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Introduction

The Office of the Comptroller of the Currency’s (OCC) Comptroller’s Handbook bookilet,
“Municipal Securities Rulemaking Board Rules,” provides guidance to bank examiners and
bankers for evaluating compliance with the Municipal Securities Rulemaking Board (MSRB)
rules. MSRB rules govern municipal securities dealers and municipal advisors and their
activities. These activities include underwriting, financial advising, dealing in, and trading
with or on behalf of customers. Throughout this booklet, national banks and federal savings
associations (FSA) are referred to collectively as banks, except when it is necessary to
distinguish between the two.

The Securities Acts Amendments of 1975 created the MSRB, a separate, self-regulatory
body, to formulate wggking rules for the regulation of the municipal securities industry. The
OCC is statutorily d to enforce those rules as they apply to banks.

MSRB Rule G-16, “
securities dealers be ery two calendar years for compliance with applicable
: ures contained in this booklet highlight significant
aspects of the MSRB’s ru impbrtant to note that when conducting an MSRB

compliance examination with\hes@pr res, examiners must also refer to the MSRB’s

comprehensive set of rules and iitergretatiofs for additional information and guidance. This
information can be found at the MSRB’s te, www.msrb.org.

An overview of the risks associated with iéTpal securities trading activities (e.g., price
risk, credit risk, and liquidity risk) is includeéd i he-issued Comptroller’s Handbook
booklet “Financial Derivatives and Trading Actj \
Comptroller’s Handbook booklet “Government
guidance for banks that operate as government secu
transactions that involve government securities.

ct” provides supervisory
r engage in repurchase

Legal Framework

The authority under which banks may invest in, sell, or otherwise deal in municipal securities
is found in 12 USC 24 (Seventh) for national banks and 12 USC 1464(c) for FSAs. For
national banks, 12 USC 24 (Seventh) provides that the statute’s restrictions and limitations
on national banks’ securities activities do not apply to a national bank dealing in,
underwriting, or purchasing for the bank’s own account the general obligations of a state or
political subdivision. The OCC issued 12 CFR 1 under the authority of 12 USC 24 (Seventh)
and has defined various terms, including “general obligation of a state or political
subdivision” and “municipal bonds.” “General obligation of a state or political subdivision”
means (1) an obligation supported by the full faith and credit of an obligor possessing general
powers of taxation, including property taxation; or (2) an obligation payable from a special
fund or by an obligor not possessing general powers of taxation, when an obligor possessing
general powers of taxation, including property taxation, has unconditionally promised to
make payments into the fund or otherwise provide funds to cover all required payments on
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the obligation. “Municipal bond” means an obligation of a state or political subdivision other
than a general obligation. This includes limited obligation bonds, revenue bonds, and
obligations that satisfy the requirements of section 142(b)(1) of the Internal Revenue Code of
1986 and are issued by or on behalf of any state or political subdivision of a state, including
any municipal corporate instrumentality of one or more states, or any public agency or
authority of any state or political subdivision of a state.

12 CFR 1 categorizes permissible securities into five types and provides the standards
applicable to a national bank’s ability to deal in, underwrite, purchase, and sell each type.
Categories one through three contain information specific to municipal securities.

e Type I securities include municipal government general obligations and, for well-
capitalized banks, municipal bonds. A national bank may deal in, underwrite, purchase,

de obligations that may be issued by a state, political sudeVIS|0n
ized purposes as set forth i in 12 CFR 1. A national bank may

e banK's Gapital and surplus.

e Type Il securities includ@imuRicipal bonds that do not satisfy the definition of Type I or
Type Il securities. A natio urchase and sell Type 111 securities if the
aggregate par value of Type IlI issued by any one obligor and held by the bank

ital and surplus. National banks are

pe 111 securities.

The Home Owners’ Loan Act of 1933 (HOLA)
authority for FSAs to invest in, purchase, sell, o
Section 5(c) of HOLA (codified in 12 USC 1464(¢)

national banks. Certain investments set forth in section 5(c
assets limitation, including investments in obligations issued

subdivision). An FSA, however, is subject to a per-issuer limit of 10 percent of the FSA’s
total capital on nongeneral obligation bonds (e.g., revenue bonds). Each type of investment
listed in 12 USC 1464(c) is subject to the capital limits set forth for that investment in

12 CFR 160.30 and to other applicable standards as set forth in 12 CFR 160.

Banks that underwrite, trade, and sell municipal securities also are subject to requirements
under the federal securities laws. In 1975, Congress enacted the Securities Acts
Amendments, which amended the Securities Exchange Act of 1934 (Exchange Act). The
1975 amendments to the Exchange Act created the MSRB and put in place a new regulatory
scheme governing municipal securities dealers. The definition of “municipal security dealer”
includes a bank or a “separately identifiable department or division of a bank.” All banks
dealing in municipal securities must register as municipal securities dealers with the U.S.
Securities and Exchange Commission (SEC), MSRB, and the OCC and must comply with
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applicable SEC, OCC, and MSRB rules. (For information on the registration process, see the
“Regulatory Oversight” section of this booklet.) For bank municipal securities dealers, the
SEC and the appropriate bank regulatory agency have enforcement jurisdiction. Banks’
transactions in municipal securities are also subject to the antifraud provisions of section
10(b) of the Exchange Act and Exchange Act Rule 10b-5, as well as section 17(a) of the
Securities Act of 1933. Banks may also be subject to registration as “municipal advisors”
under section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act of
2010 (Dodd—Frank), which amended section 15B(a) of the Exchange Act to make it unlawful
for municipal advisors to provide certain advice to or to solicit municipal entities or certain
other persons without registering with the SEC.

What Are ‘Dealers’ and ‘Municipal Securities Dealers’ Under the
Federal Securitijes Laws?

Section 3(a)(5)
business of buying a
otherwise.” The defifitj
municipal securities is
securities are exempted s

ange Act generally defines a dealer as “any person engaged in the
gysecurities for such person’s own account, through a broker or
s, however, that a bank engaging in buying and selling

I a dealer under the general definition because municipal

Section 3(a)(30) of the Exchan efin8§ a municipal securities dealer as “any person
(including a separately identifiable paryr division of a bank) engaged in the business
ies foufhi

of buying and selling municipal secu sdor her) own account, through a broker or
otherwise.” The term “municipal securitigg’le does not include

e any person insofar as he (or she) buys or sel
account, either individually or in some fiducia
business.

e abank, unless the bank is engaged in the business of
securities for its own account other than in a fiduciar
otherwise; provided, however, that if the bank is engaged%n 8
separately identifiable department or division, the departme
bank itself shall be deemed to be the municipal securities dealer:

ities for his (or her) own
, but not as a part of a regular

selling municipal
gugh a broker or
iness through a
ion and not the

On November 7, 2007, the SEC’s Division of Trading and Markets issued the “Staff
Compliance Guide to Banks on Dealer Statutory Exceptions and Rules” (Staff Compliance
Guide). According to the Staff Compliance Guide, typical dealer functions include

e providing two-sided quotations or otherwise indicating an ongoing willingness to buy and
sell particular securities.
e issuing or originating securities that the person also buys and sells.

The Staff Compliance Guide further states that the following questions can help determine
whether a particular bank is acting as a dealer:

e Does the bank hold itself out as being in the business of buying and selling securities?
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e Does the bank engage in transactions with the public?

e Does the bank make a market in, or quote prices for both purchases and sales of, one or
more securities?

e Does the bank participate as principal in a “selling group” or otherwise underwrite
securities?

e Does the bank hold a dealer inventory or trade with an affiliate that is a dealer?

A “yes” answer to any of these questions indicates that the bank may be a dealer under the

federal securities laws. Examiners requiring legal guidance on what constitutes a potential
dealer activity should contact the OCC’s Securities & Corporate Practices Division.

De Minimis Exception

exemption must
provides an exemptié
securities transactions
exceptions to broker regi

tration as a broker if a bank effects no more than 500
dar year (that do not meet any of the additional
id®ut in section 3(a)(4)(B)). Under Rule 3a5-1, the
exemption from registration a§a applies if the riskless principal transactions
allowed under Rule 3a5-1 and egliritieSjbrokerage transactions allowed under section

3(a)(4)(B)(xi) number no more thanfs00 yendar year when combined.? If the bank
i

relies on the de minimis exception it adequate records to demonstrate
compliance with the requirements of the gfCe

General Types of Trading Activities

Banks may be involved in three general types of tra

e The bank buys or sells securities on behalf of a custo
in which the agent (bank) assumes no substantial risk an
prearranged commission or fee.

e Asadealer, the bank buys and sells securities for its own account. These are termed
principal transactions because the bank is acting as a principal, buying or selling
securities through its own inventory and absorbing whatever market gain or loss is made
on the transaction.

e The bank executes a contemporaneous, “riskless” principal trade. The bank typically
buys and sells the securities as a principal, with the purchase and sale originating almost
simultaneously. Exposure to market risks is limited by the brief period of actual
ownership. For a bank dealer, for example, any resulting profits are generated from the
dealer-initiated markup, which is the difference between the purchase and sale prices.

gency transactions
ted by a

! See “Staff Compliance Guide to Banks on Dealer Statutory Exceptions and Rules,” SEC Division of Trading
and Markets (November 7, 2007).
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Trading in municipal securities takes place in an over-the-counter (OTC) secondary market.
The OTC market is characterized by a system of broker-dealer market making and inter-
dealer transactions rather than the auction market system common on the securities
exchanges. Almost all municipal securities are traded in the OTC market. Prices for most
municipal securities are quoted on a yield-to-maturity basis and can be converted to a dollar
price. Daily pricing information is available through the MSRB’s Electronic Municipal
Market Access (EMMA) system, which is available online.

Regulatory Oversight

The Securities Acts Amendments of 1975 created the MSRB to protect investors, state and
local governments and other municipal entities, and the public interest by promoting a fair
and efficient municipal securities market. To fulfill this mission, the MSRB regulates the
municipal securitie s, banks, and municipal advisors that engage in municipal securities
and advisory acti further protect market participants, the MSRB provides market
transparency through A Web site, the official repository for information on all
municipal bonds. T overned by a 21-member board of directors that has a

ition to representatives of regulated entities. The MSRB is

The MSRB’s rules are enforce inagcial Industry Regulatory Authority (FINRA) for
securities firms, by bank regulatory @gencie§/ (the Board of Governors of the Federal Reserve
System, the OCC, and the Federal it Ingffrapce Corporation) for banks registered as

municipal securities dealers, and by the S unicipal advisors that are not FINRA
members. An important aspect of the MS

WwWw.msrb.org.
Separately Identifiable Department

A bank or, at its option, a separately identifiable department enga n the business of
buying and selling municipal securities must register with the SEC, MSRB, and the OCC as a
municipal securities dealer. MSRB Rule G-1, “Separately Identifiable Department or
Division of a Bank,” defines a “separately identifiable department or division of a bank”
involved in municipal securities dealing as a unit that is under the direct supervision of
officers designated by the bank’s board of directors and is responsible for municipal
securities dealer activities, maintains separate or separately extractable records, and performs
any of the following:

e Underwrites, trades, or sells municipal securities.

e Offers financial advisory and consultant services for issuers in connection with the
issuance of municipal securities.

e Provides processing and clearing services for municipal securities.

e Offers research and investment advice on municipal securities.

Comptroller's Handbook 5 Municipal Securities Rulemaking Board Rules



Version 1.0 Introduction > Regulatory Oversight

e Communicates in other ways with public investors in municipal securities.
e Maintains records of the activities described above.

Municipal Securities Dealer Registration

12 CFR 10 requires that a national bank that acts as a municipal securities dealer, and an
associated person who acts as a municipal securities principal or representative, file certain
forms with the OCC.? Although there is no equivalent regulation applicable to FSAs, these
institutions and associated persons currently are required to file these same forms with the
OCC pursuant to Office of Thrift Supervision (OTS) CEO Memo 258, “Notification
Requirements for Certain Activities.”® In order to coordinate and harmonize the requirements
applicable to these practices, the OCC plans to codify this OTS CEO Memo in OCC
regulations by amending 12 CFR 10 to include FSAs. Such an amendment would subject

istration as a Municipal Securities Dealer,” is used by a
nicipal securities dealer with the SEC pursuant to
oftn MSD must be filed with the SEC. An original signed
copy of Form MSD must alsagbe with the OCC’s Market Risk Division. Effective
May 12, 2014, banks are also 0 apply for registration as municipal securities dealers
with the MSRB by completing Fornff A-12.

Form MSDW, “Notice of Withdrawal Fr
is used by a bank that is no longer engaged i
withdraw from registration with the SEC as am
section 15B of the Exchange Act. Form MSD
signed copy of the form must also be filed with the
May 12, 2014, a bank that ceases to be engaged in munici
also submit an updated Form A-12 to the MSRB.

ration as a Municipal Securities Dealer,”
icigal securities dealer activities to
urities dealer pursuant to
d with the SEC. An original

t Risk Division. Effective
CUNties dealer activities must

N Q

Professional Qualification Standards

MSRB rules impose standards that prohibit transactions in municipal securities unless the
dealer and all associated persons are properly qualified. MSRB Rules G-2 through G-7
govern the qualification, classification, disqualification, disciplinary actions, and related
professional requirements for municipal securities dealers.

2 The forms—MSD, MSDW, MSD-4, and MSD-5—are available at www.occ.gov.

3 See OTS CEO Memo 258, “Notification Requirements for Certain Activities” (July 27, 2007) directing FSAs
to file Form MSD with the OTS. The OCC is the successor agency to the OTS, and the Exchange Act provides
that the OCC is the appropriate regulatory agency with respect to an FSA that is a municipal securities dealer.
See 15 USC 78c(a)(34)(i).

4 See MSRB Regulatory Notice 2014-05, “SEC Approves New Consolidated Registration Rule and Registration
Form for Dealers and Municipal Advisors.”
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Municipal securities dealers must obtain information on the identity, education, past
employment, and disciplinary history of all associated persons. When a person becomes
associated with a municipal securities dealer, the dealer must verify that information by
contacting each employer the person had during the preceding three years. 12 CFR 10.2
requires that bank municipal securities dealers submit to the OCC on Form MSD-4 certain
information on municipal securities principals or representatives before the association. If
any such information becomes materially inaccurate or incomplete, the applicant must
furnish the correct or missing information to the bank and the OCC. Within 30 days after an
association ceases, bank management must prepare Form MSD-5 explaining the reason for
the termination and file the form with OCC. Examiners may obtain a current list of the
bank’s municipal securities registered principals and representatives from the OCC’s Market
Risk Division.

A municipal securitig
activity in other thai

epresentative is a person engaged in municipal securities dealer
Apervisory or clerical capacity. A municipal securities representative
achieves qualifiéatio ing and passing the Series 52 Municipal Securities
Representative Exa . erally, all municipal securities principals and
representatives are reo pass the Series 52 examination, but there are exceptions based
erie a field closely related to the municipal securities
business. A municipal securities r@présentative also is required to satisfy the continuing
education requirements mand rules.

November 7, 2011, and have continuo istered in such capacity qualify as
municipal securities representatives. ThoS€ pgfSofis t
examination after November 7, 2011, qualify as
representatives and are limited to sales activitie

Persons who passed the Series 7 GeRgral yies Representative Examination before

ing and passing the Series 7
cigal securities sales limited

A bank with 10 or fewer people in its municipal sec
least one municipal securities principal, an individual en
and supervision of municipal securities activities and in thegaini unicipal securities
personnel. Each office of municipal supervisory jurisdiction t have one or more
designated principals, along with principals in each municipal b ice, with authority to
carry out supervisory responsibilities with respect to municipal securities. A municipal
securities principal becomes qualified by taking and passing the Series 53 Municipal
Securities Principal Examination. A municipal securities principal also is required to satisfy
the continuing education requirements mandated by MSRB rules.

the snanagement, direction,

A qualified person who ceases his or her association with a municipal securities broker or
dealer for two or more years must take and pass an appropriate examination before again
effecting transactions in municipal securities. A person entering the municipal securities
business must serve a 90-day apprenticeship before transacting such business with the public.

Every bank or bank department registered as a municipal securities dealer must maintain a
record identifying each associated person, the type of functions he or she performs, and
whether he or she was exempt or has taken and passed a qualifying examination.
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Record-Keeping Rules

MSRB Rule G-8, “Books and Records to be Made by Brokers, Dealers and Municipal
Securities Dealers,” describes the records to be maintained by each registered municipal
securities dealer for all municipal security transactions. The rule requires the following
records:

e “Blotters” or other records of original entry containing an itemized daily record of
— all purchases, sales, receipts, and deliveries of municipal securities.
— all receipts and disbursements of cash.
— all other debits and credits pertaining to municipal securities transactions.
e Account records for each customer account and the accounts of each broker, dealer, or
municipal securitigs dealer. The bank dealer’s account should reflect
— all purchas , receipts, and deliveries of municipal securities.
ursements of cash.
— all other debi its relating to the account.

— all positions in €
customer’s accountt

— location of the securiti

— name or other designation offthe accBunt in which each position is carried.

— any security count difference§, with thgfdates the differences were discovered.

e Subsidiary records consisting of
— ledgers or other records that reflec
— those municipal securities sent to be vali
— transactions not completed by settlemen

e Records of all written or oral options to sell (p purchase municipal
securities in which the bank has a direct or indirec
or guaranteed.

e A memorandum of each agency order and accompanyingynsif , terms, or
conditions. The record should indicate @

— account for which the order was entered.

— date and time of the order’s receipt.

— price at which the order was executed.

— date and time of execution.

— name and address of the person who entered the order, if other than the name on the
account (e.g., if the order was entered pursuant to a power of attorney or on behalf of
a corporation or partnership).

— the terms, conditions, and date and time of cancellation, if a customer cancels an
agency order.

e A memorandum of each principal transaction in municipal securities, showing the price,
date, and time of execution. In the event such a purchase or sale involves a customer, a
record of his or her order should also be maintained, showing
— date and time of the order’s receipt.

security held for the bank’s own account or for a
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— order’s terms and conditions.
— name or other designation of the account in which the order was entered.
— name and address of the person who entered the order, if other than the name on the
account (e.g., if the order was entered pursuant to a power of attorney or on behalf of
a corporation or partnership).
e Records on each syndicate or similar account formed for the purchase of municipal
securities.
e A copy for municipal securities of
— all purchase and sale confirmations.
— notices of debits and credits, cash, and other items.
— written statements, disclosures, or notices provided to customers.
e Customer account information, for other than an institutional account, consisting of the
following information, to the extent applicable:

name and address.
= whether of legal age.
= customer ntiication or Social Security number.
= customer’s Ogcupatio
= name and addr8ss @f custaner’s employer.
— Customer informationWeq ule G-19.
— Name and address of any"Degficial ®wners of the account, if transactions in the
account are to be confirmed

ntative introducing the account and the

al accepting the account.

— For discretionary accounts, the cust ]
discretionary power in relation to the ac
securities principal or municipal securities
account, including the time and date of approva

— Record of whether the customer is employed by
securities dealer.

itten approval of the municipal

ipal for each transaction in the
— Written authorization of, or notice provided to, the cu @
SEC Rules 8c-1 and 15c¢2-1 related to hypothecation.
— Written authorization from the customer in connection with MSRB Rule G-15.
— Predispute arbitration agreements with customers in accordance with MSRB
Rule G-8(xi)(M).
e Records of all written customer complaints and notations of the bank’s actions
concerning those grievances.
e Records concerning disclosures in connection with primary offerings pursuant to
Rules G-11 and G-32.
¢ Record of all designations of persons responsible for the maintenance and preservation of
books and records as required by Rule G-27(b)(ii).
e Records concerning delivery of official statements, advance refunding documents, and
Forms G-36(0S) and G-36(ARD) to the MSRB or its designee pursuant to Rule G-36.
e Records concerning political contributions and prohibitions on municipal securities
business pursuant to Rule G-37.

nnection with
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e Records concerning compliance with Rule G-20 on gifts and gratuities.

e Records concerning consultants pursuant to former Rule G-38.

e Records concerning compliance with Rule G-27(c) and (d), having to do with written
supervisory procedures and internal inspections.

e Records concerning sign-in logs for in-firm regulatory element continuing education.

e Records concerning compliance with Rule G-34(c) having to do with auction rate
securities and Rule G-34(c)(ii) for variable rate demand obligations.

e Records concerning compliance with Rule G-34(a)(ii)(C) on an underwriter’s duty to
maintain a record of the time of formal award, the time of first execution, and the time
the new issue received trade eligibility status.

e Records of secondary market trading account transactions.

e Broker’s broker records as defined in Rule G-43.

“Complaint” is defig®dNp Rule G-8(a)(xii). MSRB Rule G-10, “Delivery of Investor

j to deliver a copy of the MSRB’s “Information for Municipal
rochure) to a customer promptly upon receipt of the
of the MSRB’s current investor brochure, see

Securities Investors”
customer’s complai

www.msrb.org.

Rule G-8 does not require mugicipal
manner. Required information
records, provided that it is clearly a

ities dealers to maintain records in a specific

th on a single record or a group of secondary

ely reflected and is sufficient for audit or
examination purposes. MSRB Rule tion of Records,” lists various time frames
for preservation of required municipal se rds. Records must be maintained in an
easily accessible place for at least two year er be available to OCC examiners
within a reasonable period of time. They may b €09 any manner provided the bank

Sales of New Issue Municipal Securities Durl

The MSRB defines an underwriter as a broker-dealer that pu
securities from the issuer for resale in a primary offering. The nt
serving as an underwriter may acquire the securities by negotiation' With the issuer or through
competitive bidding.

Negotiated underwriting occurs when a new issue of municipal securities is sold by an issuer
directly to an underwriter or underwriting syndicate® selected by the issuer. A negotiated sale
is distinguished from a sale by competitive bid, which requires public bidding by the
underwriters. Typically, the primary points of negotiation for an issuer are the issue’s interest
rate, call features, and purchase price.

> The MSRB defines a syndicate as a group of underwriters formed to purchase a new issue of municipal
securities from the issuer and offer it for resale to the general public. The syndicate is organized for the
purposes of sharing the risks of underwriting the issue, obtaining sufficient capital to purchase the issue, and
broadening the distribution channels of the issue to the investing public. One of the underwriting firms will be
designated as the syndicate manager or lead manager to administer the operations of the syndicate.

Comptroller's Handbook 10 Municipal Securities Rulemaking Board Rules
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In a competitively bid new issuance, underwriters submit proposals for the purchase of the
new issue of municipal securities. The securities are then awarded to the underwriter or
underwriting syndicate presenting the best bid according to stipulated criteria set forth in the
notice of sale. This type of securities underwriting is also called a public sale.

An underwriter may decide that the size of the security issue calls for the organization of a
syndicate or joint account to aid in distribution and share risk exposure. It is important that
syndicate members have sufficient financial resources to purchase any undistributed bonds
that remain unsold when the syndicate account is terminated.

MSRB Rule G-11, “Primary Offering Practices,” addresses the operation of underwriting
syndicates. Every municipal securities dealer submitting an order to a syndicate to purchase
securities must disclose whether the order is being submitted for the dealer’s own account or
for the account of relatgd municipal securities portfolios (e.g., bank-owned or affiliated bank
portfolios or trust g 0s). Every municipal securities dealer submitting a group order (an
order for the aceBunt)® dicate members on a pro rata basis according to each
member’s interest infthe te) must disclose the identity of the person for whom the
order is submitted. ThigfSeCtign does not apply to a qualified note syndicate as defined in
Rule G-11(a)(ix).

Every municipal securities de nG@mgg as the senior manager of a syndicate must
disclose to the syndicate in writing the following information in accordance with the timeline
laid out in Rule G-11(g):

e ldentity of each related portfolio for \Whi
amounts and maturities allocated to each por,

was submitted, including the par

securities have been allocated.
ding any order confirmed at
nd maturity.
an-syndicate members

a price other than the original list price that indica
e All available information on designations paid to syn
expressed in total dollar amounts.

e Amounts of each portion of the take down directed to each y the issuer.

Every syndicate must establish the priority of different order types for purchase of syndicate
securities, whether the priority can be changed, and, if so, the procedures for doing so. Before
offering securities, the syndicate manager must, in writing, communicate to syndicate
members

statement of the issuer’s terms and conditions.

priority of orders.

procedures for changing order priority.

that the manager is permitted to allocate securities on a case-by-case basis.

whether orders may be confirmed before the end of the period during which orders are
being solicited. The syndicate manager must promptly and in writing communicate to

members any changes in procedures governing the priority of various types of orders.
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At or before final settlement of the syndicate, the senior manager must furnish members with
an itemized statement setting forth the nature and amount of expenses incurred for the
syndicate. Final settlement must be within 30 days following the manager’s delivery of the
securities to members.

Uniform Practices

MSRB Rule G-12, “Uniform Practice,” establishes uniform industry practices for the
processing, clearance, and settlement of transactions in municipal securities between brokers
and dealers. The rule does not apply to transactions with customers and provides certain
exemptions for registered clearing agencies. Provisions of the rule cover

uniform settlement dates.
dealer-to-dealer, irmation procedures and content.

reporting an unrecognized transactions.

acceptable metho@s of @eliery and payment.

use of automate . clearance, and settlement systems related to registered
clearing agencies.
procedures for rejecti
e close-out procedures.
e settlement of secondary mar ding decounts.
e interest payment claims. /
For purposes of this rule, the term “settle a
computations, which shall also be the day d&five
parties. The settlement date for cash transaction

cl@mations.

ans the day used in price and interest
aunless otherwise agreed by the
 date. “Regular way” settlement

, and if issued” (W1)

al limitations set out in

he date agreed to by the
18hdelivery later than the
e parties.

settlement date is a date agreed to by the parties, sub
Rule G-12(b)(ii)(C). For all other transactions, the settle

third day after the date of the transactions unless expressly agteg

For transactions that do not occur in a system operated by a registered clearing agency,
buying and selling dealers are generally required to exchange confirmations on the trade date.
Cash transactions shall be confirmed verbally by phone on the trade date and in writing one
business day following the trade date. Initial confirmation of W1 transactions occurs one
business day after the trade date, and confirmations indicating final settlement dates are
required to be sent at least three business days before the settlement date.

Dealer confirmations must include certain minimum information as specified in Rule G-12.
The exchange of confirmations is required so they can be compared for discrepancies. If
discrepancies are discovered, either by the selling dealer or buying dealer, the rule specifies
what steps must be taken to resolve them. If material discrepancies are not resolved, the
transaction may be canceled by either party.
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A purchasing dealer may reject delivery of securities on a properly confirmed trade if the
selling dealer fails to make “good delivery.” The rule defines what constitutes good delivery.

Once delivery is accepted and payment made, a buyer or seller can still reverse the trade by
“reclamation,” i.e., the return by the receiving party of securities previously accepted for
delivery, or a demand by the delivering party for the return of delivered securities. Securities
may be reclaimed by either party if information is discovered that, if known at the time of
delivery, would have prevented good delivery.

Reclamation or rejection of a securities transaction can only be accomplished by written
notice and within a certain time period after the transaction.

In addition to reclamation and rejection of a securities transaction, Rule G-12 provides for
“close-out” procedurgé, A close-out can occur when a seller has made good delivery that is
rejected by a purchds when a purchaser fails to receive good delivery of a confirmed
securities transa alp notice requirements must be met to effect a close-out under

Rule G-12.

Quotations Relating toWuni€ipal Securities
MSRB Rule G-13, “Quotation i unicipal Securities,” applies to all municipal
securities quotations disseminated by or on Behalf of a municipal securities dealer. For
purposes of the rule, “quotation” me y bl far or offer of municipal securities or a

request for bids for or offers of municipal
and “offer wanted.”

s, including indications of “bid wanted”

the quotations are “bona fide,” that is, the bank is pfg or sell securities according
to stated conditions. The rule does not forbid indicatic I ted” or “offer wanted,”
nor are nominal quotations given merely as an indication

quotations when given. No bank dealer may issue a quotation
judgment, it represents the fair market value for the securities.

Reports of Sales and Purchases

MSRB Rule G-14, “Reports of Sales or Purchases,” requires municipal securities dealers to
report to the MSRB information about each purchase and sale transaction effected in
municipal securities to the Real-Time Transaction Reporting System (RTRS) in the manner
prescribed by Rule G-14. Rule G-14 also forbids brokers, dealers, municipal securities
dealers, and associated persons from distributing or publishing reports of purchases or sales
unless they know, or have reason to know, that the purchase or sale was actually effected and
have no reason to believe it was fictitious or in furtherance of any fraudulent, deceptive, or
manipulative purpose.
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Customer Confirmations

Written confirmations must be sent or given to customers at or before completion of a
transaction in municipal securities. The timing and content of those confirmations is
governed by MSRB Rule G-15, “Confirmation, Clearance, Settlement and Other Uniform
Practice Requirements with Respect to Transactions with Customers.” Customer
confirmations must contain the following:

e Transaction information as set forth in Rule G-15(a)(i)(A), including

— information about the parties to the transaction and their capacities.

— amount and source of any commission, fee, or other remuneration received or to be
received by a municipal securities dealer, or a statement that such remuneration has or
will be received and that the source and amount will be furnished upon request.

— name of th -party or a statement that the information will be furnished upon
request.

— trade date anditim

— par value of the

— settlement date.

— yield and dollar prree.

— information breaking dgwriith
transaction.

— delivery information about tRg securitigg:

e Securities identification informatio % in Rule G-15(a)(i)(B), including

— issuer’s name.

— any Committee on Uniform Securities Id I Procedures (CUSIP) number.

— any maturity date.

— any interest rate.

— dated date if it affects the price or interest calc

e Securities descriptive information as set forth in Rul

— information about credit backing.

— features of the securities, such as their designation as ca

— information on the status of the securities, such as whethe
escrowed, or advanced refunded.

— tax information.

e Disclosure information as set forth in Rule G-15(a)(i)(D).

r amounts of the various components of the

, including

puttable.
are prefunded,

Conduct of Municipal Securities and Municipal Advisory Activities

MSRB Rule G-17, “Conduct of Municipal Securities and Municipal Advisory Activities,”
requires municipal securities dealers to deal fairly with all persons and not engage in any
deceptive, dishonest, or unfair practice. This rule is most often cited in connection with
duties owed by dealers to investors; it also applies, however, to dealers’ interactions with
other market participants, including municipal entities such as states and political
subdivisions of states that issue municipal securities.
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Suitability of Recommendations and Transactions

MSRB Rule G-19, “Suitability of Recommendations and Transactions; Discretionary
Accounts,” requires a municipal securities dealer to 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 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 municipal securities dealer in connection with a
recommended transaction.

g equires a municipal securities dealer to have a reasonable
basis to believe, based diligence, that the recommendation is suitable for at
least some investors. In onstitutes reasonable diligence will vary depending
of and risks associated with the municipal security or
investment strategy and the m i
security or investment strategy. A ici ecurities dealer’s reasonable diligence must
i erstanding of the potential risks and

al security or strategy and an

information described in MSRB Rule G-47, “Ti
information is material. The lack of such an un
security or strategy violates the suitability rule.

The customer-specific obligation requires that a municipdEsectgtiesglealer have a reasonable
basis to believe that the recommendation is suitable for a patgicul mer based on that
customer's investment profile, as delineated in MSRB Rule G-

Quantitative suitability requires a 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 MSRB 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 municipal securities dealer has violated the
quantitative suitability obligation.

Gifts, Gratuities, and Non-Cash Compensation

MSRB Rule G-20, “Gifts, Gratuities and Non-Cash Compensation,” is intended to prevent
fraud in the municipal securities market by limiting the amounts of gifts from municipal
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securities dealers. Among other things, Rule G-20 prohibits dealers from giving, directly or
indirectly, any thing or service of value, including gratuities, in excess of $100 per year to a
person other than an employee or partner of the dealer, if such payments or services are in
relation to the municipal securities activities of the recipient’s employer. Occasional gifts
(meals, tickets to entertainment, etc.) are permitted provided that such gifts are not so
frequent or so extensive as to raise any question of propriety.

Advertising

MSRB Rule G-21, “Advertising,” defines an advertisement as any material (other than
listings of offerings) published or designed for use in the public media (including electronic
media), or any promotional literature distributed or made generally available to customers or
to the public, including any notice, circular, report, market letter, form letter, telemarketing
script, seminar text release, or reprint or excerpt of the foregoing. The term does not
apply to prelimi al statements or official statements, but does pertain to abstracts or
summaries of officia ts, offering circulars, and other similar documents prepared by
municipal securities @ro unicipal securities dealers. The rule prohibits the bank from
publishing or causing lished any materially false or misleading advertisements
concerning municipal seClgities Qr tf1@ bank’s services or skills as a municipal securities
dealer.

Product advertisements for new issu€ muniajpal securities other than municipal funds have
additional requirements regarding priging, or as set forth in Rule G-21(d).
Advertisements for municipal fund securiti quired to have additional information,
including disclosures, performance data, an ifyaftg information as set forth in

Rule G-21(e). All advertisements must be appro iting by a municipal securities
principal before first use, and each municipal se er shall make and keep current in
a separate file records of all such advertisements.

Control Relationships

MSRB Rule G-22, “Control Relationships,” concerns municip s transactions in
which certain overlapping relationships exist. A control relationshif®Xxists when a bank
controls, is controlled by, or is under common control with the issuer of a security or a
person other than the issuer who is obligated with respect to debt service on the security. For
example, if an associated person of the municipal securities dealer is also on the board of a
debt-issuing school district, any transaction between the two could be subject to this rule. If
such a relationship exists, a written disclosure of the nature of the control relationship must
be made before completion of the transaction.

Financial Advisors

MSRB Rule G-23, “Activities of Financial Advisors,” establishes ethical standards and
disclosure requirements for municipal securities dealers who act as financial advisors to
issuers of municipal securities. A financial advisory relationship exists when a municipal
securities dealer renders or enters into an agreement to provide financial advisory or

Comptroller's Handbook 16 Municipal Securities Rulemaking Board Rules



Version 1.0 Introduction > Regulatory Oversight

consultant services to an issuer for new issue municipal securities. The financial advisor
furnishes the services for a fee or other compensation (including deposits). The services may
include advice on the structure, timing, terms, or other aspects of new issue municipal
securities. All financial advisory relationships must be documented in a written agreement
entered into before, upon, or promptly after the inception of the financial advisory
relationship.

In November 2011, the MSRB amended Rule G-23 to prohibit a dealer who serves as
financial advisor to an issuer for a particular issue, sold on either a negotiated or competitive
bid basis, from switching roles and underwriting the same issue. The amendments to

Rule G-23

e prohibit a dealer financial advisor with respect to the issuance of municipal securities
from acquiring aler any portion of the issue, directly or indirectly, from the issuer as

principal, or a gent for the issuer in arranging the placement of the issue, either
alone or as #partiGwpant 4o a syndicate or other similar account formed for that purpose.
e apply the same pgohi any dealer controlling, controlled by, or under common

ncial advisor.
e prohibit a dealer finaRgial ad#@isoRfrom acting as the remarketing agent for the issue.

Municipal Advisors

Dodd-Frank expanded the MSRB’s ECHE|
municipal advisors. Section 975 of Dodd—#ra

Act to make it unlawful for municipal advi t
municipal entities or certain other persons with

jsdiction to include the regulation of

ended section 15B(a) of the Exchange

de certain advice to or to solicit
g with the SEC.

The final rule does not provide a general exemptio e SEC has stated that banks
do not have to register to the extent they provide advice o indentified banking

“municipal financial products” or the issuance of municipal securit¥e8; including advice with
respect to the structure, timing, terms, and other similar matters concerning such financial
products or issues; or if they undertake a solicitation of a municipal entity or an obligated
person. As defined by the Exchange Act, “municipal financial products” are municipal
derivatives, guaranteed investment contracts, and “investment strategies.” According to the
SEC, a person providing advice with respect to investment strategies only has to register if
such advice relates to (1) the investment of proceeds of municipal securities, (2) the
investment of municipal escrow funds, or (3) municipal derivatives.

Banks should analyze how the rule applies to their operations.® Banks meeting the definition
of “municipal advisor” must file Form MA-T with the SEC and are subject to a fiduciary

6 See OCC Bulletin 2013-36, “Registration of Municipal Advisors: Dodd—Frank Act section 975, SEC Final
Rule.”
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duty standard regarding any municipal entity they advise under the rule. After September 30,
2014, banks that are required to register must do so under the permanent regime using

Form MA. Regulations related to municipal advisors can be found in SEC Rules 15Bal-1
through 15Bal-8. Municipal advisors are also subject to MSRB rules.

Use of Information and Assets

MSRB Rule G-24, “Use of Ownership Information Obtained in Fiduciary or Agency
Capacity,” prohibits the use of confidential, nonpublic information to effect securities
transactions or for financial gain. A bank acting in a fiduciary or agency capacity is forbidden
from using any such information obtained through this relationship without first obtaining
written approval from the affected party. An example of a prohibited source of information
would be the bank’s trust division if it serves as a paying agent or transfer agent for an issuer
of municipal securiti

MSRB Rule G-25, “I

funds held on behalf@f
against loss and from
made on a customer’s be

Use of Assets,” forbids improper use of municipal securities or
. Banks are also prohibited from guaranteeing any customer

jn the profits or losses of municipal securities transactions

Customer Account Transfe

MSRB Rule G-26, “Customer Acco angfersg establishes procedures for transferring a
customer’s municipal securities account f

ealer to another. When the customer

gives written notice of the municipal securitd€s tnans#er, both dealers must expedite and
rule.

coordinate activities within the time frames spe

Supervision

gcurities dealer shall
es business. At least

MSRB Rule G-27, “Supervision,” specifies, in part, that a
supervise the activities of its associated persons and its muni
one municipal securities principal must be designated as respon

e enforcing the procedures specified in Rule G-27.

e maintaining and preserving the books and records.

e supervising the activities of municipal securities dealers of each location in which an
associated person engages in municipal securities activities.

This rule also requires that the municipal securities dealer establish, maintain, and enforce
written supervisory procedures to assure compliance with all of the MSRB rules and
applicable provisions of securities laws, rules, and regulations. The written procedures must,
at a minimum, provide for

e designation of at least one qualified municipal securities principal as responsible for
supervision.
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e designated municipal securities principal’s prompt review and written approval of

— the opening of each municipal securities customer account.

— each transaction in municipal securities.

— the handling of all customer complaints.

— all correspondence pertaining to the solicitation or execution of municipal securities.

— other matters required by rule to be reviewed or approved by a municipal securities
principal.

e prompt review and written approval of each municipal transaction effected for a
discretionary account and the regular and frequent examination of customer accounts to
detect and prevent irregularities and abuses.

e designated principal’s prompt review of municipal securities representatives’ incoming
and outgoing written and electronic correspondence with the public relating to the
dealer’s municipal securities activities.

maintain, and enforc of supervisory control policies and procedures that tests and
verifies that the deal ry procedures are reasonably designed—uwith respect to the
jiies, its registered representatives, and its associated
itBapplicable rules. The supervisory procedures should be

persons—to achieve compljangce
added to or amended if testin@\an

it to the dealer’s senior management no less
of supervisory controls, the summary of
, and any additional or amended

The designated principal or princip
than annually a report detailing each
the test results and significant identified
supervisory procedures created in response

Employee Transactions

MSRB Rule G-28, “Transactions With Employees and P her Municipal
Securities Professionals,” requires a municipal securities 8specified actions in
connection with municipal securities transactions effected fo
are employed by or are the partner of another municipal securit
of such a person’s spouse or minor child. This rule also requires th
transaction confirmation is sent to the customer’s employer.

duplicate copy of each

Availability of Board Rules

MSRB Rule G-29, “Availability of Board Rules,” requires that a complete, up-to-date copy
of the MSRB rules be maintained in each bank office where dealer activities are performed.
Dealers can meet the requirements of Rule G-29 in several ways, including through Internet
connections in each office that allow access to the rules at www.msrb.org. Dealers can also
use printed copies or software that contains the MSRB rules. Regardless of the bank’s
compliance method, customers at each office must be given access to a copy of the rules
upon request.
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Prices and Commissions

MSRB Rule G-30, “Prices and Commissions,” requires municipal securities dealers to
conduct principal transactions at an aggregate price (including any markup or markdown)
that is fair and reasonable. Rule G-30 also requires that, in all agency transactions, the
municipal securities dealer make a reasonable effort to obtain a price for the customer that is
fair and reasonable in relation to the prevailing market conditions. Commission and service
charges may not be in excess of a fair and reasonable amount. MSRB Rule G-30
supplementary materials contain guidance on relevant factors to be considered when
determining the fairness and reasonableness of prices and commissions.

MSRB Rule G-30 also contains guidance with respect to dealers that operate alternative
trading systems. Although the duty under MSRB Rule G-30 to evaluate the prices of certain
individual transactiQ@®Ns eliminated under MSRB Rule G-48 when such transactions are

ig unicipal market professionals, a dealer operating an alternative
general duty set forth in MSRB Rule G-30, act to investigate
any alleged pricing iffe itig§on its system brought to the dealer’s attention.

Investment Companie

MSRB Rule G-31, “Reciproca iMgs WAth Municipal Securities Investment Companies,”
prohibits a municipal securities deal@r from*oliciting municipal securities transactions with
or for an investment company as co atign fos the dealer’s sales of shares, units, or
participations in the investment company.

Disclosures in Connection With Primar S

MSRB Rule G-32, “Disclosures in Connection With

municipal securities dealer to furnish certain information
written confirmation, including a copy of the official state
a dealer may be able to fulfill its requirement to provide the

SEC Rule 15¢2-12 requires dealers, when underwriting certain types of municipal securities,
to ensure that the state or local government issuing the bonds enters into an agreement to
provide certain information to the MSRB about the securities on an ongoing basis. Such
continuing disclosure agreements for new issues after December 2010 normally require
annual financial information and certain event notices, including principal and interest
payment delinquencies, nonpayment-related defaults, rating changes, bond calls and tender
offers, or substitution of credit or liquidity providers.

In most cases, state or local governments or obligated persons must submit annual
disclosures on or before the date specified in the continuing disclosure agreement or provide
notice of failure to do so to the MSRB through EMMA. Disclosure on events for new issues
after December 2010 must be submitted to EMMA within 10 business days of the event. For
additional information on disclosures, see MSRB Notice 2013-18, “MSRB Market
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Transparency Advisory—Suggested Practices in Submitting of Financial Disclosures to
EMMA.”

Calculations and CUSIP Numbers

MSRB Rule G-33, “Calculations,” establishes the mathematical calculations to determine
accrued interest, dollar price, and yield for interest-bearing securities, and dollar price and
return on investment for discounted securities.

MSRB Rule G-34, “CUSIP Numbers, New Issue, and Market Information Requirements,”
requires that each municipal securities dealer who acquires a new issue security, either as
principal or as agent, must apply for and affix to the security a CUSIP number.

Short-Term Obligati ate Transparency System
The Short-Term Obligatio e Transparency (SHORT) System is an MSRB facility for
collecting and disse infermation and documents about securities bearing interest at
short-term rates, inclu aueti e securities (ARS) and variable rate demand obligations
(VRDO). Submissions ma b e By the following classes of submitters:
e ARS program dealer.
e VRDO remarketing agent.
e ARS auction agent. O/
e Designated agent, who may submit, f agother submitter, whatever class of

securities the agent’s employer is permitted

Municipal securities dealers acting in one of the caga
submit certain information to the SHORT System, a
Information may include

escribed above are required to
SRB Rule G-34.

6

e interest rate reset date and time.
interest rate period.

effective date of interest rate.
interest rate.

minimum rate and maximum rate.
liquidity facility type.

liquidity facility expiration date.
identity of liquidity provider.

Arbitration

MSRB Rule G-35, “Arbitration,” specifies that municipal securities dealers are subject to the
Code of Arbitration Procedure of the National Association of Securities Dealers (NASD) for
every claim, dispute, or controversy arising out of or in connection with the municipal
securities dealer’s municipal securities activities. The NASD has changed its name to the
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Financial Industry Regulatory Authority (FINRA), and though Rule G-35 has not been
updated to reflect the name change, the NASD’s arbitration procedures are still applicable.

Political Contributions

MSRB Rule G-37, “Political Contributions,” establishes certain requirements on municipal
securities dealers concerning political contributions. Provisions of the rule

e prohibit municipal securities dealers from engaging in municipal securities business with
issuers if certain political contributions have been made to officials of a security’s issuer.

e require municipal securities dealers to disclose quarterly certain political contributions, as
well as other information on Form G-37, to allow public scrutiny of political
contributions and the municipal securities dealer’s municipal securities business.

Solicitation of M Securities Business
MSRB Rule G-38, “
securities dealer from
soliciting municipal securlfe
with the municipal securities @gal

Telemarketing /
MSRB Rule G-39, “Telemarketing,” estadlis

dealers concerning telemarketing, includingtim
lists, and national do not call lists. Municipal se
comply with MSRB Rule G-39 before engaging i
include a written policy and the training of personnelengé

jonof Municipal Securities Business,” prohibits a municipal
idihg, reeing to provide, directly or indirectly, payment for
inegs on the dealer’s behalf to any person not affiliated

requirements on municipal securities
gstrictions, firm-specific do not call
ers must institute procedures to
igg, and the procedures must
lemarketing.

Anti-Money Laundering Compliance Program

MSRB Rule G-41, “Anti-Money Laundering Compliance Progra uires each municipal
securities dealer to establish and implement an anti-money laundering (AML) compliance
program reasonably designed to achieve and monitor ongoing compliance with the
requirements of the Bank Secrecy Act (BSA), 31 USC 5311, et seq, and the regulations
thereunder. An OCC-supervised municipal securities dealer that establishes and implements
an AML compliance program that is in compliance with the rules, regulations, or
requirements governing the establishment and maintenance of AML programs prescribed by
the OCC is deemed to be in compliance with section 5318(h)(1) of the BSA and the
regulations promulgated thereunder for purposes of this rule.

Broker's Brokers

MSRB Rule G-43, “Broker’s Brokers,” requires each dealer acting as a broker’s broker with
respect to the execution of a transaction in municipal securities for or on behalf of another
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dealer to make a reasonable effort to obtain a price for the dealer that is fair and reasonable in
relation to prevailing market conditions. For the purposes of this rule, a broker’s broker
means a dealer, or a separately operated and supervised division or unit of a dealer, that
principally effects transactions for other dealers or that holds itself out as a broker’s broker.
A broker’s broker may be a separate company or part of a larger company.

Time of Trade Disclosure

MSRB Rule G-47, “Time of Trade Disclosure,” prohibits a municipal securities dealer from
selling a municipal security to a customer, or purchasing 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
before the time of trade, all material information known about the transaction, as well as
material informatio ut the security that is reasonably accessible to the market.

Transactions Wi icated Municipal Market Professionals

provides that a municipal
time-of-trade disclosure obli

ler shall not have any obligations with respect to the
G-47 or the obligation under Rule G-19 to
analysis to a customer that it reasonably concludes is
a sophisticated municipal market pr@fessiordl (SMMP). In addition, a municipal securities
dealer shall not have any obligation t Painder Rule G-30(b)(i) to take action to
ensure that transactions meeting all of th I g conditions are effected at fair and
reasonable prices:

e Transactions are nonrecommended secondary g @ BNy transactions.

e The municipal securities dealer’s services with réspgg ansactions have been

explicitly limited to providing anonymity, communic rder matching, or clearance
functions.
e The municipal securities dealer does not exercise discreti

4 or when the
transactions are executed.

The MSRB defines an SMMP in Rule D-15 as

e acustomer of a municipal securities dealer that is a bank, savings and loan association,
insurance company, or registered investment company.

e an investment adviser registered with the SEC under section 203 of the Investment
Advisers Act of 1940 or with a state securities commission (or any agency or office
performing like functions).

e any other entity with total assets of at least $50 million.

Additionally, the municipal securities 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
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securities, and the customer must affirmatively indicate that it is exercising independent
judgment in evaluating the dealer’s recommendations.

Third-Party Relationships

The OCC’s expectations for assessing and managing risks associated with third-party
relationships are outlined in OCC Bulletin 2013-29, “Third-Party Relationships: Risk
Management Guidance.” A third-party relationship is any business arrangement between a
bank and another entity, by contract or otherwise. Third-party relationships include activities
that involve outsourced products and services, the use of independent consultants,
networking arrangements, and services provided by affiliates and subsidiaries. The OCC
expects each bank to have risk management processes that are commensurate with the level
of risk and complexity of its third-party relationships and the bank’s organizational
structures. An effect@&third-party risk management process follows a continuous life cycle
for all relationshig8 % orporates planning, due diligence in selecting third parties,
contract negotiation, @Hg0I onitoring, and termination. Throughout the life cycle of the
third-party relations should review each of the following areas as part of its risk
management process:

e Oversight and accountaflit
third-party relationships anthi
with its enterprise risk manage work enables continuous oversight and
accountability.

e Documentation and reporting: Prop,
oversight, accountability, monitoring, a
relationships.

¢ Independent reviews: Conducting periodic

signing clear roles and responsibilities for managing

Compensation

An incentive compensation arrangement can be useful in successfully managing a bank, but
such arrangements can prompt executives and employees to take imprudent risks that are not
conducive to the bank’s long-term health. If a bank offers incentive compensation programs,
the programs should be consistent with OCC Bulletin 2010-24, “Interagency Guidance on
Sound Incentive Compensation Policies.” To be consistent with safety and soundness, the
bank’s incentive compensation arrangements should comply with the following key
principles:

e Provide employees incentives that appropriately balance risk and reward.
e Be compatible with effective controls and risk management.

e Be supported by strong corporate governance, including active and effective oversight by
the organization’s board of directors.
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The OCC expects banks to regularly review their incentive compensation arrangements for
all executive and nonexecutive employees who, either individually or as part of a group,
could expose the organization to material amounts of risk. Banks also must regularly review
the risk management, control, and corporate governance processes related to these
arrangements. Banks should immediately address any identified deficiencies in these
arrangements and any processes that are inconsistent with safety and soundness.

Q
//I/O
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Examination Procedures

MSRB Rule G-16, “Periodic Compliance Examination,” requires that bank municipal
securities dealers be examined every two calendar years for compliance with applicable
MSRB rules. The examination procedures contained in this booklet highlight significant
aspects of the MSRB’s rules. To facilitate the examination process, related rules are grouped
by functional areas. It is important to note that when conducting an MSRB compliance
examination with these procedures, examiners must also refer to the MSRB’s comprehensive
set of rules and interpretations for additional information and guidance. This information can
be found at www.msrb.org. A “no” answer to any procedure indicates a possible exception or
deficiency that should be addressed by management. Depending on the facts and
circumstances, a violation of MSRB rules may be cited.

Note on sampling: rmining the size of an underwriting or customer investment
account sample should consider the quantity, quality, and nature of the population
to be reviewed; the bank’ anagement systems; the bank’s appetite for risk; the purpose
n
ller’s

and objective of the esource constraints. For additional information on

sampling, see the Com book booklet “Sampling Methodologies.”
cope

These procedures are designed to h ex(? tailor the examination to each bank and
rfes

determine the scope of the municipal s ler activities examination. This
determination should consider work perf intgrnal and external auditors and other
independent risk control functions. Examiners s dinate work with examiners
responsible for the oversight and examination o Sitrading activities. Examiners
need to perform only those objectives and steps th to the scope of the
examination as determined by the following objective® ix A for a sample request
letter.

Securities dealer
to meet the needs of

Objective: To determine the scope of the examination of the bank’s ngé
activities and identify examination objectives and procedures ne
the supervisory strategy for the bank.

1. Review the following sources of information and note any previously identified problems
related to the bank’s municipal securities dealer activities that require follow-up:

Supervisory strategy.

Examiner-in-charge’s (EIC) scope memorandum.

OCC’s information system.

Previous reports of examination (ROE), related supervisory letters and work papers.
Internal and external audit reports and work papers.

Compliance reports and work papers.

Bank management’s responses to previous ROES, supervisory letters, matters
requiring attention (MRA), and audit reports.
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e Customer complaints and litigation.

2. Obtain and review policies, procedures, and reports bank management uses to supervise
the bank’s municipal securities dealer activities, including internal risk assessments.

3. Indiscussions with bank management, determine whether there have been any significant
changes (for example, in policies, processes, personnel, control systems, products,
volumes, markets, or geographies) since the prior examination of the bank’s municipal
securities dealer activities.

4. Determine what percentage of the municipal securities business is

e underwritings and syndications.
e selling grou ticipations.
e secondar wholesale and retail).

5. Obtain transactiqfl d
activity conducted

Division can provide

prior year to help determine the volume and type of
theygegistered municipal securities dealer. The OCC’s Market Risk
ta onfthe Wank’s municipal securities transactions.

6. Based on an analysis of in 1y ined in the previous steps, as well as input from
the EIC, determine the scope an@'objectiyes of the bank’s municipal securities dealer
activities examination.

7. Select from the following examinatio( regfthe steps necessary to meet
examination objectives and the supervisory
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Functional Areas Procedures

Supervision
MSRB Rule G-27, Supervision

1. Assess the adequacy of the bank’s written municipal securities dealer policies to
determine whether they provide appropriate guidance for managing the bank’s municipal
securities dealer activities and are consistent with the bank’s mission, values, risk
appetite, and principles. Determine whether the bank’s policies meet the following
supervisory requirements as set forth in Rule G-27:

e Establishmentand maintenance of a supervisory system. If yes, does the system
tion of one or more qualified principals as responsible for

ler’s municipal securities activities?

e Designation SJ and designation of one or more appropriately registered

e Assignment of i person to an appropriately registered principal.

o All registered repreSeqitatMues Participate in an annual meeting to discuss compliance
matters.

e A designated principal to

— provide for the prompt r 'ew?itten approval of the opening of each
i

customer account in which in municipal securities may be effected.
— review each transaction in muficj i

— provide for the periodic review of ea
activities.

— review the bank’s municipal securities rep
written and electronic correspondence with t
securities activities.

— review incoming and outgoing correspondence to vefl
are properly handled.

e Inspection at least annually of every OMSJ and any branch office that supervises one
or more nonbranch locations.

e Inspection at least every three years of every municipal branch office that does not
supervise one or more nonbranch locations.

e Designated principal to submit to the dealer’s senior management at least annually a
report detailing the dealer’s system of supervisory controls, a summary of the test
results and significant identified exceptions, and any additional or amended
supervisory procedures created in response to the test results.

incoming and outgoing
ding municipal

ustomer complaints

2. Determine whether the dealer department policies are reviewed at least annually by the
board or designated committee to determine the policies’ adequacy relative to changing
conditions.
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3. Determine whether the board or board committee ensures, at least annually, that the
dealer department is in compliance with the bank’s municipal securities dealer policies.

4. Determine whether one or more municipal securities principals are designated as
responsible for supervising the activities and business of the dealer and the activities of
the dealer’s associated persons. If so, note name(s) and area(s) of responsibility.

5. Determine whether one or more municipal securities principals are designated as
responsible for the maintenance and preservation of books and records (MSRB
Rule G-27) required to be maintained by MSRB Rules G-8 and G-9. If so, note name(s).

6. Determine whether the municipal securities dealer has conducted an annual review of its
supervisory systems and written supervisory procedures to verify that the systems and
procedures are adgguate and up-to-date.

7. Evaluate m
letters. If mattersfhav

8. Determine whether alviolatj ossible violations, or deficiencies that have been
reported to the board of dg8igRatedl committee, either by the audit staff or compliance

staff, have been corrected ddressed.

a
9. Determine whether the dealer department gfaintains a written customer complaint file.
(MSRB Rule G-8(a)(xii))
oll orandums are prepared for,

s gommitment to correcting MRAs cited in ROEs and supervisory
en corrected, determine why.

10. Determine whether customer complaint
submitted to, and approved by senior mana

11. Determine whether the dealer department delive pyfof the MSRB’s investor
brochure to customers upon receipt of a complaint bygdhe Systomer, as outlined in MSRB
Rule G-10.

Third-Party Relationships

12. Determine whether the dealer department has contracted with a third party (including
affiliates) to perform any dealer-related activity, including, but not limited to, investment
research, financial advising, trade processing, or trade reporting.

13. Determine whether the bank’s management of the third-party relationships meets the
OCC’s expectations as outlined in OCC Bulletin 2013-29, “Third-Party Relationships:
Risk Management Guidance.” At a minimum, the bank should review each of the
following areas as part of its third-party relationships risk management process:

e Oversight and accountability: Assigning clear roles and responsibilities for
managing third-party relationships and integrating the bank’s third-party risk
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management process with its enterprise risk management framework enables
continuous oversight and accountability.

e Documentation and reporting: Proper documentation and reporting facilitates
oversight, accountability, monitoring, and risk management associated with third-
party relationships.

e Independent reviews: Conducting periodic independent reviews of the risk
management process enables management to assess whether the process aligns with
the bank’s strategy and effectively manages risk posed by third-party relationships.

Compensation

14. Determine the type of compensation program established for the bank’s municipal
securities dealer employees. Determine whether the compensation plan is periodically
reviewed by th or a committee of the board.

15. If municipal secu er employees are compensated pursuant to an incentive

compensation pr ine whether the program is consistent with the guidelines

in OCC Bulletin 2 gency Guidance on Sound Incentive Compensation

Policies,” including ¢ i ith the guidelines’ three key principles:

e Provide employees wit/ % es that appropriately balance risk and reward.
e Be compatible with effectivaicontrol§ agd risk management.
e Be supported by strong corpo oMernamce, including active and effective

oversight by the bank’s board of difec

D

Compliance Management

Compliance management can be performed by the a t, the compliance
department, or both.

16. Determine whether the bank has an MSRB compliance pdli

17. Evaluate whether the policy or program calls for MSRB compliance testing and
establishes the following criteria:

e Frequency.
e Scope.
e Timing and method for testing new product compliance.

18. Determine whether a person(s) is responsible for compliance with applicable MSRB
rules, laws, and regulations and whether that person

e isindependent.
e is qualified (based on training and experience) to monitor effectively the assigned
areas.
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e performs periodic (at least annual) reviews of all municipal securities dealer activities
to determine compliance.

19. Determine whether the scope of the MSRB compliance review is sufficient to assess
compliance with laws, rules, regulations, and policy restrictions.

20. Determine whether the person responsible for MSRB compliance prepares a written

dealer compliance report and presents it to the board or designated board committee at
least annually.

Registration and Qualification

12 CFR 10 and MSRB Rules G-1 Through G-7, Dealer Registration and Standards of
Professional Qualif#€ation

21. If the municipal g8 dealer is registered as a separately identifiable department or
division, review tes of the board of directors and determine whether an
officer or officers ignated as responsible for the day-to-day conduct of

ler activities. (MSRB Rule G-1)

22. Review municipal securiti
whether the dealer maintains a
representatives and municipal fi

of all municipal securities principals and
essionals, indicating each person’s name and

category of function performed, and or she has taken and passed the
appropriate MSRB qualification examingffonfan not, why not. (MSRB Rules G-2
and G-3)

ler has 11 or more
iies principals. If the
st is principal. (MSRB

23. Review personnel records and, if the municipa
employees, determine whether at least two are mur
dealer has fewer than 11 employees, determine whet
Rule G-3)

24. Review selected personnel records and determine whether se persons have satisfied
the regulatory element continuing education requirements. (MSRB Rule G-3)

25. Review selected personnel records and determine whether selected persons have satisfied
the firm element continuing education requirements. (MSRB Rule G-3)

26. Determine whether the municipal securities dealer or any of its municipal securities
principals or representatives were disqualified under MSRB rules since the last
examination. If yes, review commission, production, or sales records for the relevant time
period and determine whether any municipal securities transactions were effected by the
disqualified person or dealer. (MSRB Rule G-4)
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27. Determine whether the municipal securities dealer is subject to any OCC disciplinary
action imposed since the last examination. If yes, determine whether the dealer is
operating within the remedial conditions imposed by the OCC. (MSRB Rule G-5)

28. Review the municipal securities dealer’s records to determine whether the dealer is in
compliance with the fidelity bonding requirements outlined in MSRB Rule G-6.

29. Obtain a current list of the bank’s municipal securities registered principals and
representatives from the OCC’s Market Risk Division. Review the report and compare it
to the municipal securities dealer’s commission, production, or sales records and
determine whether a completed Form MSD-4 has been submitted to the OCC for each
municipal securities principal or representative. If a municipal securities professional is
no longer employed, determine whether a completed Form MSD-5 was submitted to the
OCC. (MSRB Ru#s,G-7 and 12 CFR 10)

Record Keeping
MSRB Rules G-8 and{G-9%ecard Keeping
Note: MSRB rules do not spe€ify municipal securities dealers’ books and records are to

be maintained provided that thewg#Org#ationis clear and accurate and provides an adequate
basis for audit.

30. MSRB Rule G-8 describes the records
securities dealer for all municipal securi

intained by each registered municipal

31. Review record retention policies and systems afg le of municipal securities
transactions to determine compliance with MSRB
municipal securities dealer preserves the following
required periods of time:

segmrities records for the

e Itemized daily record of all purchases and sales, all receip deliveries of
securities, all receipts and disbursements of cash, and all other debits and credits
pertaining to municipal securities for six years.

e Customers’ and municipal securities dealer’s account ledgers for six years.

e Customer complaint records for six years.

e Customer account information relating to the opening and maintenance of accounts
for at least six years following the closing of an account.

e Securities position ledgers for six years.

e Records of syndicate transactions for six years. (Such records need not be preserved
for an account that was unsuccessful in purchasing an issue of municipal securities.)

e Records of each person designated as responsible for the maintenance and
preservation of the municipal securities dealer’s records for six years.
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32. Determine whether all records are required to be kept in a readily accessible place for at
least two years, and thereafter kept in a reasonably accessible place.

Underwriting
33. Select a sample of municipal securities underwritten by the municipal securities dealer
since the prior examination. During sample review, evaluate the municipal securities
dealer’s compliance with internal underwriting policy guidelines, including due diligence
documentation requirements, and committee approvals.
MSRB Rule G-8, Record Keeping

34. MSRB Rule G-8(a)(viii) requires that for each primary offering certain records be

maintained by t dicate manager or, if no syndicate has been formed, by the sole
manager. Ba cted accounts, determine whether the municipal securities dealer
maintains the rec I in MSRB Rule G-8(a)(viii).

MSRB Rule G-11, PrifnarWOffering Practices (Syndicates)

35. MSRB Rule G-11 addressgs t eration of underwriting syndicates. Every syndicate

must establish the priority f es of orders for the purchase of syndicate
securities, whether this priority ¢gan be clanged, and, if so, the procedures for doing so.
Based on selected accounts, detefgine w the syndicate manager communicates to

syndicate members, in writing,

the priority of orders.

procedures for changing order priority. @
that the manager is permitted to allocate seCtgitiesg®
whether orders may be confirmed before the end o
are being solicited.
e any changes in procedures governing order priority.

36. If the municipal securities dealer is functioning as a senior ma r of a syndicate,
determine, based on selected accounts, whether the dealer disclosed the following in
writing:

e The identity of each person submitting a group order to which securities have been
allocated.

e A summary of the allocation of securities to other orders, including any order
confirmed at a price other than the original list price that indicates par value and
maturity.

37. Based on selected accounts, determine whether the senior manager furnished to syndicate
members, at or before final settlement of the syndicate, an itemized statement setting
forth the nature and amount of expenses incurred for the syndicate.
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38. Based on selected accounts, determine whether final settlement was within 30 days
following delivery of the securities by the manager to the members.

MSRB Rule G-32, Disclosures in Connection With New Issues

39. Based on selected accounts, determine whether the municipal securities dealer, as the
underwriter of a primary offering of municipal securities, submitted the official statement
to EMMA within one business day after receipt of the official statement from the issuer
or the issuer’s designee. If an official statement was not prepared, determine whether a
notice to this effect was submitted to EMMA.

40. Based on selected accounts, determine whether the municipal securities dealer is
complying with obligations to determine whether issuers are complying with issuer
continuing disclogiire requirements pursuant to SEC Rule 15¢2-12. (See MSRB
Notice 2013-18 ormation on continuing disclosure requirements.)

e acopy of the official statemdht furniShed on behalf of the issuer. (If an official

statement is not being prepa an ig8uer, the municipal securities dealer must
provide written notice to that effec
e for a negotiated sale of a new issug, t following information was delivered

to the customer (to the extent the inform

statement):

— The underwriting spread, if any.

— The amount of any fee the municipal secu
for the issuer in the distribution of the securiti

— The initial offering price for each maturity in théNgsue offered or is to be
offered in whole or in part by the underwriters.

Note: The above requirements must be met when or before the final confirmation notice is
sent.

MSRB Rule G-34, CUSIP Numbers, New Issue, and Market Information Requirements

42. Based on selected accounts, determine whether CUSIP numbers were obtained as
required by MSRB Rule G-34. (This is required only if the municipal securities dealer is
functioning as a sole manager or a senior manager of a syndicate.)

43. Select a sample of VRDOs or ARSs remarketed by the municipal securities dealer since
the last examination. Determine whether the municipal securities dealer submitted
information to the MSRB’s SHORT system at each interest rate reset or at the time of any
new or amended credit enhancements as required by MSRB Rule G-34.
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Confirmations
MSRB Rule G-12, Uniform Practice, and MSRB Rule G-15, Customer Confirmation

44. Review appropriate municipal securities records and operational systems, test a sample of
transactions that involve other municipal securities brokers or dealers, and

e determine whether “regular way” dealer confirmations are sent within one business
day following the trade date.

e from sample items, determine whether the information included on dealer
confirmations conforms to the requirements of MSRB Rule G-12.

45. Review operational systems and test a sample of transactions in municipal securities

s, determine whether confirmations are sent to customers at
municipal securities transaction.
whether the information included on customer

confirmations con thelrequirements of MSRB Rule G-15.

Transaction Reporting

MSRB Rule G-14, Reports of Sales %

46. Obtain the municipal securities dealer’s%2- psaction report from the OCC’s
Market Risk Division. Review selected mu 8 ities dealer trade blotters and
47. Obtain the municipal securities dealer’s dealer quality re

@ OCC’s Market
Risk Division. Determine the municipal securities dealer’s OVg ompliance with the
requirements to report transaction data in a timely and complete manner.

municipal securities was reported to the RTRS i
Procedures” and the “RTRS Users Manual” sections

Customer Protection
MSRB Rule G-19, Suitability of Recommendations and Transactions

48. Select a sample of customer accounts to determine whether transactions or investment
strategies involving a municipal security or municipal securities recommended by the
municipal securities dealer were suitable based on 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
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information the customer may disclose to the municipal securities dealer in connection
with such recommendation.

Examiners should refer to MSRB Rule G-19 and the supplementary materials for
guidance on the factors to consider in determining whether a recommendation is suitable
for a particular customer.

49. Determine whether the municipal securities dealer has sufficient written supervisory
procedures in place that are reasonably designed to ensure compliance with MSRB Rule
G-19, including pre-trade alerts and post-trade suitability reviews.

50. Determine whether the municipal securities dealer has appropriately designated
customers as SMMPs as outlined in Rule D-15. MSRB Rule G-48 provides that a
municipal securitigg dealer shall not have any obligation under Rule G-19 to perform a
customer-speci bility analysis for SMMP customers.

MSRB Rule G-47, de Disclosures

51. Review selected cust@umer tr ions to determine whether the municipal securities
dealer sold a municipal”sg@uri®y t@a customer, or purchased a municipal security from a
customer, without disclos mer, orally or in writing, at or before the time of

trade, all material information k@own ab@ut the transaction, as well as material
information about the security that is ?bly accessible to the market.

MSRB Rule G-30, Prices and Commis

52. Determine whether the municipal securities
written numerical price markup and markdow
charges. Review selected customer transactions tOweter
securities dealer

of’lepaitment maintains and enforces
guideliges and as agent commission

ions at an
eded a fair and

ether the municipal

e while functioning in a principal capacity, has effecte @
aggregate price (including any markups or markdowns) tRat gx€e
reasonable amount.

e while functioning in an agency capacity, has effected any transactions and failed to
make a reasonable effort to obtain a price for the customer that is fair and reasonable
in relation to prevailing market conditions.

e while functioning in an agency capacity, has effected any transactions that had
commissions or service charges that exceeded a fair and reasonable amount.

Examiners should refer to MSRB Rule G-30 and the supplementary materials for
guidance on the factors to consider in determining the fairness and reasonableness of
prices, commissions, or service charges.
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53. Determine whether the municipal securities dealer operates an alternative trading system.
Review internal controls and procedures designed to monitor, detect, and investigate any
alleged pricing irregularities on its alternative trading system brought to the dealer’s
attention. Review instances of pricing irregularities on the dealer’s alternative trading
system and remedial action taken by the dealer.

MSRB Rule G-13, Quotations Relating to Municipal Securities

54. Determine whether it is the municipal securities dealer’s policy and practice to prohibit
employees from disseminating quotations unless the municipal securities dealer is
prepared to buy or sell securities according to stated conditions. (Nominal quotations
given merely as an indication of price, and solely for informational purposes, must be
clearly identified as nominal quotations when given. No municipal securities dealer may
issue any quotati nless, in the dealer’s best judgment, it represents the fair market
value for the sg 8s.)

prapertlse of Assets

2

MSRB Rule G-25,

55. Select a sample of cOgtomer pondence and confirmations to determine whether the
bank has guaranteed or'mgde fer to guarantee a customer against a loss in a
municipal securities trans

56. Review purchase and sales ledgegs and de ine whether the bank has shared in the
profits or losses of customer municipal jlies transactions.

review, determine whether the municipal securities
dishonest, or unfair practice related to its activities a

Gifts and Gratuities
MSRB Rule G-20, Gifts, Gratuities, and Noncash Compensation

58. Review the department’s policies, procedures, and practices on gifts, gratuities, and
noncash compensation and determine whether

e policy limits municipal securities dealer employees from giving, directly or indirectly,
any thing or service of value, including gratuities, in excess of $100 per year to a
person other than an employee or partner of the municipal securities dealer, if the
payments or services are in relation to the municipal securities activities of the
recipient’s employer. (See MSRB Rule G-20 for certain exceptions.)

e municipal securities dealer has an adequate reporting mechanism for employees to
report any gifts, gratuities, and noncash compensation made by the employees or on
their behalf.
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Advertising
MSRB Rule G-21, Advertising
59. Review department advertising of services and securities and determine whether
. :c:_(;pies of all professional and product advertisements are maintained in a separate
ile.

e advertisements do not contain information that is materially false or misleading.
e dated principal approval is indicated on all advertisements before “first use.”

60. Determine whether advertisements of a new issue of securities contain the information

MSRB Rule G-22, Control Rela

A control relationship exists when
controls, is controlled by, or is under rol with the issuer of a security. For
example, if an employee of the municipa is dealer also sat on the board of a debt-
issuing school district, any transaction bet 0 gould be subject to this rule.

62. Review department records and determine whe

e acontrol relationship exists.
e Dbefore entering into a contract with or for a custo

Financial Advisors
MSRB Rule G-23, Activities of Financial Advisors
63. Review financial advisory relationships and determine whether

e each relationship is evidenced by a written agreement entered into before, on, or
promptly after the inception of the financial advisory relationship.

e the written agreement sets forth the basis of compensation for services rendered,
including provisions relating to the deposit of funds or the use of fiduciary or agency
services.
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64. Compare the list of underwritings since the last examination to the listing of financial
advisory relationships. Determine whether the bank is in compliance with MSRB
Rule G-23, which prohibits a municipal securities dealer that serves as financial advisor
to an issuer for a particular issue sold on either a negotiated or competitive bid basis from
switching roles and underwriting the same issue.

MSRB Rule G-17, Conduct of Municipal Securities and Municipal Advisory Activities
65. Based on the review of prior items and the municipal securities dealer’s own internal

review, determine whether the municipal securities dealer has engaged in any deceptive,
dishonest, or unfair practice related to its activities as a municipal advisor.

Use of Ownership Information

MSRB Rule G-24} Ownership Information Obtained in Fiduciary or Agency
Capacity

66. Review large-profi uestion department personnel to determine whether the
dealer complied withfatohibifionSyon profiting from the use of any confidential,
nonpublic information acgessile Yo it through a related party serving in a fiduciary or
agency capacity. An exam ated party would be the bank’s trust division serving
as a paying agent or transfer agefit for amyissuer of municipal securities.

Customer Account Transfers /
MSRB Rule G-26, Customer Account Transf

67. Determine whether customer account transfers ' so that
e on receipt of a customer transfer instruction, the reegivi immediately submits
the instruction to the carrying party.
e customer account carrying party, within three business ates and returns the

instruction or takes exception to and advises the receiving party.
e customer account carrying party, within four business days of the validation,
completes the transfer of the customer account.

Transactions With Other Securities Professionals

MSRB Rule G-28, Transactions With Employees and Partners of Other Municipal
Securities Professionals

68. Determine whether the bank has accounts for anyone employed by, or who is partner of,
another municipal securities dealer or on the behalf of any spouse or minor child of the
person and, if so, whether
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e written notice of the opening and maintenance of the account has been given first to
the broker or municipal securities dealer by whom the person is employed.

e the bank sent a confirmation notice to the employing dealer at the same time the
notice was sent to the customer at the time of effecting a transaction.

¢ the bank acted according to any written instructions the employing dealer or broker
provided.

Maintenance of Rules
MSRB Rule G-29, Availability of Board Rules
69. Determine whether the municipal securities dealer maintains a complete, updated copy of

all MSRB rules in_each office in which municipal security dealer activities are conducted
and makes the r, vailable for examination by customers promptly upon request.

Investment Companies

MSRB Rule G-31, ReCWgrocal ings With Municipal Securities Investment
Companies

70. Determine whether the mun ecurifies dealer complies with the restriction on
soliciting municipal securities t

sactionsvith or for the account of an investment
company as compensation or in r % by that municipal securities dealer of

shares, units, or participations in the Ve t cqmpany.

Calculations

MSRB Rule G-33, Calculations

accrued interest,
@vand return on
of MSRB Rule G-33.

71. Determine whether the municipal securities dealer’s ca
dollar price, and yield for interest-bearing securities, and
investment for discounted securities, comply with the requireg

Arbitration
MSRB Rule G-35, Arbitration

72. Determine whether the municipal securities dealer complies with the MSRB’s
requirement that the municipal securities dealer abides by FINRA’s code of arbitration
procedure for every claim, dispute, or controversy arising out of or in connection with the
municipal securities activities.
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Political Contributions

MSRB Rule G-37, Political Contributions and Prohibitions on Municipal Securities
Business

73. MSRB Rule G-37 establishes certain requirements for municipal securities dealers
concerning political contributions. Based on the municipal securities dealer’s records,
determine whether

municipal securities dealer refrains from engaging in municipal securities business
with an issuer within two years after any contribution to an official of such issuer is

made by
— the municipal securities dealer.
— any muni finance professional associated with the municipal securities

certain exceptions.)

an adequate reporting mechanism for employees to
report any politicaReogtriQutidns made by the employees or on their behalf, subject to
MSRB Rule G-37 rep@ctin@)requikements.
municipal securities dea

contributions to the MSRB -37, including
— contributions to officials ot .
— contributions to bond ballot cafpaigns.

— list of issuers with which the mufici ities dealer has engaged in municipal
securities business (as defined by M &:-37(g)(vii)).
(See MSRB Rule G-37 for certain exceptios

Solicitation of Municipal Securities Business

MSRB Rule G-38, Solicitation of Municipal Securities Busi

74. Determine whether the municipal securities dealer complies with the restriction on
providing, or agreeing to provide, directly or indirectly, payment for soliciting municipal
securities business on the dealer’s behalf to any person not affiliated with the municipal
securities dealer.

Telemarketing

MSRB Rule G-39, Telemarketing

75. MSRB Rule G-39 establishes certain requirements for municipal securities dealers
concerning telemarketing. Based on the municipal securities dealer’s records, determine
whether the municipal securities dealer complies with the general telemarketing
requirements outlined in Rule G-39, including
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e time of day restrictions.
e firm-specific do not call lists.
e national do not call lists.

76. Determine whether the municipal securities dealer, before engaging in telemarketing,
instituted written policies and procedures that address

training of personnel engaged in telemarketing.
recording of do not call requests.

identification of sellers and telemarketers.
affiliated person or entities.

maintenance of do not call lists.

Note: If the munici urities dealer uses another entity to perform telemarketing services
on the dealer’s municipal securities dealer remains responsible for ensuring
compliance with all ISigRg contained in MSRB Rule G-39.

Anti-Money Launderi iance Program
MSRB Rule G-41, Anti-Mo u ing Compliance Program

77. Determine whether the municip secyiealer has established and implemented an
g

AML compliance program reason to achieve and monitor ongoing
compliance with the BSA. Coordinatefivg th compliance examiners.
Note: An OCC-supervised municipal securities tablishes and implements an
AML compliance program that is in compliance es, regulations, or requirements
governing the establishment and maintenance of O Ci ML programs is deemed
to be in compliance with section 5318(h)(1) of the BSA reQulations promulgated

thereunder for purposes of this rule.

Broker's Brokers
MSRB Rule G-43, Broker’s Brokers

78. If the municipal securities dealer, or a separately operated and supervised division or unit
of the dealer, effects transactions for other dealers or holds itself out as a broker’s broker,
determine whether

e municipal securities dealer makes a reasonable effort to obtain a price for the broker
that is fair and reasonable in relation to prevailing market conditions.

e municipal securities dealer adopts and complies with policies and procedures
pertaining to the operation of bids-wanted and offerings for municipal securities.
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Conclusions

1. Determine preliminary examination findings and conclusions and discuss with the EIC.
The findings and overall conclusions from this examination should be incorporated into
the bank’s compliance risk assessment and the management component of the bank’s
CAMELS rating. Consider the following:

e Expertise and qualifications of staff, including management’s knowledge of MSRB
rules, applicable laws and regulations, and related internal bank policies and
procedures.

e The effectiveness of compliance and audit.

e Record of compliance and presence of violations. Evaluate the source, nature, and
level of exceptions.

and level of customer litigation and complaints.

t t'® municipal securities dealer has engaged in any deceptive,
dishonest, or unfair pragiice, exagpmgers should consult with the Market Risk Division and
Securities & Corporate Prasti ivigion to determine whether a referral should be made to

overall conclusions about risks a ment practices. If necessary, obtain
commitment for corrective action.

2. Discuss examination findings with bayagement, including violations, MRAs, and
18k ggen

0 in the future to
, iIncluding time

5. Write a memorandum specifically setting out what the
effectively supervise municipal securities dealer activities i
periods, staffing, and workdays required.

6. Update, organize, and reference work papers in accordance with OCC policy.

7. Ensure that any paper or electronic media that contain sensitive bank or customer
information are appropriately disposed of or secured.
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Appendixes

10.

11.

Appendix A: Sample Request Letter

Copies of the bank’s most recent amendments to Form MSD, “Application for
Registration as a Municipal Securities Dealer.”

Copy of the municipal securities dealer department’s organization chart (all functional
areas).

List of all locations where municipal securities dealer activities (including financial
advisory, custodial services, and private placement activities) are conducted.

List of all per tioning in the capacity of municipal securities principals or
representativies.

Sales production mwgr report detailing the sales performance of persons engaged in
municipal securities Sales fo ost recent fiscal year and current year to date.

List of the five most activ iCi
securities customer accounts opgfied wi

urities customer accounts and a list of municipal
in the last 12 months.

Copies of exception reports used t
not limited to,

e aged schedule of all municipal securitie
e list of all municipal securities the bank fail&Q
last 12 months.
e suitability reports, including reports on excessive €ar
e reports on gifts and gratuities, political contribution
registrations, and continuing education requirements.

eld in trading accounts.
r failed to receive during the

s angl churning.
ersg urities transactions,

List of all VRDOs or ARSs remarketed by the municipal securities dealer during the last
12 months. Indicate those that are supported by a letter of credit or repurchase agreement
issued by the bank or an affiliated organization.

List of all municipal securities issues underwritten since the previous examination and
whether such securities were acquired by negotiated or competitive bid. Indicate in what
capacity the bank functioned (i.e., syndicate manager or participating member).

List of all outstanding municipal financial advisory relationships. Also list all municipal
financial advisory relationships entered into during the last two years.

Copies of all written customer complaints received since the last examination by the
municipal securities dealer department. Indicate how the complaints were resolved.
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12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22,

23.

24,

25.

Copies of all municipal securities dealer department advertisements since the last
examination.

Copies of all internal audit reports of the municipal securities dealer department,
including internal audit review of MSRB compliance and internal controls, and
management’s response.

Copies of the most recent external audit report, including all management letters, reports,
or comments pertaining to the bank’s municipal securities dealer activities.

Copies of the most recent compliance officer’s report, including all management letters
and responses, pertaining to the municipal securities dealer activities.

Copies of the magigecent OMSJ and branch office reviews, including all management

letters and resp .%

List of all litigatign o tion proceedings now in process in which the municipal
securities dealer deg@rtmgnt Is involved.
List of all persons termingfed e municipal securities dealer department because of

violations of law, rule, re ion k or dealer department policy or because of
disciplinary action resulting fronffthe terihinated employees’ conduct as securities

professionals. /
Copies of the municipal securities dedfer tmgt earnings report (all profit centers)

for the prior fiscal year and current year 1o d

Copies of the most current written policy and proceduf€s adopted,to comply with MSRB
rules.

Copies of the municipal securities dealer’s bud

angfor the next two fiscal years.

Copies of the municipal securities dealer’s quarterly filings G-37 for the last two
years.
Copy of the bank’s continuing education plan that meets the regulatory and firm element

requirements of MSRB Rule G-3.

Identify management information systems used in conducting the bank’s municipal
securities dealer activities and the purpose of each system.

Make available copies of policies, procedures, and controls used to ensure the integrity of
record-keeping systems and the protection of municipal securities held in safekeeping.
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Appendix B: Abbreviations

AML anti-money laundering

ARS auction rate security

BSA Bank Secrecy Act

CUSIP Committee on Uniform Securities Identification Procedures
EIC Examiner-in-charge

EMMA Electronic Municipal Market Access
FINRA Financial Industry Regulatory Authority

FSA federal savings association

MSRB Municipal Securities Rulemaking Board
NASD National Association of Securities Dealers
OocCC Office of the Comptroller of the Currency

OMSJ nicipal supervisory jurisdiction
oTC

OTS ifSupervision

ROE ' n

RTRS Reporting System
SEC Exchang&Commission

SHORT  Short-Term Obligati ate Transparency
SMMP Sophisticated MuURigi arret Professional
VRDO variable rate demand offligatio

Wi when, as, and if issued @
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References

Laws

12 USC 24, “Corporate Powers of Associations,” including 24 (Seventh)

12 USC 1464(c), “Loans and Investments”

15 USC 78, “Securities Exchange Act of 1934,” including 15 USC 78(c), section 3 of the
Exchange Act, “Definitions and Application of Title”

31 USC 5311, “Bank Secrecy Act”

Regulations

12 CFR 1, “Investmeg ecurities”

12 CER 10, “Muni foﬁb

ecurities Dealers”
12 CFR 21.21, “Procgs r Monitoring Bank Secrecy Act (BSA) Compliance”
12 CFR 160.30, “Ge 409 and Investment Powers of Federal Savings Associations”
nd Regulations, Securities Exchange Act of 1934,” including

Fro efinition of ‘Dealer’ for a Bank Engaged in Riskless

Principal Transactions’
17 CFR 240.15Bal-1 to 15Ba

Comptroller’s Handbook /
Examination Process
“Community Bank Supervision”

“Large Bank Supervision”
“Sampling Methodologies”

Safety and Soundness @
“Financial Derivatives and Trading Activities” (not yet pubdds

Securities Compliance
“Government Securities Act” (not yet published)

OCC Issuances

OCC Bulletin 2010-24, “Incentive Compensation: Interagency Guidance on Sound Incentive
Compensation Policies” (June 30, 2010)

OCC Bulletin 2013-29, “Third-Party Relationships: Risk Management Guidance”
(October 30, 2013)

OCC Bulletin 2013-36, “Registration of Municipal Advisors: Dodd—Frank Act section 975,
SEC Final Rule” (December 12, 2013)

OCC Form MSD-4, “Uniform Application for Municipal Securities Principal or
Representative”
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OCC Form MSD-5, “Uniform Termination Notice for Municipal Securities Principal or
Representative”
OTS CEO Memo 258, “Notification Requirements for Certain Activities” (July 27, 2007)

Other
MSRB

MSRB Form G-37, “Political Contributions Disclosure”

MSRB Regulatory Notice 2013-18, “MSRB Market Transparency Advisory—Suggested
Practices in Submitting of Financial Disclosures to EMMA” (August 12, 2013)

MSRB Regulatory Notice 2014-05, “SEC Approves New Consolidated Registration Rule
and Registration Form for Dealers and Municipal Advisors” (February 27, 2014)

MSRB rules, interprgfégions, educational information, and glossary of municipal securities

terms (Www. a8 0
-

SEC
SEC Form MA, “Application fo icipal Advisor Registration”

SEC Form MA-T, “Municipall AdWis@r Temporary Registration Form”
SEC Form MSD, “Applicatio ion as a Municipal Securities Dealer”
SEC Form MSDW, “Notice of With@rawal From Registration as a Municipal Securities

Y
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