Frequently asked questions
about fixed income disclosures from regulators

Starting May 14, 2018, the Financial Industry Regulatory Authority (FINRA) and the Municipal Securities
Rulemaking Board (MSRB) established new rules requiring Merrill Lynch to make additional disclosures on
certain corporate (including market-linked investments), agency and municipal bond trade confirmations.
The new rules will require us to disclose the mark-up (for client purchases) or mark-down (for client sales)
determined based on the difference between the prevailing market price (PMP) and the client price.
The following FAQs provide more detail as well as clarify some of the more specific parts of the rules.
Q1 When is the new mark-up / mark-down disclosure
required on client trade confirmations?
A broker-dealer must disclose the mark-up or mark-down on a
trade confirmation when it transacts in a covered product
(which means any corporate, agency or municipal debt security)
on a principal basis with a non-institutional client and, on the
same trading day, effects one or more offsetting principal
transaction(s) in an aggregate trading size that meets or
exceeds the size of the client’s trade.

Q2 Will this new rule be implemented by Merrill Lynch
as described above in Q1?
Yes. The firm intends to be fully compliant with all regulatory
requirements and will begin disclosing the amount of mark-up
or mark-down on client trade confirmations for impacted
products and transactions starting on May 14, 2018.

Q3 How is the prevailing market price (PMP)
determined?
The PMP is determined by the broker-dealer effecting the
transaction for its client on a trade-by-trade basis in
accordance with the new MSRB Rule G-30 and FINRA Rule
2121. Generally, when a broker-dealer executes a
contemporaneous transaction (i.e., when it makes a
contemporaneous purchase in a security when it is selling the
security to a client, or when it makes a contemporaneous sale
in a security when it is buying the security from a client), the
prevailing market price (PMP) is the proceeds the dealer
receives from the contemporaneous transaction. See the
example to the right.

Example:
A broker-dealer makes a contemporaneous purchase of a bond
through an electronic platform at $990 per bond, and then
executes a sale of the bond to the client at $1,000 per bond.
In this example the PMP for the transaction is the brokerdealer’s contemporaneous cost of $990 per bond, and the
mark-up on this transaction would be the difference between
the price the client paid for the bonds ($1,000 per bond) and
the PMP ($990 per bond) which is $10 per bond or 1.01% of the
PMP.
This example is generally how all corporate and agency
transactions will be reflected on client confirmations.
However, in many municipal bond and market-linked
investment transactions where the firm is acting as market
maker in the securities, the calculation is less straightforward as
the determination of PMP and the mark-up or mark-down
under the rule would also require disclosing, in addition to the
financial advisor production credit, the amount earned by the
trading desk.

Q4 Is the mark-up or mark-down that will be shown on
the client’s trade confirmation the amount charged by
the financial advisor?
Not in all cases. When the firm is acting as market maker, as is
the case for secondary market transactions in municipal bonds
and market-linked investments, the rule requires, in addition to
the financial advisor production credit, the amount earned by
the trading desk to be disclosed.
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Q5 What is the new information required on client trade
confirmations as a result of this new rule?

Q9 Will this rule impact any of the fixed income
transactions entered through the Merrill Edge platform?

1.

Mark-ups (for client purchases) and mark-downs (for client
sales) expressed as a total dollar amount above or below
the prevailing market price

2.

Mark-ups and mark-downs expressed as a percentage of
the prevailing market price

Yes, only in municipal bond and market-linked investment
secondary market transactions as these transactions may be
executed on a principal basis with the firm acting as market
maker in these securities. As such, in addition to any Merrill
Edge fees, the rule requires the amount earned by the trading
desk to be disclosed. See Q3.

3.

Hyperlink (if the confirmation is electronic) to EMMA or
FINRA website that contains trading data and other
information for the specific security traded

4.

Execution time of the transaction expressed to the second
for corporate and agency debt securities transactions
(FINRA) or the minute for municipal securities transactions
(MSRB)

Q6 Will this new rule impact any bond transactions
where the firm is effecting the transaction for the client
in an agency capacity?

Q10 What products are impacted?
Corporate bonds, baby bonds ($25 par, exchange listed),
municipal securities, emerging market debt securities, agency
debt securities, market-linked investments (MLIs), convertible
bonds, and $1,000 par preferred securities traded in the overthe-counter market are each subject to the new rules.

Q11 How will this new disclosure be displayed on the
client trade confirm?
See a sample of the revised trade confirmation below.

Not with respect to the new mark-up or mark-down disclosure.
However, the trade confirmations that clients receive will
include the time of execution and security-specific EMMA or
FINRA website link for certain transactions.

Q7 Does this rule impact any of the transactions that
occur within a fee-based account (e.g., an account
enrolled in the Merrill Lynch Investment Advisory
Program (IAP) or other investment advisory program)?
Yes. For transactions executed by the firm in an agency
capacity, the trade confirmation will include time of execution
and security-specific EMMA or FINRA website link for certain
transactions. For transactions executed by the firm in a
principal capacity for client discretionary fee-based accounts,
the trade confirmation will also include the new mark-up or
mark-down disclosure.

Q12 Where can I go for more information?
Click to view Frequently Asked Questions made available by
FINRA and MSRB.

Q8 Why would there be a mark-up or mark-down for a
transaction in a fee-based account?
When a municipal bond or market-linked investment
transaction is executed on a principal basis for client
discretionary fee-based accounts with the firm acting as a
market maker in the security, the mark-up or mark-down may
reflect what the trading desk earned.
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