducted, as well as the results of the review.
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