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Pursuant to FINRA Rule 9216 of FINRA's Code of Procedure, Respondents submit this
Letter of Acceptance, Waiver and Consent (?AWC') lor the purpose ol proposing a
settlement of the alleged rule violations described below. This AWC is submitted on the
condition that, if accepted, FINRA will not bring any future actions against the Respondents
alleging violations based on the same factual findings described herein.

L

ACCEPTANCE AND CONSENT

A. Respondents hereby accept and consent, 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 to a hearing and without an
adjudication of any issue of law or fact, to the entry of the following findings by FINRA:

?ACK??O?N?

Jefferles & Company, Inc. (?Jefferlea? or the 'Flrm? is a full-service broker-dealer and
investment bank that offers investment banking, sales and trading, research, asset and

-
 management, e*ecutlon and other securities services to companies and Investors.

it ha? been a F?NRA member slnce 1963, ls headquartered  In New York, NeN York, and
employs approximately 1,412 registered pemons, who operate from 29 branch offices.

Anthony J. Russo ('Russo') age 44, has held a FINRA registration since 1993. He was
employed at Jetlerles from February 2003 to April 2008 and 18 currently registered with
another member firm. While at Jefferies, Russo maintained the following regl8tiations:
General Securities Representative (Series 7), State Agent (Series 63) and Equity Trader
(Series 55).
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Robert A D'Addarlo ('D'Addarlo?), age 34, has held a FINRA registration since 1998. He

-
 employed at Jef?erles from May 2004 to January 2009 and is currently registered with

another member firm. While at Jefferles, D'Addarlo maintained the following registrations:
General Securities Representative (Series 7), State Agent (Series 63), and Equity Trader
(Series 55).

RELEVANT PRIOR DISCIPLINARY HISTORY

On or about October 6,2005, Jefferles submitted a Letter of Acceptance, Waiver and
Consent in Matter No. 200400001702, In which the firm was censured and fined $125,000
for supervisory and record-keeping violations relating to, among other things, tts failure to
retain memoranda oi brokerage orders.

Neither Russo nor D'Addario has any relevant disciplinary history.

OVERVIEW

From August 1, 2007 to March 31, 2008 (the ?relevant periodD, Russo, D'Addarlo and a
mird Jetl erles regtatefed representative ('Rep A'), comprised the Corporate Cash
Management (CCM) group at Jefferies, providing short term inveslment advice and
services for Jefferles corporate clients Russo and Rep A were principally responsible for
communicating with customers andproviding investment advice and recommendations.
D'Addarlo was principally responsible for trading. They usedthe same repoodeand
shared commissions. The CCM group served approximately 40 corporate clients by
managing their cash and short-term assets.

A significant number of the CCM group clients Invested In auction rate securities (ARM
and some of those Invested most if not all of their assets in ARS. Overall, these clients
held approximately $650 million of ARS as of February 28,2008. Generally, the clients that
invested In ARS fell into two groups: the first were relatively autonomous in making
Investment decisions for their accounts. The seoond group consisted of eight clients (the
?Discretionary Cllent?9 that had orally k?strucled the CCM group to exercise its discretion
to select specmc ARS to buy and sell lor their acoount?.

In investing In ARS for their clients. Jefferles committed violations of NASD. MSRB, and
SEC Rules; Russo and D'Addarlo committed violations of NASD and MSRB Rules:

1. Respondents reoelvedadditional compensation in 32 transactions when they
purchased new Issue ARS for their Discretionary Clients, but they failed to disclose
to those cllent? that they received such additional compensation Or that they could
have purchased other comparable or similar ARS with higher yields for these
cugtomem at the same time that did not pay them such compensation. In 32
additional transactions, Responden? purchased ARS for their Dlscretlonary Clients
that were held by other CCM group clients, but did not disclose to their clients the
conflict associated with their acting as agent for both the buying and selling
customer In connection with the purchase- from existing customer accounts or that
they could have purchased comparable or similar AAS with higher yields at the
time they effected such trades;
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2. Jefferiesexercised discretion to purchase or sell ARS for the Discretionary Clients
without written authority;

3. Jefferlea failed to deliver official statements in oonnectlon with 20 purchases of
municipal new issue ARS for some of the Discretionary Clients;

h Jefferles used ARS advertising and marketing materials that were misleading in
that they represented ARS as a ?cash equivalent investment' or ?cash Investment
compared them to money market instruments and described them as having
maturity dates that oonesponded to the next auction date, thereby imptying that
they were short term investments when in fact they coukl and did beoome long
term Investments;

5. Jefferles sold restricted (Rule 144A) ARS to a customer that was not qualified to
buy them;

a Jefferies failed to implement a oontractually-agreed  upon information barrier
thereby allowing a Jefferles employee Who sat on the board 10r one oi the
Discretionary C#ents to share Information he gleaned from Board meetings with
others at Jefferles;

7. Jefferies had deficient or missing order tickets for approximately 400 ARS trades,
over hall ot the trades executed during the relevant period; and,

8. Jefferles failed to establish and maintain an adequate supervisory system, including
written supervisory procedures, relating to the operation of the CCM group and Its
preparation and use of advertising and sales material for ARS.

By reason of the foregoing, D'Addario and Russo violated NASD Rule 2110 and MSRB
Rule G-17; and Jefferleg violated NASD Rule 2110, including by reason of violating
Sections 5 and 1 7(a)(2) of the Securities Act of 1933; NASD Rules 2510, 2210, 221 1,
3110, and 3010; SEC Exchange Act Rule 17a-3; and, MSRB Rules G-32, 21, 8,27, and
17.
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FACTS AND VlOLATIVE CONDUCT

Backaround: Auction Rate Securities

ARS are Iong4erm securities with interest rates or dividend yields that are reset
periodically throu911 an auction process: Historically, AFIS were held mainly by
Institutional Investors, but by 2007, a retail marlcet developed for these securities, with a
typical minimum investment of $25,000. Although the maturity periods of ARS range from
five years to 30 years or more for debt obligations and no stated maturity for closed-end
fund preferred shares, auctions provide the primary source of lIquidity for ARS Investors
and typically occur every 7,14,28 or 35 days.

ARS can beoome iltiquid when an auction fails. ARS auctions fail when the supply of ARS
being auctloned e*ceeds the demand for the securities In that auction. When an ARS
auction falls, investors receive a penalty Interest rate or dMdend until the next auction but
are unable to sell their securities at that time. As a result, ARS may not tie appropriate for
Investors who have a short-term need for the funds they are investing.

Securities firms play different roles In the ARS market An Underwriter brings the ARS to
market as an Intermediary for the issuer of the security. An Auction Agent, which can be a
bank, cnnd??ts the ARS auction by collecting orders from broker-dealers, determines the
?clearing rate,? the highest rate accepted in the auction that becomes the interest or
dividend rate that applies until the next auction, and calculates the allocation of the
securities among Auct?on Dealers. An Auction Dealer or Remarketing Agent 18 a broker-
dealer that solicits bids for the securities from their customers, submits them to the Auction
Agent and usually receives a fee paid by the issuer. Firms acting in these capacities are
sometimes Igiown as ?upstrearrf firms In the past, certain upstream firms placed bids for
ARS for their proprietary accounts in order to, among other things, support the auctions
and prevent them from faillng.

In contrast to upstream firms, firms sometimes known as "dcw??6 ??, f firms do not act as
agents for is?uem In any capacity. Instead, downstream firms act In the traditional broker
role as agen? for their customers and place bids with Auction Dealers and Remarketing
Agents on the customers' behatf to purchase and sell ARS. Downstream firms are paid
fees by Auction Dealers and Flemarketlng Agents (whlch may vary by dealer and type of
security) for effectlng trades In ARS held In dealers' inventories.

Beginning in May 2006, the Securities and Exchange Commission brought a series of
enforcement actions against unden??rlters, auction dealers and auction agent? In the ARS
market' During the summer of 2007, ARS began to fail, and by February 2008, ARS

' The pr!rnary types ol AFIS are municipal bonda, student Ioan4)acked auct?n rate certlflcate?
Issued by trus? that hold student loans, and p,uie,it,d share? issued by Closed-end funds and
oollaterallzed by the assets In the funds.
2 ?g? Be?r Stearns & Ca. lr:c.: Cttlaroun Global Markets. lnc.: Goldman Sachs A Co- J.P. Molnan
Securltte?. lnc.: Lehman Brolher? inc: Merrm. Lvnch pierce. Fenner & Smith ?nc.: Moroan Stanlev &
Co. Inc. and Moroan Stanlev DW Inc.: RBC Dain Rauachar Inc: Banc of America Securities LLC:
AG. Edwards & Sons. Inc: Moroan Keeaan & Co.. Inc.: Pi?er Jamrav & Co.: Suntrust Canltal
Markets Inc.: and Wachovla Ca?ltal Markets. LLC (Securltlea Act d 1933, Release No. 53888, May
31,2006); Deutsche Bank Trust Comnanv Americas. the Bank ol New York. and W?L,,1...?., Trust
?g. (Securltlee Act of 1933, Release No. 8767, January 9,2007); Cltiarouo Global Markets. Inc..
su.esaor bv meier to Leoa Mason Wood Walker Inc. (Securltlee Exchange Act of 1934, R-
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auctions failed on a widespread basis, causing the ARS markets to ?reeze.? Many of
those failures have corrtlnuecl until the present time, notwithstanding that certain ARS
lssuers redeemed particular ARS in the period since the widespread failures.
Nevertheless, many investors, including those who need access to their funds, continue to
be unable to sell their ARS holdings.

??rr?r?m?? AR? A? t,V? ??m

During the relevant period, Jellerles acted asa ?downstrearrf broker of APIS and sold in
excess of one billion dollars ($1,000,000,000) of student loan, municipal, and preferred
ARS to it? cu??rners. As of February 28,2008, shortly after most of the ARS market had
become illiquid, approximately $845 million of ARS was held In accounts at Jetferles,
approximately $659 million of which was held by CCM customers.

Backaround: The CCM Grouo

Rep A and Russo, who had been colleagues at another member firm, founded and
became co-heads of Jefferles' CCM group In 2003. D'Addar?o joined in 2004. The group
was located in Jefferies' offices in New York, NY. The group provided Investment advice,
recommendations and brokerage services for corporate clients with short-term investment
portfolios.

The group's stated goal was to preserve capital and provide liquidity to its clients. The
group sought to obtain business from Jefferles' investment banking and research clients.
Rep A and Russo's primary focus was to attract new and service existing clients. They
dMded cllent? baae? on the clients' location. The group also ran the fixed inoome liaison
desk, which bought and sold fixed Income securities on behalf of retail clients who were
separately serviced by PCS (Private Client Services) brokers. D'Addarlo's primary focus
was trading, including the trading of ARS, although he had customer contact on occasion
and both Rep A and Russo also executed trades on the desk. Rep A, Rus?o and
D'Addarlo shared the same representative number and shared net commissions among
themselves, at 52,42 and 6 percent respectively. During the relevant period,
approximately 20 of the group's clients were invested in more than $650 mimon of ARS.

The group was shown Inventory of ARS by auction dealers, typically on a daily basis.
Russo and D'Addarlo then prepared two daily offering sheets on Jefferles' letterhead 

- one
for *n,mhla ARS and.one for tax-exempt ARS. Russo and D'Addarlo did not Include all
inventory, but selected what they viewed to be the best ARS available on the market from
a number of issuers with different auction reset dates. Accordingly, the offering shee?
represented from the group's perspective a subset of attractive, high-quality ARS from the
universe of ARS being shown to Jefferles by other bmker-dealers.

The group dlatrbuted these offering sheets on a daily basis, but not to the Discretionary
Clients. Rus?o, and D'Addario did not contact the Discretionary Clients prior to purchasing
or selling particular ARS In their accounts AS previously noted, the Discretionary Clients
had granted authority orally but not In writing, to the CCM group to select, buy and sell
AAS. D?Addarlo, acting at Rep A and Russo's direction, used this discretion to purchase or

-No. 55712, May 7,2007); and First Southwest Comoanv (Securities Exchange Act of 1934, Reloaco
No. 57869, May 27,2008).
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sell particular ARS without a pmxistlng customer order or written approval from the
customer.

Jefferies was paid a trailing commission. typically ranging between 5 and 20 basis points,

on ARS transactions and, for new issues, received an upfront commission or discount,
typically ranging between 50 and 1 50 basis points. Rep A, Russo and D'Addario received

a share of those oommlssions according to their nespectlve payout

NOLATIONS

1) Jefferle*. Rueeo, and D'Addarlo Made Negllgenl Oml?sloni of Material Facts to
Investors Relatlngto ARS V?olatlng NASD Rule 2110'and MSRB Rule G-17?

Because Russo and D'Addarlo exercised discretion in selecting which particular ARS to
buy and sell for tile Discretionary Clients, Jetferles, Russo, and D'Addarlo became
obligated but failed to disclose to the Discretionary Cllerr? material facts relating to each
completed transaction, specifically the additional compensation they earned on purchases
of new issue ARS, the dual role they played In ef?ectir,g transactions between the
Discret?onary Clients' accounts and other corporate cash management clients, and the
existence of ARS that provided higher yields at the time they completed the new issue and
Inter-client transactions.

New issue Purchases

On new Issues of ARS, the auction dealers often offered a concession typically In the form
o? a discount to par typically ranging from 50 to 150 basis points. In 32 instances during
the relevant period, the group purchased new Issues for seven of the Discretionary Clients
and recelved such a concesslon. In 29 instances, the concession took the form of a
discount to par (6?., Jefferies purchased the new Issue at a discount to par and sold it to
the Discretionary Ctlerrta at par); in three Instances, the concession came in the form ot a
payment from the auction dealer. Russo and D'Addarlo were aware that they would
receive a portlon olthe concesslon at the time they made the decision to purchase-

-
 ARS. When, they purchased these new issue MIS, Russo and D?Addario could

have purchased comparable or similar non-new issue ARS as hadbeen Identified on
Jetterie?' offerlng sheets that, at the time, would have paid higher yields to these clients.

ln effecting these transactions, Russo and D?Addarlo failed to disc?ose 0) that they were
obtaining additional compensation on these transactions and Ol) that comparable or similar
ARS were available that paid a higher rate of interest

? NASD Rule 2110 requires members and asaociated per?ons to observe hlgh standards of
commercial honor and just and equitable principles of trade.

4 MSFIB Rule G-17 prohiblts deceptive or unlair pract?ceg in the conduct ot municipal securities
actMtles.
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Inter-Client Purchases

ln 32 transactions Involving seven of the Discretionary Clients, the group purchased AFIS
from existing CCM client accounts in Instances when they could have purchased
comparable or similar ARS off of the Jefferies' offering sheets that, at the time, would have
paid higher yields to these clients.

Russo and D'Addario failed to disclose 0) the conflict associated with their role as agent tor
both the selling and purchasing customers, including in 21 instances in which the group
exercised discretion not only for the buying customer but for the selling customer as well;
and, (Il) that comparable or similar ARS were available that paid a higher rate of interest at
the time.

By virtue of the foregoing, Russo and D?Addarlo violated NASD Rule 2110 and MSRB Rule
G-17; and Jefferles violated NASD Rule 2110 by reason of violating Section 17(a)(2) of the
Securities Act of 193? and MSRB Rule G-17.

2) Jefferlei Exercised -'----- Without Written Authority Violating NASD Rulei
2510 and 2110

NASD Rule 2510(b) as well as J0fferies' written supervisory procedures expressly
prohibited registered representatives from exercising discretion without prior written
authorization from the client and approval from Jefferies.

Nevertheless, with the Firm's knowledge, the CCM group exercised discretion to buy or
sell AAS in dozens of transactions involving their Discretionary Clients without having
written authorization from these clients or written approval from Jefferles.

By reason of the foregoing, Jefferles violated NASD Rules 2510? and 2110.

3) Jefferle? Failed To Deliver Official Sta?*ii?m,?. On Municipal New Issue ARS:
MSRB Rulel G-32 and G-17

Of the 32 new issue transactions previously described, 20 were new issues of municipal
securities. As such, Jefferles was obligated, but failed, to deliver to the Discretionary
Clients copies of the official Statements In connection with these transactions.

By reason ol the foregoing, Jeflerles violated MSRB Rules G-3? and G-17.

? Section 17(a)(2) ol the Securmes Act of 1933 makes it unlawful Yor any person in the offer or sale
of any securities ...by the use of any means or Instruments of tmnsporlatlon or communlcaton In
lrter?tate commerce or by use of the malis, directly or indirectly- ...to obtain money or property by
means ol any untlue statement cl a materlal fact or any omtsalon to state a materlat ?act necessary
in order to make the statement? made, in light of the circum?iances under which they were made,
not misleading.: A violation of Section 17(a)(2) of the Securities Act of 1933 constitutes a violation
ol NASD Flule 2110.

? NASD Rule 2510 requires prior written authori?tlon from a customer before a firm or a registered
representative may exercise any dia?ei;onary power In that customer's account The rule further
requires the firm to approve all such discretionary acoounts In writing.
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4) Jef?erle?? U??d M?????Itng Communlcatlon? With the Public Violating NASD
Rules 2210, 2211, and 2110 and MSRB Rules G-21 and G-17

Jefferies used time dlfferent pieces of sales material in connection with ARS transactions
that violated NASD Advertising Rules (Rule 2210 and 2211) and the MSRB Advertising
Rule? by mlsrepresenting the nature of ARS as follows:

ARS Pltchbook

Jetferies prepared art ARS Pltchbook 

- a 1 +page presentation with at least two versions:

an April 16,2007 version and an earlier undated version. Jefferies used a version ol this
document to solicit sales of ARS from June 2003 to February 2008.

The undated version d the ARS Pitchbook, used to solicit ARS transactions from a client
as late as November 26,2007, inaccurately stated that *IARS] are...generally classified as
cash equivalent investments for accounting purposes: In fact, as was known to Jefferles
at the time, ARS were classified as marketable securitlesfor accounting purposes.

In addltion, both versions of the Pitchbook contained incomplete comparisons between
ARS and money market instruments. For example, the Pitchbook referred to taxable ARS
as a 'high quality cash investment that is an excellent cash management vehicle;? and, as
having Yrequent reset modes providing liquidity.? The Pitchbook was distrbuted no fewer
than four times to three CCM clients during the relevant period, as well as to PCS brokers
on request.

Mnnlhlv CR*h MAnaoement Statement

Monthly Cash Management Statements (the 'Statements?) are report? generated by
Jetferles using Advent software and sent to CCM clients. They were Sent to CCM clients
on a monthly basi? throughout the relevant period.

The Statements improperly classified ARS maturity dates using the reset date rather than
the actual maturity date of the security. As a result, the Statements misrepresented ARS
as a short term investment maturing within 90 days or lesa, when in fact the ARS were a

7 MSAB Rule G-32 pmhibited broker-dealem frorn selling mwilctpal securities to a customer unless
It delivered to such customer a oopy ol the ?mcial statement by rio later than the settlement of the
transaction.

8 NASD Rule 2210(d)(1)(A) provides that all member oommunlcai?urls with the public shall be
based on pr?nclpl of fair dealing and good faith. must be fair and balanced, and must provide a
aound basle for evaluating the facts. NASD Rule 2210(d)(1 )(B) provides that no member may make
any false, exaggerated, unwarranted or misleading statement or claim in any communication with
the publk. NASD Flule 2210(d)(2)(B) provides that any comparison in advertisements or-literature between Investments must disclose all material differences between them. NASD Rule
2211(dX1) providee that altlnstltuuonal sales material and correspondence are subject to the
content standard? ol Rule 2210(d)(1).

MSRB Rule G-21 prohibits the publication or dissemination of any advertisement relating to
municipal Becurlt!ee that is materially false or misleading.
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long term investment that matured in twenty yeam or more. More than 200 of these
Statements were sent to approximately 40 customers during the relevant period.

Three-Paae P[Q?sal Given To Cusk*ner P

One of the CCM clients, Customer P, received a three-page proposal during an initial in-
person meeting between representatives of Customer P and Jefferles on October 2, 2006.

The proposal contained numerous Inve.trr,errt options listed in order of increasing maturity
and improperly identified ARS as monthly maturity investments.

By reason of the foregoing, Jetferles vklated NASD Rules 2210,2211, and 2110 and
MSRB Rules G-21 and G-17.

5) Jefferle? Sold Ru*ir;?ia? Securttlee to a Nor?Quallfled Customer, Violating NASD
Rule 2110 By Ra??,n, of Vlolatlng Sectlon 5 of the Securltlel Act of 1933

Section 5 of the Securities Act of 1933 pmhlblts the sale d unregls?ered securitles that are
not othemise exempt from registration. Rule 144A Is a safe harbor that permits
unregistered securities to be sold to qualified institutional buyers, or Ql Bs, provkled that
certain conditions are met QIBs are Institutional Investors with $100 million or more under
management

In order to rely on the Rule 144A safe harbor, a broker-dealer must have a reasonable
belief that the purchaser is a QIB and must also take reasonable steps to ensure that the
purchaser is aware that the seller Is relying on Rule 144A.

In or about September 2006, Customer P, a privately-held start-up satellite company gave
the CCM group $216 MillIon to invest Thls represented all of Customer M irrvestable

-
 a fact kr?own to Jefferles since It had served as Customer Ps investment banker in

raising the money and also because it had the contractual right, under Its Investment
banking engagement letter, to provide exdusive cash management and other brokerage
services to Customer P.

As of August 1,2007, the value of the Customer P accounts had decreased below $100
million and thereafter, since no additional money was provided for investment, Customer P
no longer qualified as a QIB. However, after August 1,2007, Jefferles purchased two ARS
on Customer P'? behalf that were unreglstered private issues, referred to inthe industry,
as Rule 144A paper. one on August 14, 2007 In the amount of $7.5 million and one on
January 29,2008 In the amount of $600,000.

Because Jefferies failed to satisfy the conditions of the Rule 144A safe harbor, it sold
unregistered securities to Customer P In co,??aventlon of Section 5 of the Securities Act of
1933. By virtue of such conduct, Jefferies vlolated NASD Rule 2110.

6) Jefferle? Failed To Im?l*,,=,1 or Enforce An Agreed-Upon I,,f<n,,=lIon Barrier
VIolating NASD Rule 2110

In September 2006, Jefferies became an equity owner in Customer P and was given
representation on Customer M Board of Directors. From September 2006, Jefferies had
an employee sit on Customer P's Board in order to represent its equity interest From
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?e-,
about July 2007 forward, that employee was a high-ranking executive at Jefferies. By
virtue of his presence at Board meetings and deliberations and his interactions with other
Board members in his capacity as a Board member, the Jefferies' executive had access to
confidential information relating to Customer P.

In an engagement letter dated January 8,2008, Jefferies agreed to implement an
information barrier between the Jefferies' board member and the investment banking team
at Jefferies that was separately providing Investment banking services to Customer P.

Jefferles failed to implement or enforce the infoima?ion barrier and Jefferles' representative
on the Board was unaware of the barrier. He breached the barrier by communicating with
the investment banking team, Including in Instances Where he shared the confidential
thoughts and deliberations of t!?e Board.

By reason of the foregoing, Jeflerles violated NASD Rule 2110.

7) Jeff*rle? Failed TO Cre?te And Maintain Accurate M?,,??,m?d? Of Customer ARS
Ordem Violating SEC Rule 17?4, NASD Flules 3110 and 2110, and MSRB Rules
G-Band G-17

During the relevant period, the CCM group executed ?p?iu?li,,?lwly 760 ARS trades,
including for municipal security ARS. These trades were on behalf of both CCM and PCS
clients.

Over half of the trades had deficient or missing order tickets: 46 of the tickets were
missing in their entlrety; 279 did not contain a time stamp; and, 87 had numerous other
deficiencies, including, for e*ample, the failure to indicate whether the trade was executed
on principal or agency basis and whether the trade was solicited or unsolicited.

By reason ofthe foregoing, Jefferies violated SEC Rule 17a-3, and NASD Rules 3110 and
2110, and MSRB Rules G-8 and G-17:

8) Jefferlei Failed To Establish and Maintain Adequate Supervisory Procedurel
Violat?ng NASD Rulei 3010 and 2110 and MSRB Rules G-27 and G-17

Jefferies violated NASD Rule 3010 and MSRB Rule G-27'0 by faillng to establish and
maintain procedures for the CCM group that were reasonably designed to achieve

? SEC Rule 17a-3 of the Securities E*change Act of 1934 requires that a memorandum of each
brokerage order for securttlee transactions need to be created and maintained. Suchl memorandum
must show the terms and oondltlons ol the order, including the time the order was reoeived and
entered.

NASD Rule 31 1 0 requires, among other things. that each member make and presen?e books and
records as prescribed by SEC Rule 17*-3.

MSRB Rule G-8 requires brokers, dealers and municipal securltlea dealers to make and keep
memoranda ol transactlons In municipal aecurmee that show, Inter alla, the time of receipt and
execution of the order.
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compliance with the federal securities laws and applicable NASD and MSRB rules. For
instance, Jefferies failed to have written supemlsory procedures for th0 CCM group, failed
to have procedures In place to ensure adequate dl?closure to CCM group customers, and
failed to have adequate systems and procedures In place to ensure that written authority
was obtained for discretionary clients, that delivery of of#cial statements on new issue
municipal ARS was made, that the CCM group's advertising and sales materials be
adequately reviewed; that Rule 144A paper only be sold to qualified customers; and, that
ARS order tickets were adequately completed.

Accordingly, Jefferies violated NASD Rules 3010 and 2110 and MSRB Rules G-27 and G-
17.

OTHER FACTORS

In determining the appropriate sanctions ln.thls matter, FINRA has taken into account the
following efforts by Jefferies to provide remediation to customers as a result of their ARS
holdings:

In July 2008, Jefferle? began remtttlng all trailing commissions received for frozen ARS
held In customer accounts directly to its customers on a go?forward basis. As of October
2010, Jefferies had remitted In excess ol $868,000 In such fees to customers.

In December 2008, Jefferles engaged in a partial voluntary buyback of MIS held in retail
accounts, offering to purchase up to $5,DOD,000 at par from all but one customer. It spent
approximately $63 million in connection with this buyback

ln addition, Jefferies has agreed to provide additional remedlatlon to certain of its AFIS
customers as described below.

SANq[IQN?

B. Respondents also consent to the imposition of the following sanctions:

1. Jefferies & Co. Inc, oonsents to the imposition of the following sanctions:

a. Acensure;

b. A fine in the amount of $1,500,000 ($650,000 of which pertains to the
violations of MSRB Rules G-17, G-32, G-21, G-8, and G-27);

c. Payment of approximately $425,000 in remedlatlon to certain customers

'? NASD Rule 3010 requires each member finn to establish and maintain a system, Including
written prooedures, to supervise the activities of ite employees that is reasonably designed to
achieve compliance with the federal securities laws and NASD rules.

MSRB Rule G-27 requires each broker, dealer and municipal securities dealer to supen?lse the
conduct ?f its municipal *ecuritiee activttles to ensure oornpliance with MSRB rules and the federal
securities laws, and requires each firm to eetablish and maintain a system, including written
procedures, to supervise munic?pal securities actlvttle,that is rea?nably designed to achieve
compliance with the federal securities laws and MSRB rules.
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of the CCM group who purchased or held ARS in acoounts at Jefferies
during the period January 1, 2007 through July 31, 2008, such payment
representing all commissions and fees earned by Jefferles on such
customers' ARS purchases or holdings during the foregoing period. The
customers and payment amounts are iderrtifled on a schedule dated
October 28,2010 previously provided by Jefferies to the Depattment of
E,,An 

?m, im, L

d. Jefferles agrees to provide satisfactory proof of payment, or of
reasonable and documented efforts undertaken to effect payment, to
FINRA staff no later than thirty (30) days after the issuance of this AWC.

Jefferies agrees to pay the monetary sanctlon(s) upon notice that thts AWC has
been accepted and that such payment(s) are due and payable. Jefferies has
submitted an Election of Payment form showing the method by which it
proposes to pay the fine imposed.

Jefferies specifically and voluntarilywalves  any right to claim that it is unable to
pay, now or at any time hereafter, the monetary sanction(s) imposed In this
matter.

2. Anthonv J. B?'*sq consents to the imposition of the following sanctions:

a. A suspension from associating with a member firm in all capacities for
five (5) business days; and,

b. A fine in the amount of $20,000 ($10,000 of which pertains to the
violation of MSRB Rule G-17).

Russo agrees to pay the monetary sanctions upon notice that this AWC has been
accepted and that such payment is due and payable. He has submitted an Election
of Payment form showing the method by which he proposes to pay the fine
Imposed.

Russo specifically and voluntar#y wahtes any right to Claim that he Is unable to pay,
now or at any time hereafter, the monetary sanctions imposed in this matter.

Russo understands that If he is barred or suspended from associating with any
FINRA member, he becomes subject to a statutory disqualification a? that term Is
defined In Section 3(a)(39) of the Securities Exchange Act of 1934, as amended.
Accordingly, he may not be associated with any FINRA member In any capacity,
including clerical or ministerial functions, duringtheperiod of the bar or suspension.
Qqg FINRA Rules 8310 and 8311.)

3. Robert A. D'Addario consents to the Imposition of the following sanctions:

a. A suspension from associating with a member fIrm ?n all capacmes for
ten (10) businessdays; and,

b. A fine in the amount of $25,000 ($12,500 of which pertains to the
violation of MSRB Rule G-17).
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D'Addario agrees to pay the monetary sanctions upon notice that thBAWC has
been accepted and that such payment is due and payable. He has submitted an
Election of Payment form showing the method by which he proposes to pay the fine
imposed.

D'Addarlo specifically and voluntarily walves any right to claim that he is unable to
pay, now or at any time hereafter, the monetary sanctions imposed in this matter.

D'Addarlo understands that if he Is barred or suspended from associating with any
FINRA member, he becomes subject to a statutory disqualification as that term is
defined in Section 3(a)(39) d the Securities E*change Act ot 1934, as amended.
Accordingly, he may not be associated with any FINRA member in any capacity,
including clerical or ministerial functions, during the period of the bar or suspension.

(?F!NRA Rules 8310 and 8311.)

4. Jeflerles & Co.,-Inc. further agrees to the following undertaking:

Buvback MC
a- Jetferies will alter to purchase at par AFIS that are subject to auctions

that have not been suocessful as of the date of this AWC and are not
subject to current calls or redemptiona (*Eligible ARSD from all investors
in the Relevant Class, as described below, that have not previously had
their ARS repurchased by Jefferlesasa result of its voluntarybuybacks
or other remedlal efforb?. For purposes of this AWC, the Relevant Class
shall be comprised of all Individual Inve?toi-8 who purchased Eligible
ARS from Jefferles at any time between May 31, 2006 and February 28,
2008 into accounts maintained at Jefferles, with the exception of two
individuals whose names have been separately identified In a
communication between Jelrerles and the Department of Enforcement
dated March 2,2011. In addition to natural persons, the following
entities will also be treated as Individual Investors (except to the exterrt
they are for the benefit of or controlled by either of the two indMduals
referenced above):

I. Any account with the following beneficial owner.
1. non-prom charitable organizations; and
2. religious corporations or entities.

il. Any account with the following beneficial owner (other than any
entity that is a public oompany with assets ?f more than $50
million as of December 31, 2007) tile value o? which at the time
of any ARS purchase made through Jefferies between May 31,
2006 and February 28,2008 did riot exceed $10 million:

1. trusts;
2. corporate trustsi
3. corporations;
4. Employee pension plans/ERISA and Taft Hartley Act

plans;
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5. educa?onal institutions;
6. incorporated non-profit organizations;
7. limited liability companies;
8. Iim?ed par?nerships;
9. ncmpubllc companies;
10. paltnershlps;
11. personal holding companies; and
12. unlncorporated associations.

b. No later than 30 days following the date this AWC is accepted by
FlNRA, Jetlerles wit

i. Provide notke to those current customers in the Relevant Cla88
who have rights under this AWC and make its best efforts to
provide notice to former customers in the Relevant Class of the
settlement ?*ms set forth In this AWC. Such notice shall not be
unacceptable to the FINRA staff;

H. Contemporaneously establish a dedicated telephone assistance
line, with appropriate staff, to respond to questions from
investors concerning the terms of the settlement; and

iii. Commence the buyback of all Eligible ARS by written offer to the
Relevant Cla? (the "Wrltten Otlef). Investors will be given at
least thirty (30) days from the date of the Wrltten Offer letter to
respond to the Written Offer. The buyback will be completed no
later than sb?y (60) days after the date of the Written Offer letter.

c. Commencing no later than six (6) months from the date the AWC in this
matter Is accepted by FINRA, Jefleries shall make its best efforts to
provide liquidity to al other investors not In the Relevant Class but who
purchased Eligible ARS from Jefferles between May 31,2006 and
February 28,2008 and own such AAS ag of the date ol this AWC. Such
best efforts, which am at Jefferles' discretion, sha# be completed no
later than sixty (60) days following commencement of the best eflorts.
This best efforts prov?lon does not apply to the two Investors excluded
from the definition of Relevant Class in 4(a) above or to any other entity
that has Iitlgated or arbitrated to final judgment its ARS claims against
Jefferles.

Relief f?or In??estora Who Sold Below Par

d. No later than the completion of the buyback, any Investor in the
Relevant Class that Jefferles can reasonably identify who sokl Eligible
MIS below par between February 28,2008 and the date of this AWC
will be paid the difference between par and the price at which the
investor sold the ARS.
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Consequential Damages Claims

e. Jefferies agrees to arbitmte ?aims for consequential damages filed by
Investors in the Relevant Class relating to Eligible ARS through a
Special Arbitration Program (SAP) in accordance with rules set forth by
FINRA Dispute Resolution under the authority of this AWC. Such rules
have been issued and are available to Jefferies and investors through
FINRA's web site. No later than the date of the Written Offer letter,
Jefferies shall notify those investors in the Relevant Class who are
eligible to seek consequential damages related to Eligible ARS under
the SAP. This process is voluntary on the part of qualifying investors
and does not preclude those investors who elect not to participate in the
SAP from pursuing other available remedies. Arbitration under the SAP
shall be conducted by a single public arbitrator, unless the claim for
consequential damages is $1,000,000 or greater, in which case, a panel
of three public arbitrators may be appointed if both parties agree.

f. Any investors who choose to pursue such claims shall bear the burden
of proving that they suffered consequential damages and that such
damages were caused by investors' inability to access funds consisting
of investors' ARS purchases through Jefferies. Jefferies shall be able to
defend itself against such claims provided, however, solely for the
purposes of the SAP, Jefferies shall not contest liability related to the
sale of ARS; and provided further that Jefferies shall not be able to use
as part of its defense an investor's decision not to sell ARS holdings
prior to the acceptance of this AWC nor the investor's decision not to
borrow money from Jefferies if such loan facility was made available to
ARS holders.

Regorts Conceminq Comgliance with Settlement

g. Jefferies shall provide FINRA with a report no later than thirty (30) days
following the completion of the buyback setting forth (a) the names and
a?ount numbers of each ARS customer to whom the buyback offer was
made, (b) an accounting of each instance in which such ARS customers
accepted the buyback offer and sold ARS holdings to Jefferies, and (c)
the names, account number$, and an accounting of those customers
paid pursuant to paragraph d above. Jefleries shall also notify F?NRA
within thirty (30) days of the completion of the best efforts undertaking
set forth above in paragraph c of the nature and results of such efforts.
The accuracy of such reports shall be certified by the Chief Compliance
Officer of Jefferies.

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

For good cause shown, and upon receipt of a timely written request from Jefferies, F?NRA
staff may extend any of the dates set forth above.

".
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WAIVER OF PROCEDURAL RIGHTS

Respondents specifically and voluntarily waive the following.rights granted under FINRA's
Code of Procedure:

A. To have a Complaint issued specifying the allegations against them;

B. To be notmed of the Comif[?nt and have the opportunity to answer the
allegations In writing;

C. To 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. To appeal any such decision to the National Adludicatofy Council (*NACD
and then to the U.S. Securities and Exchange Commission and a U.S.
Court of Appeals.

Further, Respondents specifically and voluntarily walve any right to claim bias or
prejudgment of the General Counsel, the NAC, or 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.

Respondents further specifically and voluntarily walve any right to claim that a person
violated the ex parteprohibitions ot FINRA Rule 9143 or the separation of functions
prohibitions of FINRA Rule 9144, in connection with such person'8 or body's participation
in discussions regarding the terms and conditions of this AWC, or other consideration of
this AWC, including its acceptance or relectlon.

"I.

OMEA UA IiEM
Respondents understand that

A Submission of this AWC is voluntary and will not resolve this matter unless
and until It has been reviewed and accepted by the NAC, a Review
Subcommittee of the NAC, or the Office of Disciplinary Affairs (?ODAD,
pursuant to FINRA Rule 9216;

B. If this AWC ls not accepted, its submission will not be used as evidence to
prove arry of the allegatlons against Respondents; and

C. It accepted:

1. This AWC will become part of Respondenb?' permanent disciplinary
record and may be considered in any future actions brought by
FINRA or any other regulator against the Firm;
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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 lhereoi ln accordance with F?NRA
Rule 8313 and

4. Respondents may not take any action or make 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. Respondents may
not take any position in any prooeedlng brought by or on behalf of
FINRA, or to which FINRA ls a party, that Is Inoonslstent with any
part of this AWC. Nothing In this provlsk) n affects Respondents'
right to take legal or factual positions in litigation or other legal
proceedings in which FINRA is not a party.

D. Respondents may attach a Corrective Action Statement to this AWC that is
a statement of demonstrable corrective steps taken to prevent?uture
misconduct Respondents understand that they may not deny the charges
or make any statement that is Inconsistent with the AWC in this Statement
Trlls Statement does not constitute factual or legal findings by F?NRA, nor
does it reflect the views of FINRA Or its staff.

The undersigned Resllondents or, In the case of Respondent Jefferles, a person duly
authorized to act on behalf of Jefferles, certify that they have read and understand all of
the provisions of this AWC and have been given a full opportunity to ask questions about it
that each has agreed to its provisions voluntarily; and that no offer, threat, lnducement, or
promise of any kind, other than the terms set forth herein and the prospect of avoiding the
issuance of a Complaint, has been made to Induce Respondent? to submit it.

Jefferlea & Company, Inc.,
319111 3771740119--S

-Date BY: .YWMNIM--Mlcrii?el J. St?41Y 

rMM V?¢é?, ??i?Jent,

General r- ?4?4and Secretary
iJ

Date Anthony J. Russo, Respondent
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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 FINRA
Rule 8313 and

4. Respondents may not take any action or make 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. Respondents may
not take any position in any proceeding brought by or on behalf of
F?NRA, or to which FINRA is a party, that is inconsistent with any
part of this AWC. Nothing in this provision affects Respondents'
right to take legal or factual positions in litigation or other legal
proceedings in which FlNRA is not a party.

D. Respondents may attach a Corrective Action Statement to this AWC that is
a statement ol demonstrable corrective steps taken to prevent future
misconduct Respondents understand that they 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.

The undersigned Respondents or, in the case of Respondent Jefferies, a person duly
authorized to act on behalf of Jefferies, cerbfy that they have read and understand all of
the provisions of this AWC and have been given a full opportunity to ask questions about it;
that each has agreed to its provisions voluntarily; and that no offer, threat, inducement, or
promise of any kind. other than the terms set forth herein and the prospect of avoiding the
issuance of a Complaint, has been made to induce Respondents to submtt it

Jefferies & Company, Inc.,
Respondent

Date By:
Michael J. Sharp
Executive Vice President,
General Counsel and Secretary

3/H/R.Ii QMAR-Date MMOM Jf ?60. Respondent
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2*11 .Dat? Robert A D'Addario, Respondent

Reviewed by:

Robert M. Romano, Esq.
Counsel for Jefferies & Company, Inc.
Morgan, Lewis & Bocklus LLP
101 Park Avenue
New York, NY 10178
(212) 309-7083

David Spears, Esq.
Counsel for Anthony J. Russo
Spears & ImeBLLP
51 Madison Avenue
New York, NY 10010
(212) 213-6996

GZiR 

IJ.S
Richard D. Weinberg, Esq.
Counsel for Robert A. D'Addarlo
Morvlllo, Abramowltz, Grand, Iason, Anello & Bohrer, P.C.
565 Frfth Avenue
New York, NY 10017
(212) 880-9485
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Date Robert A. D'Addarlo, Respondent

Reviewed by.

iWASZD
Robert M. Romano, Esq.
Counsel for Jefferles & Company, Inc.
Morgan, Lewis & Bocklus LLP
101 Park Avenue
New York, NY 10178
(212) 309-7083

David Spears. Esq.
Counsel kir Anthony J. Russo
Spears & lmea LLP
51 Madison Avenue
New York, NY 10010
(212) 213-6996

Richard D. WelnDerg, Esq.
Counsel for Robert A D'Addarlo
Mon?ilID, Abramowltz, Grand, jason, Anello & Bohrer, P.C.
565 Fifth Avenue
New York, NY 10017
(212) 880-9485
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Date Robert A. D'Addarlo, Respondent

Reviewed by:

Robert M. Romano, Esq.
Counsel for Jefferies & Company, Inc.
Morgan, Lewis & Bockius LLP
101 Park Avenue
New York, NY 10178
(212) 309-7083

?MiJVM
Counsel jor Anthony J. Russo
Spears & Imes LLP
51 Madison Avenue
New York, NY 10010
(212) 213-6996

Richard D. Weinberg, Esq.
Counsel for Robert A. D'Addarlo
Morvillo, Abramowltz, Grand, Iason, Anello & Bohrer, P.C.
565 Fifth Avenue
New York, NY 10017
(212) 880-9485
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Accepted by FINRA:

41,41.,
Signed on behalf of the

Date Di ?F????
 authority

JA#NEM
Chief Counsel and Associate V.P.
FINRA Department of Enforcement
1801 K Street, NW, Suite 800
Washington, DC 20006

(202) 97+2917 (telephone)
(202) 721-8303 (fax)

-
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