FINANCIAL INDUSTRY REGULATORY AUTHORITY (FiNRA)

OFFICE OF HEARING OFFICERS
DEPARTMENT OF ENFORCEMENT,
OMPLAINANT. DISCIPLINARY PROCEEDING
¢ ’ No. 2009016159101 '

v.
_ ITRADEDIRECT.COM (CRD No. 18281),
RESPONDENT.

COMPLAINT
The Department of Enforcement alleges: ‘.
‘Snmm
L During 2008 through 2010, iTRADEdirect.com (“iTrade™) operated a boﬂm'room
~ out of its Selden, New York office. Registered representatives at the firm routinely cold-called
pmﬁﬁﬂmmmmmedmummdmdmdmmmedummind&vMswho
* never agreed to become customers of buy securities through iTrade. The firm also falsified
account records, made recommendations to potential customers without a basis for determining
whether the investment wes suitable, failed to report more than 50% of the complaints it received
ﬁumﬂswmm,violatedﬁmnetapimlbnoksmdmr&smmmdmmsedmﬂlow
FINRA to inspect and copy certain of the firm’s boaks and records 2s part of an on-site
2. By virtue of this conduct, the firm, which is now defunct, violated NASD
Conduct Rules 2120, 2310, 3070, and 311({a); NASD Conduct Rule 211 {for conduct pre-
 dating Docember 15, 2008) and FINRA Conduct Rule 2010 (for conduct on or afles December
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15, 2008); Sections 10(b), 15(c)3) and 17(a) of the Securities Exchange Act, aud Rules 106-5,
15¢3-1, 1723, 172-5, and 17a-11 thereunder,
| RESPONDENT

3. ITRADEDIRECT.COM (CRD No. 18281) became a member fim in 1986. The
mainufﬁoeofﬂleﬁnnwasinBocaRamP‘imida,althoughdmtofﬁoehﬁonlymregiswed
pmonsdumgtbmlevammpenod. iTrade has had branch offices in New York City,
P'londn,Mmhlngahformn,andlmglshnd,althmgmonlythelnuglshndlnnchafﬁcewa&
active during the time period relevant to this Complaint. The Long lslmdofﬁ%locatedﬁrslh
Heuppauge, thea in Sciden, and finalty, briefly, in Farmingville, was owned by & registered
principal of the fixm.

4. A:allnmcsmlevammthemvcsugauon,meﬁrmwaspnmpanywmdbya
corporate entity, ITRADEnow.com Corp, which is principally owned by an individual who was |

. alsothe President and Chicf Executive Officer of the firm.

5. iTrade filed a Form BDW on May 28, 2010, and its membership was cancelled on
or about June 29, 2010 for non-payment of an arbitration award. :

6. AMgllRﬂpOﬂda:ﬂhﬂSﬂﬂthﬁaFlNRAMb&ﬁtﬁ)sianmem.Mlﬂ,it
mﬁnsmmjeamm’sjlﬁsdicﬁmformposesoﬂhisMg,pmmﬂrﬁclew.
Section 6 of FINRA's By-Laws, because. (1) the Complaint is being filed within two years afice
the date upon which it ceased 10 be  FINRA member and (2) the Complaint chasges & with
misconduct committed while it was a FINRA member.

7. iTrade has been the subject of numerous disciplinary actions, by FINRA and by
sweregulam including:

a amanddmstoﬂm-mﬂmmofmmwmkemgmmmmmby



c.

the Connecticut Banking Commissioner on June 3, 2010, based on
allegations of failing to disclose a $68 per transaction handling fee,
employing unregistered agents, and allowing the use of unappmved,salél
scripts (currently pending);

a Januery 10, 2010 settlement with the Blinois Securities Department against
the firm, its President/Chief Executive Officer, and Chicf Compliance  *
Officer, for failure to supervise a registered representative who allegedly
provided false information about a customer and engaged in unauthorized,
excessive, and unsuitable trading, in which the respondeuts agreed to pay
regtitution of $150,000 to the customer;

an April 6, 2009, Letter of Acceptance, Waiver and Consent in which iTrade
wascammdandﬁmdsm.mforOATsrqmﬁngmdrdatedwpuviso;y _
violations by FINRA; a November 27, 2007, Letter of Acceptance, Waiver
deonsauinwhichtheﬁrmWasmmmdandﬁmdNSﬁOObyFMA.

for selling preferred shares of its parent company through a private

placement memorandum which contained inaccurate or misleading
statements, far failing to supervise and train the registered representatives
selling the private placement, and failing to conduct adequate due diligence
regarding the private placement;

& January 24, 2007 Letter of Acceptance, Waiver and Consent in which the
firm was censured and fined $25,000 for failing to retain email; and

.a December 6, 2004, Letter of Acceptance, Waiver and Consent in which

the firm was fined $20,000 for failure to supervise in connection with



supexvision of private placemern sales, Form U4 updates, complaint
reporting, allowing a registered representative to do business in two states

TRE SALES PRACTICE anm(li‘uﬁsr,
SECOND, THIRD, FOURTH AND FIFTH CAUSES OF ACTION)

8.  During the petiod September 2008 through January 2010, iTrade and its
registered representatives engaged in a widespread practice of cold calling poteatial customers
and cresting accounts and buying stock for persons who did not agree to buy stock or open
acoounts. In addition, in many instances, the firm and represcatatives created new account forms
which misstated the “customers™ net worth, income, investment experience, and/ot risk
tolerance, and the representatives often failed to ascertain this information, making it impossible
for thern to fulfill their suitability obligations.

9. . The typical pattern involved iTrade representatives cold calling poteatial
customers, often repeatedly. in many instances, the potential customers agreed to allow the
mvemlmmmwasmmmﬂmﬁﬁmmamdmﬁngme |
call. iTride then created new account documents and placed purchase orders in the name of
those new “customers.” hmmym.memmﬁvamdemmmmﬁommm '
pot_mﬁalmsmmn'snmhmn obtaining information about their financial condition, investment
expesience, risk tolerance, and/or investment objective. They frequently falsified this
infmmaﬁononnewamountdocumenu. _

10.  B.A.' received cold calls from various representatives at iTrade who were trying

to get him to open an account in 2009, including Adam S. In order to get one of the callers off

 The ipitials refer to aon-customers solicited by iTrade represcatatives to open accounts and the registered
representatives. They will be identified in separate filings by the Department of Eaforcement foliowing the receipt
of the respondent’s answer, as will be the customers or potential customers referenced in ather portions of this
Cornplaint.



the phone, B.A. agresd to allow iTrads to send him information. He refused to provide his
personal information to iTrade, and never agreed to open an account or buy any stock through -
iTrade. iTrade nonctheless bought 100 shares of ProShares Trust in B.A.’s name on Augast 28, -
2009 for spproximately $1,170. m'stmmfmmmfalsdymﬁat
B.A. had extensive experience in stocks, bonds, fumds, and options, a high risk tolerance, an

 investment cbjective of trading/speculation, income of $100,000 per year, and a net warth of §1
‘ 1L MrwﬁvedacoldéaﬂinAuguuZOﬂQﬁomﬂrademgistemdmpmemaﬁve
P.S., who was trying to get him to open an account with Trade. P.S. tried to sell him stock in a
company called Duoyuan Global Water, Inc. MLA. iold P_S:to send him some information on his
firm and oz Duoyuzn. AfewdayslamM.A.rwcivedapadmgc.whichmﬂudedwmemw '
acmpapmworkandalenerexplainingthatheuwed-ﬂmdewcxinmmlyﬁ,mofom.
pmdmeoflﬂﬂshamsofbuoymnmadconhisbdmlfonAugi&tﬁ.M. P.S. never
discussed MLA.’s investment experience, investment objectives, ot risk tolerance with him.
Although M.A. had nevex traded stocks, bonds, mutual finds or options, P-S. indicated on the
New Account Information sheet that M.A. had extensive experience in stocks, moderate .
experience in bonds and funds, and hittle experience in options. He also indicated on the dew
mjnfmﬁonsheetthu'mmumwmmomsomo;wmm actually had o net
worth or retirement savings.

12, R.A, was cold called by iTrade registered representative RN. A second
registered representative, .M., tried to get RA. io imvest in ProShares Trust, telling him that the
stock was going up. R.A. told TM. that he had never invested before, and only has a life
insurance policy. R.A. told TM. wsﬁﬂinformaﬁmabomme‘stockaﬁdﬂ'fade. On June 5,,



2009, iTrade purchased100 shares of ProShares Ultra Basic Materials Fund for approximately
$2,000 in R.A.’s name without his authorization. T.M. created a New Account Information

 sheet that represented R.A. as having two years of expesience in the market. The New Account .
Mmﬁm@dﬁmhvamyhﬁcﬁwdﬁsﬁsk&hmmhvwmﬁexp&im

13, MB. was cold called by iTrade registcred representative Anthouy . in late April
- 2009, who tried 10 get M.B. to open an sccount and buy shares of ProShares, asserting that he
mmémckwasgoingmgnupvuywon,mdthathewuexpecﬁngam:eﬁnn'onit. He
mldMﬁ.Mm'u.wmﬂdbemoppmumhngahmﬂwgmmdﬂoa.mdﬂmﬂthy
would not be there long. M.B. told Anthony S. that he did not want to invest, and never agreed
to open an account or purchase any security. On April 17, 2009, iTrade bought 100 share of
. ProShares Ulira Basic Materials Fund for M.B. without his authorization at a cost of
* approximately $1,575. M.B. never discussed his investment experience, risk tolerance, or
mvestment objectives with Anthony S. or anyone else from iTrade.

14, AB. was cold called on September 17, 2009, by iTrade registered representative
AdemS. They discussed two stocks, Sinovac Biotech Ltd. and Melco Crown Entertainment
Ltd. During that conversation, A_B. agreed to open an account and purchase Melco Crown
Ententainment, but refused to invest in Sinovac until he had a chance to look into the company
himself. He specifically refused 10 use margin. Adam S. never asked A.B. about his investment
objectives or risk tolerance. Contrary to A.B."s direction, iTrade bought 100 shares of Sinovac
for him on September 17, 2009 for approximately $1000. On November 10, 2009, iTrade soid
3,000 shares of Melco Crown Entertainment for approximately $13,400 and bought another
2,500 shares of the same stock for approximately $10,860h1A.B.’s account without

authorization,




15.  JD, was cold called by iTrade registered representative P.S, three times between -

Aprit and October 2008. In late October 2008, P.S. tried to get him o buy stock called LDK

Solar Company, telling J.D. that he had lost money he could have earned because he did not act .

on his recommendation from the three previous calls, and telling him that he needed to get in on
LDK Solar imumediately because he knew that 3.D. would meke at least 15%. J.D. told P.S. that
hewﬂdsmdsomehfarmﬁombmmnlj).heneededwdkmﬁwﬂhhiswifebcfm
parchasing any stock. On October 29, 2008, iTrade bought 100 shares of LDK Solar for |
approximstely $1,600 for J.D. without his authorization. P.S. never discussed J.D.’s financial
mmmmﬂmummﬁwamm ID, was
retired with 0o inoome other than Social Secutity, had a net worth under $250,000, and had
never inested in options, However, iTrade indicsied on the New Acoount Information sheet
that J.D. had income of $90,000 per year, a net worth of $500,000, and 2 little experience in .
16.  RE. received a cold call from iTrade registered representative Anthony 8. in
approximately November 2008. Anthony S. tried to get him to buy a stock called OptionsXpress
Hokding Company, tclling R.E. that it was a great stock and a once in a lifetime opportunity.
R.E.didnotag;eetﬁbtlythestock.mdtoldAmhmyS.mathewasnotinmeswdinwgﬂﬂ
account. He agreed to allow {Trade to sead him documets. On November 20, 2008, iTrade
bought 100 shares of OpliomXpmgs HoldingCnmpanjrforR.E. for approximately $1,275, and

repeatedly called R.E. 1 try to get him 10 pay for the stock. The financial information on the -

New Account Application and New Account Information sheet for R.E. was inaccurate. The
New Account Application reports income and liquid net worth of $500,000-999,999 and total net
worth of $2,500,000 or more, and the New Account Information sheet shows annual income of

~



$500,000 and net worth of $5 million. In reality, R.E.’s income was approximately $350,000,
and his liquid net woth approximately $200,000. Although R.E. considers himself tobe a
couservative investor, the New Account Application represents his objective to be speculation
and his risk tolerance aggressive. The New Account Application also represents him as having
had extensive experience investing in stocks, bonds, and options, and limited experience in
mutual funds, UITs, and annuities. In reality, R.E. had never invested in securitics or had a
brokerage account.

17 G.F. roceived a cold call from iTrade registcred representative C.L., who tried to
get himm to open an acoount with iTrade and buy Citigroup stock, telling him that Citigroup was
uaderpriced and had nowhere to go but up. He told C.L. that while he might be inclined to buy
Citigroup at some point, he was not interested in purchasing any stock with someons over the
phone. G.F. pever agreed to open an account or purchase any stock with iTrade. C.L. never
asked him about his ifvestment cbjectives or risk tolerance. On December 31, 2009, iTrade
bought 500 shares of Citigroup for G.F. at a cost of approximately $2,100.

18.  E.G. received cold call in approximately January 2009 from iTrade registered -
‘sepresentative Adam 5., who was tryiog o get him to open an socount with {Trade and buy a
security, ProShares. Adam S. told E.G. that the price of the stock was going to double or at least
go up significantly, E.G.didnmngceetoopmanmmmbuyanyshgu,feﬂmmst
dmhemaybekmwdhhwaﬁngwkhlﬁmmmeﬁmbmwmmdm;minfmmﬁmmthc
firm and the stock. iTrade nonetheless bought 200 shares of ProShares Ultra Basic Materials
Fund in his name on January 20, 2009 for over $2,600. E.G. never discussed his investment
experience, investment objectives or risk tolerance with anyone at iTrade. The only account he -
ever maintained was an IRA. He had no experience in options and bonds and a litle experience




“with stocks and mutual funds, and considers his risk tolerance to be conservative and his
investoneat objective 1o be growth, iTrade’s New Account Information form for E.G. reperts
 extensive experience in stocks, bonds, mutual funds, and options, high risk tolesance, zud an
investment objective of trading/speculation_

19.  J.G. was cold called by iTrade registered representative D.P. in or about
November 2008, who tried to get him to open an account and buy KBR, Inc. stack, which the
DLP. said bc knew s going (0 go up. J.G. told D-P. he wanted information about iTrade and
the stock before he would agree to open up an account or make a trade with him, and that he
wanted to do his own independent research. Despkemis;frmdebmghtzmm&xn&m
 for J.G. on November 4, 2008 for more than $3,100. D.P. called him repeatedly to try to get him
to pay for the stock. D.P. never asked J.G. about his investment objectives, risk tolerance,
iﬁmmmmtegympastinvmmmtexpedm.

20. [ was cod called by iTrade registered represeatative Anthoay S. in late
mm.mmgammwwmmtmnmwmyaaulm )

Carriers stock. C.H. did not agres to open an account or buy sny shares, but iTrade bought 300
| sh:resofthastoctfor-himonnewmpummﬂamstofahnostszmo. Anthony S. '.
emﬁnuedmmnhimmmguhiﬁmpayfmmmwﬁningmaheupedm |
mmMM@C.EMmMMwwaMdhepmblem

21.  JH. received a cold call from iTrade registered representative DP., - | |
. recommending that he buy Sinovac Biotech stock. He told D.P. that he was not intcrested at the
moment, but that iTrade could send him information sbout the stock. On September 1, 2009,
iTrade bought 200 shares of Sinovec stock for LLH. for over $2,400. D.P. never asked him about
his investment objectives, risk tolerance, or financial condition, but created a New Accourt




Information form that showed income of $250,000, liquid net worth of $1,000,000, and net
worth of $2,500,000.

22, | revcived cold calls from iTeade registered representative D.P.
who recommended that he look at various stocks on every call. [ 21way= told D.P.
thnhewumthtuesbdinﬁhdc.mdnwamﬁmdemmkeanymdesfmhim
Trade bought 100 shares of ProShares Ultra Basic Matesizls Fund in his name on October 7,
2009 at a cost of approximarely $2,100, The social secarity number, email address, common
mmmmmmmmmmmmmeww'
Information form created by ITrade were all inaccurate. |

23, B.J.received a cold call from iTrade registered representative Adam S, in
December 2009. Adam S. aggressively tried to get him to open an sccount and invest in the
~ ProShares UltraShort Real Estate Fund, telling him that something big was supposed to happen
with the stock, and that B.J. sould meke & lot of mooey by knvesting with hixn. B.J. sepeatedly
told Adam S. that he was not interested in opening an acoount with him and his firm because he
did not do business with people who randomly call him on the phone. Adam S. eventually asked
'ifheeouldsmdsomehfmaﬁon; B.J. told him he coutd send whatever he wanted, but it would .
not change his mind. On December §, 2005, iTrade bought 200 shares of the ProShares
UltraShort Real Estate Fund in his name for approximately $1,700. Adam 5. never asked B.J,
about his investinent objectives or tisk tolerance. .

24, }J. received a cold call from iTrade registesed representative Adam 8, in
Sepmnberm trymgtogﬂll wopmmmwmtmdmvestmshonmalmtemhmge
traded fund. 1. told him o send some informmation. On September 8, 2009, iTrade bought 100.
shares of the ProShares UltraShort Real Estate Fund in his name at & cost of more than $1,200.

10



11. bad never purchased a bond or invested in options. His net worth was approximately
$500,000, and Adam S. never asked him about his investment objectives or risk tolerance. The
mmmmmmmmmhyﬂmmmmmmmésr.om,om
mmmmwmwwmmwmmmmmmumww

 investment experience in stocks, bonds, funds and options o be extensive. '

2S.  C.J. was cold called by iTrade registered representative C.L. in or around
November 2009. C.L. was trying to get C.J. 10 open an account and buy Citigroup and other
stocks through iTrade during the initial telephione call, guarantecing the performance of
Citigroup. On November 17, 2009, iTrade purchased 1,000 shares of Citigroup for CJ. ata cost
of more than $4.300 without C.J.’s suthorization. C.J, has very limited expericnce in siocks,
bonds, options, and mutual funds, sonual income of $55,000, and 4 net worth of $1,000,000. He
never told C.L, that b had extonsive expericnce in stocks, bonds, and nynuel funds, and
moderate experience in options, or that he had a net income of $100,000 or net worth of -
31.(!10,000. as reported on the iTrade New Account Information sheet for him.

26.  J.K. was cold called numercus times in June 2009 by iTrade registered |
representative C.L., who tried to get him to open an acoount and buy some Citigroup stock. J.K
mpwadlytoldC.Lhewunmimmted,bmlc.Lreﬁmedmtakemforanm;wer.so.I.K. told
him to just send some information. He asked J.K. for his social security number. WheaJ.K.
refused to provide it, C.L. told LK. to give him the first three digits and he would put in the rest
of the mumbers. On June 29, 2009, iTrade bought 300 shares of Citigroup stock for J.K. at & cost
of approximately $970, althongh J.K. never agreed to open aa account or purchase any stock
dirough {Trade, C.L. regresented on the New Account Information sheet for LK. that LK. bad

anmaal income of $100,000, net worth of $4,000,000, extensive experience in stocks, boads, and

11




mutual funds, and moderate expericnce in options. In reality, J.K.’s income was approximstely
$25,000, his net worth had never been $4,000,000, and he bad never bought a bond, mutual fund,
or option. | |

. 21, MK received a cold call from iTrade registered representative C.L. in December
2009 recommending that he buy Citigroup stock. He agreed to consider opening an account with
iTrade, but specifically told C.L. he wanted to research the stock. MK, filled out and returned

' ﬁemmmhmmmmwmwbuydﬁmwmmhe .

bad clsewhere, 0nDeoembu3.2009.ideebought2503huesofCitigmﬁpfmmmaﬂ. -
$1,000 in M.K."s name without his authorization. | |

26, I received 2 cold call from iTrade registered representative N:M. in early
Jamuary 2009, N.M'uindhgethiintoopmmancoumwiﬂnimdemdmbuy;sto&caued '
ProShares, telling J.M. that he expected the stock to go up 0 a certain dolfer amount and that if
e bought the stock ﬂghtawayheomﬂdémaminpamtngc. I told N.M. that it was
a bad time for him to invest becanse he had just gone through a divorce, but that he could send
some information. N.M. persistently called JE bu M sicver sgreed to buy stock or
open an account with iTrade. However, iTrade purchased 100 shares of ProShares Ultra Basic

Matczials Fund for IS st a cost of more than $1,600 on January 7, 2009. NM. also created

aNew Account Information sheet in which he represented that [l bad income of $150,000,
a net worth of $1,000,000, extensive experience trading stocks, bonds, and funds, little options
experience, a high risk tolerance, and an investment objective of tradmglspecu]anon In
reality, ] bad no investment experience in bonds, funds, and options, and very linle
expesiencs with stocks. The New Account Inforration sheet also insccurately stated that Il
Il had an acoount at another brokerage firm, and misstated his date of birth. [ never

12




discussed his personal financial information, investment objectives, risk tolerance or mvestment |
expe:ienpewid:N.M..

29. | received a cold call from iTvade registered representative Adam 8. in
August 2009, telling him that a particular stock was supposed to go up about 50% in the next 30
days. _mldAdamS.thathewasnotﬁnueswd,bmthzrep:umtaﬁvekepnalkiﬁgso
fast that IS ol himm o just sead some information and that he woukd 0o his own
indepmdm:mdundmaybeemmdudomgthcsswmhm_mctagmdw :
mmammunorplnchaseanysto&wnh iTrade, OnAugnst?.O.m i'l‘ndepmchasedlm
shares of ProShares UltraShort Real Estate Fund for approximately $1,300 in his name.  Adam
S-mmmmmmvmmmmmkwmmmmw

: aNeoncﬁlm{Infmmaﬁmsheetwithsuchinfomﬁon.

30. .-mﬁwmwmmdhﬁm'imwmmaﬁwm.
during 2009, On September 2, 2009, D.P. recommended Sinovac Biotech, and [N told
D.P. that he may send an apphication and that he would ook into doing 2 transaction. iTrede

. puchasedlmmofsmovmfm_msaptmbuzmmralmmtsl,m.

I ccver auihorized that purchase or discussed a specific nunber of shares that be might

buy with the representative. D.P.nemdimsed_in‘;emwjecﬁvﬁo_r_ﬁsk ‘

wlcrancewhhhhn.bmmaeda.NewAcmumhformaﬁmFamwﬂhinmwmfmaﬁon

ahom_oummonstockaesunentexpuimce.annualhmm&nﬁwwﬂimflliquid
31.  J.N. started receiving cold calls from ﬂrademgisteladrepmmaﬁvoD.P.in

carly 2009 He always tokd D.P. that he was not interested. In August or September 2009, D.P.

called ang recommended Sinovac Biotech. IN. 101d him he could send him something about

13




the stock and that he would take it to his curreat stockbroker to Jook into. On August 20, 2008,
iTrade bought of 200 shares of Sinovac for J.N. for almost $2,000 without authorization. D.P.
never asked I.N. about his investment objectives, risk tolerance, or financial condition, but
maNeﬁAwmmmfomimmmmmm.uhaﬁngamghmmm
growth and trading/specutation as his investment objective, annual income of $400,000, and net
worth of $1,500,000. "
32, T.PmcdvedaeoldcaﬂfromiTndere‘gismedrepmmtaﬁveMmS.h
November 2009. The next month, Adam S. called TP. agsin and, when T.P. said he would °
considetopenin’gupanawomu,passedhhnmamjorbtoker.NMgwhosoliciwdhimfobuy
ManaKind Corporation stock. N.M. told T.P. that he would not be charged a commission and
that N.M.. would only take a cut of the profits if the customter made eoney. Based on this, T.P.
agreed 1o buy the stock. ‘When he received the paperwork, he saw that iTrade had charged him
.a$65handlingfee. | |
3. RS received a cold call from iTrade registered represctative P.S. in December
2008. R.S, agreed to open an account. He agreed to purchase two stocks in fate 2008 and carly
2009, TEREX Corp, and J.P. Morgan Chase, P.S. routinely called R.S. to solicit large dollar
amount purchases in stocks that R.S. had never heard of. P.S. was “completely overbearing” in
trying to get him to buy stock in Direxion Daily, but R.S. repeatedly told P.S. that he was not
inwml.edhthatﬂoc.k. The caly trades he authorized were for TEREX and J.P. Morgan Chase.
PS. never discussed R.S.’s risk tolerance or investment objectives with him. On April 7, 2009
iTrade sold shott 1,000 shares of Simon Propexty Group at a price of $37.18 without RS.’s
Mm@mmmhkaweﬁhmaeﬁmmmewwﬁvemuhedmmmw
short any stocks. iTrade covered the short on April 21, 2009 at a price of $45.21, also without

14




R.S.’s consent, and purchased 6,000 shares of Direxion Daily on margin without anthorization
on the same day for almost $81,000.

34. Z8. received a cold call from iTrade registered representative D.P. in late 2009,
trying to induce him to buy shares of Rino Intemnational Corp. D.P. called ZS. three times over
one or two weeks. mmmmzs.mmwajwummmkum
Duhgﬁesmﬂﬂb&.mggmted&ﬂi&hylﬂﬂsbmofkﬁmlnﬁmﬁmmz&
asked D.P. to send him some paperwork to ook at. On January 5, 2010, iTrade bought 100
shares of Rino International for Z.S. without authorization for more than $3,000.

35. E.S. was cold called by iTrade registered represcatative Antheay S, in December
2008, who tried o get him to open an account with iTrade and buy a security, ProSbares, by
telling him that ProShares was a great stock that was going up, and that something favorable
Wonldbehappeﬁhgwiththemmpmy. E.S. did not agree to open an account or buy any stock,
but asked Anthony S. to send information about the company. On December 15, 2008, iTrade
bought 200 shares of ProShares Ultra Basic Materials Fund for E.S. for more than $3,000. -
Anﬂ:onys.m!ledhimmunge:hﬁnmpayfo?ﬂﬁsmaumadudmde.clm&mm
stock was up and that E.S. needed 10 send money 1o lock in the gains. E.S. told him that he did
not want the stock, but Anthony S. and another person, who Anthony S. said was his partner,
aggressively continued to call E.S., demanding payment for the stock. 'E.S. never d:smssedhls
financial condition, investment objectives, or investment experience with Anthony S. or anyonse
else at iTrade. The New Account Application represents his net worth as between $1,000,000-
$2,500,000; inreaiity.it\is about $500,000. It shows his liquid net worth as about $200,000-
$500,000; it is really between $50,000 and $100,000. lheNBWAcoomIAppﬁcaﬁQninﬂm

that his investment objective is “Speculation™ and his risk tolerance “Aggressive.” Anthony S.

15




ncverakedthm,hadhedonesoiis would have told him that he was a conservative investor
setking a balanced portfolio. Finally, the New Accourt Application misrepresents E.S.’s
investmeat experience a8 including extensive experience in stocks and options, and Jimited
experience in mutual funds, anmities, UITs, and commodities. E.S. had anly opened bis first
brokerage account in October 2008, and had never bought option, ancuities, UITs, o

36. P8, received a cold call from iTrede registered representative T.M. in January
2010. The representative tried to convince him to invest in ProShares Ultra Basic Materials
Fund. 'T:M. never discussed P.S."s investmen objectives or risk tolerance with him. P:S.
agreed to open an account, but refused to agree to invest in anything yet. Despite this, on
Janusey 5, 2010, iTrade bought 100 shares of ProSharcs Ultra Basic Materials Fund in his name
at a cost of more than $3,500. '

37. J.S.was cold called by iTrade registered representative Anthony S. inhmMay.
2009. .8, agreed to oped an account with iTrade with the understanding that he might use it
buy any security that he might become interested in buying in the future. Anthony S. said that
he can surely afford 500 shares of Excel Maritime Carriers, and I.S. told that him he could
afford 500 shares of Excel Maritime Cartiers, but did not want to buy any stock at the time. On
May 28, 2009, irmapmhmdsmmofﬁxmmﬁnecmml.é.'smwm
authorization for more than $5,000. Anthony S. called him six or seven times, aggressively
trying to get him to pay for the trade, telling him that the stock had already gone up $3.
Someoneelsefromi'l‘mde.whowsimodlmedasﬂw“seniormcmbﬂ”oft!mmcaﬂedl.s.
along with Anthony S. to pressure him some more to try to get him to pay for the stock. 1.8,

never discussed his personal financial information or investment objectives with Anthony S.
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- The information regarding his income on the New Account Application generated by iTrade is
incorrect. It represents J.S."s income as $500,000-$999,999; in reality, during the preceding
few years, his annual income was not close to that range.

38. f.v.qammmbymmmmmmﬁwmmnmm
who was trying to get him to open an account at iTrade and buy Citigroup stock, telling him
Ciﬁgtwpwmumallﬁmc!owandthuewasonlylhnitedmtogetinatmcpﬁw. P.V. told
C.L. he could send some information about Citigroup for him to review, but never agreed to
open an account or purchase any stock with iTrade, ﬂmdemaﬁelesabouyxtSOOMOf
Citigroup in P.V."s name on November 23, 2009 at a cost of almost $2,200. C.L. never asked
P.V. about his investment objectives or my risk tolerance. C.L. created a New Account
Information sheet representing that P.V. had annual income of $175,000, a net worth of
$1,000,000, extensive experience in stocks, bonds, and mutual funds, moderate expesience in
 options, high risk tolerance, and an investment objective of trading/speculation. In reality, -
P.V.’s income and net worth wese Jower than that reportod by the represeptative, and he was
risk-averse investor whose investment objectives have never been trading or speculation who

had minimal experience with stocks and mutual funds.
| 39.  OnOctober 29, 2008, iTrade bought 200 shares of KBR Inc. costing
“approximately $2,775 in the name of an individual, B-W., who bad never agreed to buy stock
from iTrade. MNeoncoumInfomﬂion:heetindjwedtha:B.W.wasnspmdaﬁveaud
aggressive investorwiﬂimiveknowledgcof stocks, bonds, and options, which was |
imaccuratc in that he had no options experience. The net worth on the New Account
 Information sheet exceeded the amount he reported to the registered represeatative who openicd

17




the account, DLP, In addition, B.W. never agree to open a margin account, but the KBR
pmchasewasmdeonmgm.

40. ELW. began recciving cold calls from fTrade registered representative Anthony
8. inmidJuly 2009, Anthony S. called repestedly to try to get him to open an account with
iTeade, sometimes calling four or five times a day, Tn January 2010, HLW. told Anthoay S. to
sendhimmmehformaﬁmmﬂmstockhewassoﬁcithg,mdmathewwldwuhimifhe
wanted to invest. HLW. mmammMembuysMMMMWWwom
an account with {Trade. Onlnmmys 2010, iTrade bought 100 shares of Chicago Bridge &
Ironin HW. snameataoostofalmostsz.zoo H.W. never discussed his investment
experience, investment objectives ot risk tolerance with Anthony S. Although his net worth |
- wammmﬁdm.m,mmuewmmﬁmnmmw.Ma
) nawbthfwaﬂmo,mo,mmvmwjecﬁwofwmimmdmaggmaiveer

tolerance,
1. W.W. reccived a cold call from fTrade registered representative S, in January

2010, who was trying to get him to open an acoount and buy stock in Rino International Corp.,
!eliing W.W.ﬂ:athéwas expecting this stock to triple in price. W.W. told P.S. that he wanted
to look into the stock himsel, and rejected P.S."s efforts 1o get him to commit on the spot,
- telling him repeatedly that he wanted to see some information in writing. Although he never
_authorized iTrade to buy stock for him, iTrade bought 100 sheres of Rino International Corp.
for W.W. on January 7, 2010 st a cost of more than $3,100. W.W. has only purchased one |
stock in his lifc, and has never invested in bonds. P.S. never discussed his risk tolerance of
investment cbjectives with W_W_, but created 2 New Account Information sheet that '
represented W.W., as having extensive experience in stocks and moderate expetience in bonds.
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42, D.Y.received s cold call from iTrade registered represeatative P.S. in September
2008, trying to self him some stock in a Latin American mining company. P.S. told him he
needed to purchase the stock immediately because P.S. expected the stock price to go up
between 30% and 50% in the next thirty to sixty days. D.Y. told P.S. be could send some
information and he would think about purchasing the stock, bet D.Y. never agreed to buy the
stock. On September 25, 2008, Tradc nonetheless bought 100 shares of Rino International
Cogp. in D.Y.’s name 21 a cost of almost $2,500. D.Y. never discussed his risk tolerance or
investment objectives with P.S., and has no investment experience in options oc bonds. {Trade’s
New Account Information sheet for D.Y. shows moderate experience in bonds and fands, and
little experience in options. |

43. S.Y. receiveda cold call from {Trade registered representative N.M. in late 2008
or early 2009. N.M. was soliciting a stock called ProShares, which he described as a “hot
stock.™ S.Y. told N.M. that he did not want to purchase anything right away, but would follow
the stock, N.M. tried soliciting hirn again on May 18, 2009, telling him thst he bad anoher hot
stock, Valeto, that he knew was going to go up, and that S.Y. nesded to purchase the stock
immdmdymmeﬂﬁngmguhgmwmmmﬂdmthiswb&ammml
for the company, and that he needed to lock the stock in now because he was timing the matket.
S.Y. told N.M. that before he agreed to purchase any stock he needed to discuss it with his wife.
He agreed to allow N.M. 10 send some information about the stock and his campany. N.M.
suggesnédthathe-makea&.ﬂﬂﬁinmmmforwhichhewom&nuhcchm'gedany
commissions orfec;. S,Y, said he would consider making a $2,000 invesiment, but reiterated
that he needed to look at the information and discuss it with his wife. He never agreed'to open
mammtmmakeauadaanﬂmv&rdmsedhwpﬂwmlﬁ:mmalmfmmmmvm
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objectives, risk tolerance or investment experience with N.M. On MayI8, 2009, iTrade bought
100 shares of Valero in his name for more than $2,100, and charged a commission of $1 and
bandling fee of $65.

44, R.Y.'received a cold call from {Trade registcred represeatative NM. in August
2009, trying to get him to open an account and buy an exchange-traded fund. The fund was
trading at about $25, and N.M. urged R.Y. to buy it immediately because he said he “knew” it
was going 1o hit between $32 and $35 in the next few months. s.Y.tddummprmﬁvehe
was a retired policd offices without 4 lot of money. ARer repeated urging by the representative,
S.Y. told him to jult send some information and that he might consider doing a litdle business
with him. S.Y. never agreed to open an acoount or purchase any stock with iTrade, but iTrade
bought 200 shares bf ProShares Ultra Basic Materials Fund for him on August 7, 2008, for
approximately $2,600. The representative continued to call him to try to get him to pay for the
stock for a number of months, even using private numbers because S.Y. and bis wife would not
answer the phone when they saw the representative’s telephone number, l

45.  The registered represcatatives engaging in the conduct described above weze
under the control of iTrade.

CA F
Unauthorized Trading apd Opening of Accounts
(Sec. 10(b) of the Securities Exchange Act, Rule 10b-5 thexeunder,
NASD Coundnct Rules 2110 and 2120, and FINRA Coudnct Rule 2010)

46.  Paragraphs 1 through 45 are repeated and realleged herein.

47.  All of the purchases dﬁcl:ibed above in the names of B.A., M.A., RA, MB.,
JD.,RE,GF, E.(li., 16 Y. B .. 1) ¢t 3k MK I
_—JN.. T.P., R.S. (except for the purchases of TEREX Corp- and I.P.




Motgan Chase), ZS., ES., P.S., JS,, P.V., BW, W, W.W., D.Y. S.Y., snd R.Y. were
unauthomed None of those customers agreed to purchase securities.

48.  iTrade opened accounts in the names of B.A., MA., RA., MB..ID. . RE,GF,
EG.JG. I H. B E ). )J.. C.J., J.X., I
IN,TP,ZS.ES.,PS.}S.PV,BW, HW, WW,D.Y.,S.Y., and R.Y. without their
authorization, Nmeoftﬁosemwmagi'eedioopenanmwaidee.

‘ 49.  Byrepeatedly engaging in unauthorized trading and opening customer accounts
without muthorization, by intentionally failing to disclose that it was making these purchases, and
by issuing false confimations andundumkingqthqcffonswinduoepomnﬁﬂmwmsaopay
fqrmauﬂmriwdtrades. iTrade directly, and as control person over its registered representatives,
mygdhﬁauddmtmmmmmofsmn lU(b)oftheSeam'ﬁesExdrmgeAdof'
1934, Rule 10b-5 thereunder, NASD Conduct Rule 2120, and NASD Conduct Rule 2110 (for
conduct pre-dsting December 15, 2008) and FINRA Conduct Rule 2010 (for conduct on or after
December 15, 2008).

_ 50.  In addition, by repeatedly engaging in unauthorized treding and opening customer
accounts without authorization, iTrade directly, and as.control person over its registered

- representatives, failed to observe high standards of commercial honor and just and equitable
principles of trade, thereby violating NASD Conduct Rule 2110 (for conducs pre-dating
December IS,MB)andFlNRACmdpaR;ﬂemm(fowmductonotaﬁﬂDember15.
2008).
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SECOND CAUSE OF ACTION
Unsuitable Recommendsations

(NASD Conduct Rules 2310 and 2110
snd FINRA Conduct Rule 2010)

51.  Paragrephs } through S0 are repeated and realleged herein.
52.  iTrade, through is registered representatives, made recommendations to

~ customers BA.MA,RA,MB, ID,RE,GF,EG. JG..CH, 8J, 11, CL JK,

I N.. R S., ZS. ES., P8, S, PV, HW., W.W,D.Y,5.Y, andRY.
without obtaining the information necessary to make suitability determinations. The infarmation
that iTrade failed 1o obtain included the investment abjectives, risk tolerance, financial condition,
and mvestinent experience of the customers. .

53.  Under NASD Conduct Rule 2310, a registered representative must have
"reasonlbleglmmdsforbeliwingthat[a]mcommmdaﬁonissuitablcforsuchmswm.upon
thabasisofﬂ:efacts,ifany,disclosedbysnd:mwmuasmhisom.mnityholding!m‘.
w.hisﬁmciﬂ-siMﬁoﬁmdmed&?mdmm“makemableeﬁonsmminformatim
conceming,” among other things, the customer’s fingncial status and investmesnt objectives.

34. By recommending the purchase of specific securities to these customers without
obtaining information necessary to make suitability determinations, including their financial
status, investment objectives, and risk tolerance, iTrade directly, and as control person over its
mgimmdmpmsmﬂﬁves,viéh&deduﬁRnhﬂlO.mdbysodohgdsovioMedNAﬁD
Comcluct Rule 2110 (for conduct pre-dating December 15, 2008) and FINRA Conduct Rule 2010
(for conduct on or after December 15, 2008).
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JHIRD CAUSE OF ACTION
False Books and Records
{(Exchange Act Sec. 17(2), Rule 17a-3 thereunder, NASD
Condnct Rules 3110 and 2110 and FINRA Conduct Rule 2010)

55. Paragraphs | thmughﬁuerepeatedmdmllegedherein.

56.  iTrade, through its registered representatives, created false new account
documentation, including falsified New Account Information sheets and New Account
Applications, for customers B.A., MA, RA, JD,RE, EG.,JH,CH,1J,CJ. JK. I
__m.. ES.JS.P.V,B.W,HW, W.W,and D.Y. The documents set
forth false, inaccurate, and/or baseless information regarding the customers’ inuonw,netwcﬂh,
mvestment experience, risk tolerance, and/or social security munbers. ‘ |

- 57.  -Exchange Act Rule 172-3(aX17)(i)XA) requires that firms mainiain & record of
certain information for cach customes who is & natural pezson. This information inchudes, among
ah&!hing&-ﬂ:eaﬂom‘smﬂhoomn&wwth,ndhvaﬂm!um FINRA
(bndtnRuleill_O(a_) requires members to make and preserve records in accordance with Rule
17a-3. .

58. nymmmmmam-m iTrade directly, and as
control person over its registered representatives, violated Section 17(a) of the Exchange Act, |

'Rule 17a-(3)X(17(i)(A), and Conduct Rule 3110(a), and by so doing also violated NASD Conduu '
MZIIG(MWMD&@M 15, 2008) and FINRA Conduct Rule 2010 (for
conduct on or after December 15, 2008). |




FOURTH CAUSE OF ACTION
Fraudulent Use of Margin without Anthorization

{Sec. 10(b) of the Securities Exchange Act, Rule 10b-5 thereunder,
NASD Conduct Rules 2118 and 2120, and FINRA Conduct Role 2010

59.  Paragraphs | through 58 arc repested end realleged hervin.

60.  OnNovember 3, 2008, customes T.R. explicitly told his registered representative
at iTrade, E.D., not o buy anything on margin. On November 5, 2008, iTrade purchased 7,500
MdhuiMaﬁﬁnt:Cmius,MswckmmginforhimonmhgmeemiEavaﬂable
margin balance in the account. |

61.  Customer A.B, (mentioned in prragraph 14 above) specifically toid bis TTrade
mmmmnvemmdemmmmmmofwm"mm
with it in the past. Heo signed a margin agreement because registered répresentative Adam 8.
told him thar margin would be available if A.B. decided o use it in the future, bat that it would
not be used without A_B.’s anthorization. In October 2009, {Trade utilized margist in AB.’s
account, without his authorization, to effeciuate purchases of common stock of Melco Crown
Estertainment. In late November and December 2009, iTrade's clearing firm began selling off
the Melco Crown Entertainment stock to meez margin. |

62.  When customer R.S. (mentioned in paragraph 33 above) agreed to open an
account at iTrade, he specifically told iTrade registered representative P.S. that he did not want
10 make any purchases on margin. On or about April 21, 2009, iTrade bought 6,000 shares of
Dircxion Daily stock on margin without authorization. R.S. learned about this use of margin
when he began receiving margin calls. |

63. By knowingly using margin without its customers’ permission, and in direct

contravention of the customers’ instructions, iTrade directly, and as control person over its




registered represemtatives, engaged in fraudulent conduct in violation of Section 1((b) of the
Securiies Exchiangs Act of 1034, Rule 10-5 thereundes, and NASD Conduct Rle 2120, and by
50 doing also violated NASD Conduct Rule 2110 (for conduct pre-dating December 15, 2008)
mdpmmmzom(fmmuammmavmmm 15, 2008).

. FIFTH CAUSE OF ACTION

Failure to Disclose Customer Complaints (NASD Conduct Rule 3070(c),
.NASD Conduct Rule 2110, and FINRA Conduct Rule 2610)

64. Paragraphs 1-63 mmpcamdandmﬂcpdha‘eh!..

65.  Between approximately May 1, 2008 and December 31, 2009, i‘I‘radereeuved
lnufaxladlnmponnumauusmswmmmphm asmqun‘edbndnduaRule}lﬂO In
particular, iTrade failed to report the thirty costomer complaints sct out in paragraphs 66 through
93 below.

66, ]AsemanemailtosnonApﬁ!l,m,mmphiningaboutmgimmd
representative NJM.’s sales tactics. He wrofe:

~ Yreceived 2 call from one your employees, [NM]sohmungfetymrcompm

When I told him I was not interested he called me 2 [l and bug vp. While 1

could not care less about what he thinks of me, someone he does notknow, his

tactics and/or lack of professionalism should certainly concem Jtxade. Idefinitely
wouldmgveywmmmymﬂuanmmrwould!momdwummy

of my associates.

67. R.A.B.santanemadtoh:smglsmdrepresmmmﬂ.!"ﬁonAugmtl 2008 in

whichhemmphhwdmmﬂmdeshmﬂdhawhadabmtﬁamﬁmof“fmmnhm
 constraints,” and noted that one stock had alveady had a 25% loss.
6. [EEsert an email to Trade oo December 11, 2008, alleging that her iTrade
hroker caused het fosses of $20,000 throngh “very bad solicited recommendations,” sid removed

 $50 from her account without authorization.




69.  P.B.complained in the summer and fal! of 2008. On July 30, 2008, he sent an
email to bis registered representative, K.C., stating |

Fhave gotten two more margin call letters asking for a lot of money, and have rot
been able to reach you. 1 also noticed that NWA went sbove $10.00 twice in the
1ast 5 days or so. What gives? Were you able to reversc the sale of NWA that
was NOT supposed to take place July 117 Did you sell any NWA when it went
hﬁbolhawanyNWAleﬁ? What is going oo with my account? Am I

b

He followed this up with a July 30, 2008 email to K.C., asking whether he had been sble to
reverse the premsature sale of NWA from July 11, 2008. OnSemmball.Mhescntm
ema:ltmTradesChMComphameOﬂim.B.S. askmgwhmhappmedmmeqlmtalym
payments he was supposed to receive for his $50,000 investment in the iTrade pareat company
private placement. Then, on October 28, 2008, P-B. sent another email to the Chief Comptiance
Officer, complaining as follows:

[ have been trying to contact you on the phone, 1 also tried contacting [the

president of iTrade]. His voicemail box is full. I am requesting a return of my

$50,000 of privaté piacement shares of Iirade that T purchased recently in

~ anticipation of your firm's PO which has not occurred. My account mumber is

I 1 1.cver received a certificate from your firm nor any of the dividends

that were promised on this escrow account. [ have already contacted FINRA

about this matter and T am hopeful we can settle this without the need for

arbitrati

70. [ sent an emails to his registered representative, C.S., on February 23,
2009 in which he complained that he had gone from a $4 gain to a $4 loss on his investment in
UYM, going on to state:

1 get it your sales pitch is just to get accounts started, high pressure sales and no

support after the account is opened. Let's see...we have lost 50% since its high 1

week after I bought it and you all are asleep at the wheel. Dumb. Shame on you

-once...] emailed you and your response was null....shame on me for not pulling
the plug on you then...
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7. G.C.complained to his registered representative, J.L., by emsit dated May 4,

2009, stating that the stock he bought was “[n}ot looking s good. 1 gave you a shot and [ have

to say I am not happy.”

72. Il sent an exoail on August 15, 2008 to iTrade alleging unanthorized trading.

I ststed. in part:

Last week while I was ymdergoing surgery [C.M.] executed several trades without
my knowledge or permission. He has since sold the stock he acquired without my
authorization resulting in a net loss of more than $9,000. I assume your firm has
an ombudsman or other intemal oversight authority. 1am willing to discuss this
sitwation with that individual before I take this to the SEC,

73, JI. (previously referred to i paragraph 15) complained to iTrade registered

representative P.S. and iTrade’s clearing firm about unauthorized trading by email dated

November 4, 2008. He wrote:

I am sorry to see the misinformation which has arrived. At no timedid 1
anthorize you to purchase on my behalf any securities, stocks, or other fiduciaries.
What my recollection of our discussion was; you were to send me an outline of
your “program” as we discussed it on the phone. At no time did I agree to
purchase any stocks. I am sending the documents back to you via Fed ex
mmsigned.

74.  S.H. complained to iTrade registered representative C.S. by email about

numerous jnaccutacies in his new account documentations. He noted that his name was spelled

incorrectly, that the daie of birth was wrong, that ihe address was wrong, that his employment

was incorrect, that his investment profile was listed as speculative and aggressive, that the

income bracket was wrong, and that the investment knowledge was at least partially incorrect.

75.  M.H. sent the following email to iTrade registered representative D.P. op May

19, 2009:

L have decided that [ am not going to invest any more money with you, and will
transfer the money § have back to my account. Ihave lost over 50% of my
money, and the other recommendations you gave me have not done much. Your
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;;;fmtmmnappmachand style are not consistent with mine at this stage of my
e.

- 76. E.L. complained to iTrade registered representative D.P, by esnail on September
2,2008,askingﬂylhep;ioefmaﬂudawasabovemedaﬂyhighandwhythcﬁckctwa
mamzp.wméhmemmmdgimedmmmmm _,

77. _(P'“ﬁﬂusly'mfmed.toinpmgmphm)mmplainedby@aﬂm
mjsﬁedmmt&iwﬂf.m&p(mbwﬂ.zmmna;mm;hoﬁwdmmdbmm
in hkis name.

78.  M.P. complained about poor performance by emsil to iTrade registered
representative D.P. on October 3, 2008. He wrote, “[Tlit goes withomt saying I am sure I am
 very unhappy. On the verge of being financially ruined....at I[clast from invmunmtpc:speqtive.
‘1don’t even want to think about how much I have lost there, but getting destroyed(,] called out
of margin everywhere I turn.” .

79.  V.P. sent an email to two iTrade registered representatives, Anthony 8. and C.S.,
onDemmberm.ZOImephiningabmnﬂlepeﬂormanneﬁlhismmtmdﬂw
communication between himself and the brokers.

80.  S.P. complained by email to iTrade registered representative D.P. on October 20,
2008, stating:

It appears my margin call $10,000 payment to Sterme, Agee and Leach has been in

- we get attorneys involved etc. we need to look at this and see how we can put

together this account back to where it was prior to October 10 ard ensure balances

arc where they are supposed to be. Having had a chance to look into this a little

deeper and consult with my legal counsel, and based on the conversations on

October 7th and emails etc we should really try to fix this.

On October 21, 2008, he sent another email to D.P. compiaining about an unexecuted trade,

stating, “whep we spoke it was at $1.30 and it closed at 1.62, On approx 10,000 shares thais




[sic] approx $3,200 we missed out on. Once again due to technical issues between Irade and
your clearing house, | lose!1!” '

81.  B.P.complained to iTrade registered representative T.S. by cmail dated
September 12, 2009 that the procoods of  sale were being held in his sccount and not, as
instructed, cemitied to the clicat.

82 | complained to two iTrade employess, D.P. and L.W.. by email oa
February 2, 2009, stating that she had not agreed to make a purchase for which she received a

confirmation, She wrote that her understanding is that she would receive documentation and
speak ¢o a registered representative again before making any purchase.

83. N scot an emsil to iTrade registered representative J.L. on May 23, 2008,
alleging an unauthorized sale,

8. JR.sentthe following email to iTrade registered representative P.S, on July (5,
2008: '

Please reply with the currept value of my account. Humor me. This has been a

major disappointment. The sad thing is my Edward Jones guy, who mademe

roughly $120,000 last year, told me { was making a mistake. Would yousayhe .

was correct? ... ] sure as hell would. If there is anything in there, close my

account and mail the proceeds (o the address where you mail my statements. 1

“hope there's enough there to take my Ed Jones rep out for lobster. $30,000

1cbster. ...Close my account at your earliest convenience.

'85.  TR.sent an email to iTrade registered representative K.ID. on November 12,
2008, complaining that the firm and the representative charged him commissions of $5,276 and
markups ~ *a sly form of a commission” — of $7,200, while causing a net loss of more than
$20,000. He noted that K.D. bad promised not to charge commissions if T.R. did not make

meney, and thus requested a refund of the $12,476 in commissions and markups. He aiso noted
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ﬂmthehadexpliéitlytoldK.D.nottobnyanythingonmargm.dmpitewhichtherepresmivc
bought 7,500 shares of a stock on margin on November 5, 2008.

8.  D.S. scot an email to iTrade registered representative S.C. on February 17, 2009,
mnmhmingmathewmbemgdmrgedmmﬁssionsmpmchaseswhentﬁempmmﬁvphﬂ
promised to oaly charge commissions “on the back” if the trade was profitable. He also |
indicated that 5.C. had mads an unauthorized trade, writing “I would not of authorized the TNA
hadwed’mmedptiortomdecisioumownitinmymm.‘

87, K.S. sent an email to iTrade registered representative D.P. on November 4, 2009
Wﬂkiﬂgﬂ?blmo{acﬁon.”asmviouslymmised.toaddressthepafomﬁceofhismm
K.S, protested that if he had Jeft acoount where it was, “it would be worth about 56k right now
~ instead of $15k.” He went on to state: |

I'd like to see more activity on your side that makes sense, like buying for $2.85

and selling when the stock hits $3.10 instead of holding it until the stock hits

$2.00....1 see you ave on my side for buying stocks, but where have you been

when Ishould be selling these things.

88. - MS.mmﬁlainedtoiTMemgismedrepmsmtaﬁveR.N.bymaﬁmMamhll.
2009, indicating that R N, had made an wnauthorized trade: "As T told you when [ discussed this
I would look at it and make a determination of whether 10 proceed, I NEVER said I would buy
thestock,lsai&lwouldmiewthemamial"

89, E_V sent a complaint by email to iTrade registered representative P.S. on October
4, 2009, objecting to his baving charged commissions when the representative had promised to
charge only $1, plus the ticket fee, untl the losscs in his acopunt were made up, The next day,
E.V. sent an email to iTrade’s Chief Compliance Officer, B.S., complaining that the
repmsentativehndlostall_ofthenmneyinhisaocmmtsaﬁdmadetradmﬁthomﬁ_v.’s
knowledge.



-

90.  B.W. (previously referred 10 in paragraph 39) seat an email to iTrade registered
sepresentative D.P. on October 30, 2008, which was copied to a general firm address, noting that
he had never agreed to buy stock during their telephone call; that the price on the confirmation
was higher than the stock price that day; that he never agreed o open a margin acooun; that the

' wwmfmﬁhdimeddmhewhuépwﬂaﬁvémdag‘gmsivemutmwhhmnsiw

Enowledge of stocks, bonds, and options; and that the net worth on the form exceeded the
smount he told the representative on the phone. !hahoMMoontrarytotheawomt
sgreement, no fee schedule was enclosed. ‘ -

91 R-W.complained to the finm by letter dated March 13, 2008, alleging poor
perfarmance and excessive fees and commissions. In the customer’s words, “Your acoounting
firm is not doing a very good job. Vety difficult figuring out bow much I am geiting screwed.”

The customer complained that he lost $6,528.47 in 2007, and that the firm bad taken in 16.92%

~ of his profits as commissions to date in 2008,

92.  D.Y.(previously referred to in paragraph 42) sent an email to registered
representative P.S. and employee L.W. on September 22, 2008, stating that he had not
authorizedatrademadebyim

93.  Inaddition to the complaints described above, iTrade entered into settlements
with thres custorners without disclosing the uodertying complaints. Specifically:

& On July 8, 2008, iTrade agreed to settle a complaint by customer RN, for
$2,500. |
“b. On February 23, 2009, iTrade agreed to settle a complaint by [ by

paying him $1,482.
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c mmmn,m,irmmm-meampxamwym
]

4. All of the seztiement agreements described in the preceding paragraph refezred to
complaints of “cestain impropricties” with respect to their accounts and representatives.
Thezefore, the complaints underlying the seftlements should have been, but were not, reported
under Conduct Rule 3070. '

B During the same time period described in paragraphs 65 through 93 above, iTrade
reported only reported twenty-eight complaints, fewer than half of those it received.

96.  None of the complaints ideatificd in paragraphs 66 through 93 were reported
* under NASD Conduct Rule 3070. By failing to report these complaints, iTrade violated NASD
Conduct Rale 3070(c), and by so doing also vialated NASD Conduct Rule 2110 for conduct pre-
dating December 15, 2008) and FINRA Conduct Rule 2010 (for conduct on or after December
15, 2008).

NET CAMTAL AND BOOKS AND RECORDS VIOLATIONS
{S1xTH, SEVENTH, EIGHTH, AND NINTH CAUSES OF ACTION)

97. Mgtaplmlﬂnwgh%uercpeatodandreallegedhmﬁn

98.  iTrade failed to maintain accurats books and records, failed to accurately calculate -

ltsnetcapnlposmm.failedwmponwhenuwnmotneunumpﬂaldeﬁmy and operated
wmkmnucapmldeﬁmcyavmousﬁmmbctwemmethrdqumuomwsmmeﬁm
half of 2010,

99.  iTrade calculated its minimum excess net capits! requirement as $5,000 for
pmpoaesofitsFOCUSWandnetcapit;lmmplim
) 100. iTrade used its riskless principal sccount to engage in thousands of proprietary
trades. It held many of its “cancelled” trades overnight, for days, or even longer, and recognized
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trading profits and losses on its income statements. It held stock in its riskless principal trading
mnxovemiﬂmorfmex&ndedpeﬁodaofﬁmqwhencumdidnﬂpayfwthema1_‘ .
lexst eighteen time between May 1, 2008 and the end of 2008, and at least twenty-two times in
2009.

101.  Under Exchange Act Rule 15c3-1(a)2)ii)B}, 2 broker that effects more than tea
ransactions per year for its own investment account is subject to a $100,000 net capital
_ requirement, ‘Thmfufc,asamuhofﬁemoftheﬁsklmspmﬁpalmdismsedm
iTrade’s required excess net capital was $100,000, not 55000

102 In addition, iTvade failed to record material lishilitics on its books and records,
Mmuﬂﬁmmpﬂew:mmmﬁvewhoommﬂongmmm
office of Trade, unsecured customer debits reported by iTrade’s clearing firm, & customer
acbitration, and an agreed-upon senlement with a state regulator, as described in the following
four paragraphs. |

103. ‘The Long Island branch office owner was contractually entitled to receive 95% of
ﬁeMmmmmmwmeofﬁm.&mwmmemmmﬁm'mimmd_
office expenses were paid.  He was also entitled to 2 share of the commissions eamed by ceriain
of the registered representatives for whom he supplied “Iead cards.” However, the firm failed to
record of all the amounts payable 1o him as commissions due, frequently recording a lower
amount due than it actually paid in commissions the following month.

104. . iTrede failed to record its outstanding unsecured customer debits as Habilities, its
'dmﬁmmpommemmgeh_@md:owmeammwimdeonamomhlfbmi#
Themﬂﬂﬂmgedﬁmnmavmgelowof$39(inMarchﬁwg)toanaveragehighoﬂliwo
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* (i September 2008), and exceedsd $10,000 for every month between July 2008 and February

105. ﬂmde&ﬂedtupropaiyamoumformnbihnﬁonﬁledinmmmﬁlm
award wes issued against the firm in April 2010. Themstmnu‘soughtconpmsatorydamagﬁof
$150,000, plus unspecified punitive damages, costs, and attorneys” fees, alleging unsuitable
recommendations of “aggressive” equities and use of margin, excessive trading, and faiure to |
supervise. ﬁmwummmmmofmismmﬁmmmﬁm-smg ,
flings for 2009 of March 2010, At a minimum, it should have included the action from the time.
it was filed until it was decided. If the fizm determined that it was not probable and ascertainsble

mouyltobebooke&asaﬁabiﬁty.theamouutmught($l§0,ﬂﬁﬂ)shmﬂdhaveaﬂemm

included in the irm's Aggregate indebisdness foc net capital calculation purposes

106, iTradedeaﬁqumlymumfor-itsﬁahﬂityaﬂmsﬁnmanmﬁonbmught
by the Hllinois Securities Department in May 2009. The department brought an sction against the
ﬁmandtmofthcﬁmsemp]owesbasedmﬂhgedmmmmgmaﬂmma’sm
The amount sought by the state was $1.55 million, which increased the firm's st capital
reqlﬁmnwntbyslm,333.asmﬂwwdmmefﬁm'sFOCUSrepmmfm'juneSO;lndSW ;
30, 2009, In Decentber 2009, the respondents and the state agreed to settle the case for
, réstimﬁonofsliﬂ,OOO. The settlement was issucd on Jaauary 13, 2010. However, the firm
dropped the contingent liability from is December 31, 2009 and March 31, 2010 FOCUS
reports, but did ot add the agreed-pon unpaid settlement to its actual liabilities...




CA F ACTIO)
Inaccurate Books and Records (Sec. 17(a) of the
Exchange Act, Rule §73-3(a)(2) therennder, NASD
Conducts Rule 3110 and 2110, and FINRA Conduct Rule 2010)

107. TheﬂegaﬁmsofMMlmmghIMmmdmdmuegdhm

108. As set forth above, iTrade’s books and records did not acvurately reflect all of its
actual and contingent liabilities.

109. By failing to maintain accurate books and records, i'l'radewolatedSectwnl?{a)
of the Exchange Act, Rule 17a-3(a)}(2) (ledgess or ather records reflccting asscts, liabikitics,
income, expenses and capital accounts), and NASD Rule 3110, axd by so doing also violated '
NASD Conduct Rule 2110 (for conduct pre-dating December 15, 2008) and FINRA Conduct
Rule 2010 (for conduct on or after Decersber 15, 2008).

SEVENTH CAUSE OF ACTION
Inaccurate Net Capital Calculations and Reporting
(Sec. 17(a) of the Exchange Act, Rale 17a-5(a) thereunder, NASD
Condact Rules 3110 and 2110, and FINRA Conduct Rule 2020)

110, The allegations of paragraphs 1 through 109 are repeated and realleged herein.

. 1. ffmde’s-nucapﬁﬂmquhunmmandposiﬁmstatedﬁnmmmpmswm
inaccurate in that (1) the firm misreported its required net capital as $5,000 when it should have
rtepmtéditsremirednctcapimlasﬂw,ooo.asamultofthcuseofitsdsklﬁqundpalm
described in paragraphs 100 through 101 above; (2) its net capital was miscalculated s aresul
of the inaccurate calculation of its liabilities; and (3) the firm failed to consider its contingent ..
Linbilities arising from the arbitration discussed above in calculating ifs aggrogate indebtodness.

112. By failing to accurately record and report its net capital, net capital requirement,

and excess net capital, iTrade violated Sec. 17(a) of the Exchange Act, Rule 17a-5(a) (net capital -

s




mporﬁngfmm).mmsncmwmam.mwsodoiug;:;ovioiaedmsncmm |
Rule 2110 (for conduct pre-dating December 15, 2008) and FINRA Conduct kuxe 2010 (for
conduct on or after December 15, 2008).

' EIGHT z OF ACTI

Operating a Broker-Dealer With Insufficient Net Capital

(Sec. 15(c)(3) of the Exchange Act, Rule 15¢3-1(a) thereunder,
NASD Cenduct Rule 2110, and FINRA Conduct Rule 2010)

-

- 113, The allegations of paragraphs 1 through 112 are repeated and realleged herein.
114, _ﬂmwmwimldslllﬁssmmemdofﬂwmwofzw&If
nwumymaxedmpavmgmmmm@m&sxmmo,meﬁrmwmmmhad
excess net capita) of only $11,583. Moreover, the unsecured customer debilts for the end of the
periodwerésls;ow,m&mzww'wmmgklmm,omm_mwy,
$15,000, Therefore, whea the net capital is commected, the firm had a net eapital deficiency at the -
cnd of the third quarter of 2008 of $16,511.
' 115. As of December 31, 2008, even widtout correcting the understated libilities,
iTrade was opersting while in net capital deficiency. It reported net capital of $97,592, and
*excess net capital of $86,609 (based on a net capital requirement of $10,983). Using the correct
| $100.000nmmpimlmm1h'em¢nt.ﬂ1cﬁrmhadanctcapitaldeﬁcyof$2‘.403uofmbﬁ"
31, 2008, '
116. At year end 2009, iTrade reported nef capital of $154,944. The firm caleniated -
its net capital requirement as $11,004, leaving it with excess net capital of $143,940.
117.  Howeves, iTrade failed to include the Ilinois claim in its aggrogate indebtednss.
If the firm properly accounted for the $150,00 settlement agreement with Dlinois, it would have

onty had $4,944 in net capital, less than jts stated requirement of $11,004. In addition, the



mnedmgom@imfor&emdd&e@ﬁm&%?.mmmgﬁwmpﬁﬂ.
resulting in a deficiency of $9,017.

118, ByopuMgwhileinnetqapﬂddeﬁciency.theﬁnuﬁolatedExdlmge;ctS&_
15(cX3) and Rule 15¢3-1(s) thereunder, and by so doing also violated NASD Conduict Ru1e2110
(for conduct pre-dating December 15, 2008) and FINRA Conduct Rule 2010 (for conduct on o
 sfter December 15, 2008).

A F ACTI

Violation of the Net Capital “Early Warning” Requirement
(Sec. 17(a) of the Exchange Act, Rule 17a-11(c)3) thereunder,
NASD Conduct Rule 2110, and FINRA Conduct Rale 2010) |
119. The allegations of paragtaphs ¥ through 118 are repeated and realieged herein.
120. Exchange Act Rule 17a-11(b)(1) requires that 2 broker provide notice to the
Securities arid Exchange Commission and FINRA if its net capital is Jess than that required
under Exchange Act Rule 15¢3-1. |
121. - -As set forth in the preceding Cause of Action, iTrade’s net capital was deficient as
of September 30, 2008; December 31, 2008; and December 31, 2009. Despite this, iTrade failed
‘_‘ mmﬁﬁmmmﬁeﬂphmgeActformyofmdeﬁcimcim
B 122, By failing to make these required repors, iTradc violated Exchange Act Sec.
- 17(a) and Rule 17a-11(5X1 thereunder, and by so doing also violated NASD Conduct Rule 2110
 (for conduct pre-dating December 15, 2008) and FINRA Conduct Rule 2010 (for conduct on of
aficr Decembr 15, 2008).
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REFUSAL TO ALLOW COPYING OF RECORDS

TENTH CAUSE OF ACTION

Refusal to Comply with a Procedural Rule 8210 Request Trading
(Procedwural Rule 8210 and FINRA Conduct Rule 2010)

- 123, ﬂw'aﬂegaﬁomofpamgraphslthmughlnmmpwmdandmnegedhm

124,  iTrade muintained substantially all of its books and records, inchuding fmencial
and customer records, on a server and computers in its Long Island office.

125, FINRA staff decided to conduct an on-site data capoure of this electronic
information, the format in which the firm maintained substantially all of its books and records,
because of the firm's repeated failures to make timely document production to FINRA staff,
indications of data loss, unreported customer complaints, and indications of possiblcwide-spreaci
sales practice violations and other possible misconduet. |

126.  On July 20, 2009, FINRA swff visited the offices of iTrade at 701 Middle
Country Road, Seiden, New York.. The staff informed iTrade’s Chief Compliance Officer that it
was there to conduct a forensic data capture of the books and records of iTrade stored on |
| cmmnmaMammmﬂoﬁ“mpmmmmeMOﬁtyummdmﬂMeszmm
“inspect and copy” books and records of member firms. ‘The staff provided iTrade’s Chief
Compliance Officer with a letter citing the applicable provisions of Procedural Rule 8210
authorizing the staff to inspect and copy a firm's books, records, and accounts, and requiring
firms to provide information orally, in writing, or electromically. Despite this, the Chief
Compﬁ;meOfﬁwrcfusedwmowmeﬂaﬁmobtainanybooksorrecordsofi'l‘mdepmsmt
to the data caphwre, ‘ .

127. Infact, the fim refused to allow the staff access to the computers until the

following week. By the time the staff did obtain access, on July 27, 2009, at least one computer
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had been disabled and other files had been tampered with. For instance, the staff was unable to
obtain access to the hard drive of a computer maintained by one of iTrade’s employees, who was
responsible for maintaining the firm"s computer systems. The hard drive had been encrypted, |
and the employee claimed to be unable to unencrypt it. |
128. A forensic apalysis later showed that one of the hard drives on the fim’s server
had been removed or taken off line at some time between July 20 and July 27, 2009.
129. By virtue of its refusal to allow prompt access to and copying of its records, .
iTrade violated Procedural Rule 8210 and by so doing also violated FINRA Conduct Rule 2010.
| PRAYER FOR RELIEF
WHEREFORE, the Department tespectfully requests that the Panel:
A.  orderthat one or morc of the sanctions provided under FINRA Rule 8310(a) of the
PmRA'CodeofProoedurebeimposed;and |
B.  order that each responddent bear such costs of proceeding as are deemed fair and
appropriate under the circurnstances in accordance with FINRA Rule 8330 of che FINRA
Code of Procedure.

FINRA DEPARTMENT OF ENFORCEMENT

%;: J%——

onathan 1. Goloml

Senior Special Counsel

FINRA Department of Enfmuemmt
1801 K Street, N.W.,, 8th Floor
Washington, DC 20006
Phone (202) 974-2804
Facsimile (202) 721-8320
Email: jonathan.golomb@finra.org

Date: February 11, 2011
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