FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
No. 2006004615601~

TO: Department of Market Regulation
Financial Industry Regulatory Authority (“FINRA”)

RE: Lavaflow, Inc., Respondent
" (fk/e/ Ontrade, Inc.)
Broker-Dealer
CRD No. 120444

Pursuant to NASD Rule 9216 of the FINRA Code of Procedure, Lavafiow, Inc. (Fk/a/ Ontrade,
Ine.) (the “firm™} submits this Letter of Acceptance, Waiver and Consent (“AWC”) for the

purpose of proposing a seiflement of the alleged rule violations described below. This AWCis
snbmlthedontheoondmomthatlfaccepted,FmRAmnmtbnngmyﬁlmmagamsttlm
ﬁrmalleg:ngmlaﬁonsbnsedonthemefacﬂalﬁndmgsdmbedhemm .

L
ACCEPTANCE AND CONSENT
A.  The firm hereby accepts and consents, without admitting or denying the findings, and
solely for the purposes of this proceeding and any other proceeding brought by or on

behalf of FINRA, or to which FINRA is a party, prior te a hearing and without an
adjudication of any issue of law or fact, to the entry of the following findings by FINRA:

BACKGROUND

The firm has been a member of FINRA. (formerly NASD) since November 13, 2002, and
its registration remains in effect.

RELEVANT PRIOR DISCIFLINARY HISTORY

The firm has no prior televant msmphnary hlstory
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EACTS AND VIOLATIVE CONDUCT

In Maiter No. 20060046156, the staff of the Market Regnlation Department reviewed the
firm’s compliance with the NASD rules applicable to OATS reporting during the penod
October 1, 2005 through December 31, 2005 (the “review period™), -

1. During the revicw period, theﬁnnrepor{edtoOATS 268 Route or Combined
Order/Route Reports that the OATS system was unable o link to the related order
routed to SuperMontage due to inaccurate, incomplete or improperly formatted
data. These unmatched Route Reports represented 8220 percent of all match-
eligible Route or Combined Order/Route Reports (326) submiited by the firm to
OATS during the review period. The conduct described in this paragraph
constitutes separate and distinct violations of NASD Rule 6955(a).

2. The firm's supervisory system did not provide for supervision reagsonably
designed to achieve compliance with respect to the applicable securities
laws and regulations, end the Rules of NASD, concerning OATS.
Specifically, the firm's supervisory system did not include written
supervisory procedures providing for a compreheusive review of the
OATS website and incorporating such steps necessary to reasonably
ensure that the firm’s QATS submissions were timely, accurate and
complete. The conduct described in this paragraph constitutes violations
of NASD Conduct Rules 2110 and 3010.

B. The firm also cousents to the imposition of the following ssnctions:

A censure and a fine of $10,000 (consisting of a fine of $5,000 for the
OCATS violations, and $5,000 for the supervisory violations). In
addition, within 30 business days of acceptance of this AWC by the
National Adjudicatory Council (“NAC™), a registered principal of the
firm shall submit to the COMPLIANCE ASSISTANT, LEGAL
SECTION, MARKET REGULATION PEPARTMENT, 9509
KEY WEST AVENUE, ROCKVILLE, MD 20850, a signed, dated
letter, providing the following information: (1) a reference to this
matter; (2) a representation that the firm has revised its written
supervisory procedures to address the deficiencies described in
paragraph 1.A.2; and (3) the date the revised procedures were
implemented.

The firm agrees to pay the monetary sanction(s) upon notice that this AWC has been

accepted and that such payment(s) are due and payable. It has submitted an Election of
Payment form showing the method by which it proposes to pay the fine imposed.
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The fiym specifically and voluntarily waives any right to claim that it is ynable to pay,
DOW Or at any time hereafier, the monetary sanction(s) imposed in this matter.

The sinctions imposed herein shall be effective an a date set by FINRA staff.

IL
WAIVER OF PROCEDURAL RIGHTS

The firm SPeeifically and voluntarily waives the following rights granted under FINRA's Code of

A.  TohaveaFormal Complaiﬁt issued specifying the allegations against the firm;

B. o be notified of the Formal Complaint and have the opportunity to answer the
ellegations in writing; '

- C 1o defend against the allegations in a disciplinary hearing before a hearing panel,
to have a written record of the hearing made and to have a written decision issued;
and .

D, o appeal any sush decision ¢ the Nationa? Adfudicatory Couacil (“NAC™) and
then to the U.S. Securities and Exchange Commission and 2 U.S. Court of
Appeals.

Further, the Rym specifically and voluntarily waives any right to claim bias or prejudgment of the
Gengral Courgel, the NAC, or any member of the NAC, in connection with such person’s or
body’s participation in discussions regarding the texms and conditions of this AWC, or ofher
consideration of this AWC, including acceptance or rejection of this AWC,

The firm firth o specifically and voluntarily waives any right to claim that a person violated the
ex parte prohipitions of NASD Rule 9143 or the separation of fimctions prohibitions of NASD
Rule 9144, in connection with such petsony’s or body’s participation in discussions regarding the

terms and Congitions of this AWC, or other consideration of this AWC, including jts acceptance
or rejection.

2006004615¢/\v1D




OTHER MATTERS

The firm »nderstands that:

A.

Submission of this AWC is voluntary and will not resolve this matter unless and
unti] it has been reviewed and accepted by the NAC, 2 Review Subcommittee of
the NAC, or the Office of Disciplinary Affairs (“ODA"), pursuant to NASD Rule
9216;

B.  Ifthis AWC is not accepted, its submission will not be used as evidence to prove
any of the allegations against the firm; and
C. If accepted:

1. this AWC will become part of the firm®s permanent disciplinary record
and may be considered in any future actions brought by FINRA or any
other regulator against the finm; . -

2. this AWC will be made available through FINRA's public disclosure
program in response to public inquiries about the firm’s disciplinary
record,

3. FINRA may make a public announcement concerning this agreement and
the subject matter thereof in accordance with NASD Rule 8310 and IM-
8310-3; and

4. The firm may not take any action or make or permnit to be made any public
statement, including in regulatory filings or otherwise, denying, directly or
indirectly, any finding in this AWC or create the impression that the AWC
is without factual basis. The firm may not take any position in any
proceeding brought by or on behalf of FINRA, or to which FINRA is a
party, that is inconsistent with any part of this AWC. Nothing in this
provision affects the firm’s right to take legal or factual positions in
litigation or other legal proceedings in which FINRA is not a paxty.

D. The firm may attach a Corrective Action Statement to this AWC that isa
statement of demonstrable corrective steps taken to prevent future misconduct.

The firm understands that it may not deny the charges or make any statement that

is inconsistent with the AWC in this Statement. This Statement does not

constitute factual or legal findings by FINRA, nor does it reflect the views of

FINRA or its staff.
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