FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AND CONSENT’
NG :20080132252-01

TO:  Department of Market Regulation | ‘
- Financial Industey Regulatory Autherity (“FINRA™)

RE: ' Wedbush Securities Inc., Respondent
" Broker-Dealer
_ CRDNo.877"

Pursuant to FINRA Rule 0216 of FINRA’s Code of Procedure Wedbush Securmes Inc (the
“firm”} submits this Letter of Acceptance, Waiver and Consent (“AWC’ *} for the purposs of _
proposing a settlement of the alleged mle violations déscribed below. This AWC is submitted on
the condition that, if accepted, FINRA will not bring any future actions against.! thc ﬁrm a]legmg
violations based on. the same factual ﬁndmgs described herein,

L
ACCEPTANCE AND CONSENT
A The firm h‘creby' dccepts and condents, without admitting or denying the findings, and
solely for the purposes of this proceeding and any other proceeding broughit by or on
behalf of FINRA, or to which FINRA is a party, prior to 2 hearing and without an

adjudication.of-any issue of law or fact, to the entry of the following findings by FINRA:

BACKGROUND

The fitmn became a member of FINRA in 1955, and its registration remains in effect. The
firm has the following relevant disciplinary history: :

o . InJanuary 2007, FINRA accepted the firm’s AWC (20050002518) in which it
apreed to a censure and 2 total fine of $35,000, which included a $5,000 fine for
OATS violations in February 2004.

SUMMARY

This matter is the result of the Department of Market Regulation’s review of the firm’s
compliance with rules relating to the Trade Reporting and Compliance Engine
(“TRACE") from October 1 to December 31,2007 (matter no. 20080132252) and the
firm’s 2008 Trading and Market Making Surveillance (“TMMS") Examination (matter
No. 20080144060).
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FACTS AND VIOLATIVE CONDUCT.

L. From Octobcr 1 to December 31, 2007, the firm fziled to report to TRACE 190
transactions in TRACE—el1g1ble securities within 15 minutes. of the time of -
execution. The firm also failed to report to TRACE the correct time of trade
execution for 12 transactions in TRACE-eligible securities. These transactions
constituted approximately 15 percent of all transactions in TRACE-eligible
securities (1,260) that the firm was required to report to TRACE during the period
October 1 through December 31, 2007. The conduct described in this paragraph
constitutes separate and distinct violations of NASD Rule 6230(a) and (c)(8)and.
a pattern or practice of [ate reporting without exceptional cm:umstances in
onatlon ofNASD Rule 21 10.

: 120036144060

g The on=site portion of the 2008 TMMS examination; took: placc from’ Se,ptember 29 to _
October2, 2008. Attached as an exhibit is a list of the items the staff :ev:ewcd durmg the
. on-SIte exammanon for trade date Juna 17 2008 : R

2. On June l7 2008, the: f frmy Iransmltted to OATS 13 reperts that contsgined
inaccurate, mcomplete ot iproperly formatted data. Specifically, innine
instances, the firm incorrectly reported the Order Type Code. In two-instances, jit
failed to submif a Route Report. In one instance, it reported an incorrect order
entry time, -and in another instance it incorrectly submitted a cancellation flag.
The conduict desctibed in this paragraph constitiites separate and distinict.
violations of NASD Rule 6955(a).

3. OnJune 17,2008, in nine instances, the firm provided incorrect written
information to its customers. Specifically, in four instances, the firm failed to
provide written notification disclosing to its custorner its correct capacity in the
transaction. In three instances, when it acted as principal for its own account, the
firm fziled to provide written notification disclosing to its customer the correct
reported trade price. In two instances, the firm failed to provide written
notification disclosing to its customer its correct capacity in the transaction and
the correct reported trade price. The conduct described in this paragraph
constitutes separate and distinet violations of SEC Rule 10b-10.

4, For the month of June 2008, the firm made available a report on the covered

‘ otders m national market system securities that it received for execution from any |
person. Specifically, in two instances, the report included incorrect information.
as to thé number of covered orders executed by the firm. The conduct described
in this paragraph constitutes separate and distinct violations of SEC Rale 605 of
Regulation NMS.
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The firrn also consents to the imposition of the fol lowing sanctions:
o A censure and a total fifié of §28.000, as follows:

-. $7,500 for the TRACE violations

- '$7,500 fine for the OATS violations. _
- $3,000 for violations of SEC Rule 10b-10
- $10,000 for violations of SEC Rule 605

The ficrm égrees to pay the monetary sanctions upon notice that this AWC has been.
accepted and that such payments are due and payable. The firm has submitted an
Election of Payment form showing the method by which it proposes to pay the fine -

imposed.

The firm specificaily and voluntarily waives any right to claim that it is unable to-pay,
now or.at any time hereafier, the monetary sanctions imposed in this matter. -

- The sanctions imposed herein shall be effective on a date set by FINRA staff.

IL.

WAIVER OF PROCEDURAL RIGHTS

_ The fitin specifically and voluntarily waives the following r.'lghts; granted under FINRA's Code of

Procedire: . | ,

A,

B.

D.

. 'To have.a Complaint issued specifying the allegations against the firm;

To be-notified of the Complaint and have the opportunity to answer the allegations in
writing; ' : :

To defend against the allegations in adisciplinary hearing before 2 hearing panel, to have
a written record of the hearing made and to have a wriften decision issued; and

To appeal any such decision to the NAC and then to the U.8. Securities and Exchange
- Commission and a U.S. Court of Appeals.

Further, the firm speciﬁc:'a] ly and voluntarily waives any right to claim bias or prejudgment of the
General Counsel, the NAC, ot any member of the NAC, in connection with such person’s or
body’s participation in discussions regarding the terms and conditions of this AWC, or other
consideration of this AWC, including acceptance or rejection of this AWC.
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The firm further specifically and voluntarily waives any right to claim that a person violated the
ex parte prehibitions of FINRA Rule 5143 or the separation of functions prohibitions of FINRA
Rule 9144, in connection with such peréoii’s ot body’s participation'in discussions regarding the
terms and conditions of this AWC, or other consideration of this AWC, inchuding its acceptance
or rejection: ' -

.

OTHER MATTERS -
The firm understands that:
A. Submission of this AWC is voluntary and will not resclve this matter unless and until it

* has been reviewed and accepted by the NAC, a Review Subcomrmittee of the NAC, or the
_ Ofﬁce of DISCIpllnary Af’falrs (“ODA“ X pursuant to FINRA Rule 9216;

B. If this AWC is not accepted 1ts subm1ssmn wiil not be used as evidence to prove any of"
" the.aliégations against the firm; and - : -

c 'tf.-ac_ceptﬂd: :

I.- _ thls AVWC w111 becorme part afthe firm’s permanent disciplinary record’ and ma}r
be considered in any future actlons brought by FINRA or any other regulator
against the firm; ‘ :

2 this AWC will be-made available through FINRA's ﬁublic disclosure program: in
response to public inquiries-about the firm’s disciplinary rec.ord;:

3 FINRA may make a public announcement concerning this agreement and thc
subject matter thereof in accordance with FI’N’RA Rule 8313; and

4, The firm may not take any action or ma.kc or permit 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 provisioh affects the |
firm’s right to take legal or factual positions in [itigation or other legal '
proceedings in which FINRA is not a party.
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D.  Thefirm may attach a Corrective Action Statement to this AWC that is a statement of
demonstrable corrective steps taken to prevent future misconduct. The firm understands
that it may not deny the charge§ or iaké any statement that is inconsistent with the AWC:
in.this Statement. This Statement does not constitute factual or ]egal findings by FINRA,
nor:does it reflect the views of FINRA or its slaﬂ'

The undersigned, on behalfof the firm, cerﬁf es that a person duly authorized to act on its behalf
has read and understands all of the provisions of this AWC and has been given a full opportunity
to asgle questlons about it; that it has agreed to the AWC’s provisions valuntarily; and that no
offér, threat, inducement, or promise of any kind, other than the terms set forth herein and the
" prospéct of-avoiding the issuance of a Complaint, has-been made to induee the firm to:submit it.

U ier S Ve Aﬁ‘“f};’_““’_"‘} 3

Reviewed by;

Copn;éé:I "f.&ri?ﬁeg].aqndént .
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Accepted by FINRA:

/100 | Signed on behalf of the

Date Director of ODA, by delegated authority

Tl R ..

Thomas R. Gira
Executive Vice President
Department of Market Regulation
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‘Wedbush Morgan Securities Inc.

'2‘003Tra‘ding and Market Making Examination

Matter No. 20080144060

The staff reviewed the following samiples d}ir’in'g‘-the;.cxafﬁ inatidn_:.

Size
29

638 -

All

provided

by firm .
35

29

- .50

25

13

Review Area

Sales transactions, for cormpliance with SEC Rule 200(g).

'-Short sale, for compliance with. SEC Rule 203(b) ]ocate :

réquirements.

Trades reportcd to a TRF or OTCRF for cemphance with NASD

‘Ruis 6130

Disclosures to customers rclatmg to trading in e);tended ‘hours
session, for comphancc w1th Nasdaq Rule4631

Orde.rs for comphance wnh best executron requirements of NASD'
- Rule 2320 .

Orders entered mto a Nasdaq execution system, for comphancr: .

. with Nasdag Rulés 2110 and 4755

Orders in securities required 1o be submitted to OATS, for |
compliance with NASD Rules 6954 and 6955 and Nasdaq Rules
6954 and 6955

Orders for NMS securifies in which the firm 2cts-as a market
center, for compliance with SEC Rue 605 order classification
requirements

" Data sets, for compliance with SEC Rule 605 requirement to

publish accurate data {a *data set” encompasses all required
stalislical data for single security and order type/size category, as
desenbed in SEC Rule 605)

Quarterly routing report, for compliance with SEC Rule 606
Tequirements

. CRD registration records for persons conducting or supervising
firm’s trading and market making activities, for compliance with

NASD Rule Series 1020, 1030 and 1040 and Nasdaq Rule Series.
1020, 1030 and 1040
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Sample Source
from trade date’

© June 17, 2008

from trade date -
June 1’7,f200'8
from irade date
June: 17, 2008

fromirade date
June 17,2008

' from frade date ©

June 17,2008 ©
from trade date
June 17, 2008

from trade date
Tune 17, 2008

from tradc date
June 17, 2008

from the report for

June: 2008

July — September 2608

Personnel in place

during month of
June 2008



Sample
Size
13
127
NIA

NIA

N/A.

Review Area

customer trade confirmations réviewed in connection with the
above samples, for compliance with SEC Rule 10b-10

Records prepared and maintained in conuection with the above

* samples, forcompliance with NASD Rule 3110 and SEC Rules

172-3 and 172-4

Firm’s “regular and: ﬁgotdus review procedures regarding order
axecution quality, for compllance with NASD Rules 2320 and:
3010

Firm’s supervisory and dperational policies and’ proccdures and -
documentation evidéncing exeeution.of the policies and
procedures for compllancc with SEC Rules 610, 611 and 612

- the firm’s establishment and lrnplcmentahon ofa suparv;soxy

system and written supervisory procedures (including

. documentation evidencing execution of the polices.and

procedures), for compliance with NASD Rule 3010
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Sample Sovree

from trade date
June 17, 2008

from trade date -
June 17, 2008

bas,ed on WSPs'in
effect in June 2008

based on WSPs:in
effect in Iune 2008. :

baséd on, WSPs in.

" effect in-June 2008



