FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AND qomsn:NT
NO. 20100237704 |

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

|
i
RE:  TradeStation Securities, Inc., Respondent ]
: CRD No. 39473 |

- Pursuant to FINRA Rule 9216 of FINRA's Code of Procedure, Trade:Station Securities, Inc.
(‘Respondent” or the “Firm") submits this Letter of Acceptance, Waiver and Consent (“AWC™)
for the purpose of 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 Firm alleging violations based on the same factual ﬁnding'f described herein.

L i
-
ACCEPTANCE AND CONSENT i

A.  Respondent hereby accepts and consents, without admi‘ttiﬂg or denying the
findings, and solely for the purposes of this proceedingand any other proceeding _
brought by or on behalf of FINRA, or to which FINRA, is a party, priorto a
hearing and without an adjudication-of any issue of lavJ or fact, to the entry of the
following findings by FINRA:

: I

BACKGROUND i

Respondent has been a FINRA-regulated entity since Jdnuary 1996, The Firm
functions as an online securities broker-dealer and futures commission merchant,
servicing active traders and certain institutional trader markets. -
The principal place of business of the Firm is located in Plantation, Florida.
Respondent operates three branch offices in addition to its main office, and’
employs 144 registered representatives. Respondent offers a direct market access
electronic trading platform that enables customers to des ign, test, and monitor
their own custom trading strategies in equities, options, t'uturcs, and foreign
exchange (*Forex™), and then automate them with dlrect-access order execution.

" Respondent is a wholly owned subsidiary of TradeStation Group, Inc.

RELEVANT DISCIPLINARY HISTORY,

'Respondent has no relevant formal disciplinary history With F INR.A in the
past five years. 'i -
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OVERVIEW

Between December 2009 and March 2010, Respondent twice proceeded with new
business operations prior to obtaining approval from FINRA. On December 15,
2009, the Firm filed an application for approval of change in its futures business
operations, from fully-disclosed clearing to omnibus clearing operations. The -
Finn requested expedited processing of its application] but did not wait for

. approval before commencing omnibus clearing on January 4, 2010, Fusthermore,
between December 30, 2009 and March 31, 2010, Respondent acted as prime
broker for two customers without having first sought and/or received the
necessary apptovals for a change in its business operations. By virtue of the
foregoing conduct, Respondent violated NASD Rule 1017 and FINRA Rule 2010.

|

i
FACTS AND VIOLATIVE CONDUCT)

Respondent’s December 15, 2009 1017 Application i

W A i . ' .. )
By letter dated December 15, 2009, Respondent submitted an “Application for
Approval of Change in Business Operations” pursuant fo NASD Rule 1017, 10
FINRA. | .

The December 15, 2009 Application requested approva] for the Firm to move its
futures customers from being fully disclosed on the books of its clearing firm, to
having an ominibus refationship with its clearing firm with customers fully
disclosed on the books of Respondent. In the December 15, 2009 Application,
Respondent further requested that it be granted approval to commence omnibus
clearing operations on January 1, 2010, or 17 days aﬂcri the Firm submitted its
December 15, 2009 Application to FINRA. i ' «
NASD Rule 1017 allows FINRA and the applicant to agree that the requested
change may be effected prior to final writien approval, but FINRA and ,
Respondent had no such agreement here. By letter datai_d January 14, 2010,
FINRA notified Respondent that FINRA had conducted an initial review of the -
December 15, 2009 Application, and requested that Respondent provide
additional information regarding the Firm and the proposed change in business
operations. Respondent provided the requested information to ROOR by letter
dated February 11, 2010, in which Respondent notified FINRA that the Firm
*....made the required net capital increases and went livF with its omnibus
arrangement on January 4, 2010.”
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As of January 4, 2010, FINRA had neither concluded jis review of the December
15, 2009 Application, nor granted Respondent’s request for provisional spproval
to effect the change from fully disclosed to omnibus clearing operations on
January 1, 2010. _ !
]
By virtue of having commenced a change from fully disclosed to omnibus
clearing operations prior to receiving approval from FINRA, Respondent violated
NASD Rule 1017 and FINRA Rule 2010. |
: L _ i
Respondert's March 17, 2010 1017 Application l
!

" At the iime Respondent was undergoing the FINRA apiprqvai process forits’ .

December 15, 2009 Application, the Firm was also contemplating a change inits .~ -

business operations to prime brokerage. In its February 11, 2010 response to
FINRA'’s request for additional information conccmmé the December 15, 2009
Application, Respondent informed FINRA that “prior to conducting any full scale
prime brokerage business, {the Firm] intends to submitla separate Rule 117

_ application (which we expect to file very shortly).”

Accordingly, by letter dated March 17, 2010, R:spomént submitied anothes
“Application for Approval of Change in Business Opcrlmons” to FINRA,
fequesting approval to conduct prime brokerage business. FINRA approved
Respondent’s March 17, 2010 “Application for Approvial of Change in Business
Operations” on August 31, 2010, i

However, Respondent had been engaging in unapproveéi prime brokerage activity
from December 30, 2009 through March 31, 2010. More specifically, on
December 30, 2009, ane of Respondent’s institutional clustomers began
participating in the opening cross for listed securities traded over the counter on
the NASDAQ by executing trades through another brokFr-dealer These trades
were cleared and cartied in the customer’s account w1thil?.esp0ndent This prime
brokerage activity continued through February 23, 2010, On February 24, 2010,
_ another of Respondent’s institutional customers began executmg high volume
short sales through another broker-dealer. Respondent acted a5 prime broker in
clearing this high volume short selling activity, which cqntmued through March
31,2010. |

{
By virtue of havmg commenced prime brokevage humms operations prior to
receiving approval from FINRA, TradeStation violated NASD Rule 1017 and
FINRA Rule 2010. 4
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préndent aiso consents to the imposition of the folléwing sanctions:

A Censure; and :

A $15,000 Fine. :

The sanctions imposed herein shall be effec‘ztive ona clé:he set by FINRA staff.

'Respondent agrees to pay the monetary sanction(s) updu notice that this AWC has
‘been accepted and that such payment(s) are duc and payabie Respondent has !
submitted an Election of Payment form showing the method by which the Firm
proposes to pay the fine imposed. ! :

Respondent speclf' cally and voluntarily waives any ngpt to claim that the Firm is
unable to pay, now or at any time hereafier, the monetary sanction(s) unposed in

this matter. i

: . _ I

H. ’ . . i

!

WAIVER OF PROCEDURAL RIGHTS'

Respondent specifically and voluntanly waives the following rights granted under FINRA s

Code of Procedure: |
A.  Tohave éCompla’int issued specifying the allegations a&ﬁnﬂ the Firm;
' |
B.  To be notified of the Complaint and have the apportunity to answer the
allegations in writing; ' |
: . i
C.  Todefend 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 5 _ l
: _ [ ‘
D. ~ To appeal any such decision to the National Adjudlcamry Council (“NAC") and

then to the U.S. Securities and Exchange Commission anld aUS. Court of

Appeals. |

| .Further, Respondent specifically and mluntanly waives any right to clalm bias or prcjudgment

of the General Counsel, the NAC, or any member of the NAC, in connegtion with such person's
or body’s participation in discussions regarding the terms and conditions of this AWC, or other
consideration of this AWC, including acceptance or rejection of this AWC.
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i : _
Respondent further specifically and voluntarily waives any right to claim that a person violated
the ex parte prohibitions of FINRA Rule 9143 or the separation of functions prohibitions of
FINRA Rule 9144, in connection with such person’s or body’s particjpation in discussions _
regarding the terms and conditions of this AWC, or other consideration of this AWC, including
its acceptance or rejection. _ !
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OTHER MATTERS l
I i
Respondent understands that; |
i .
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 Dismplmary Affairs (*ODAY), pursvant to FINRA Rule -
0216, i
i
B. If this AWC is not accepted, its submission will not be uised as evidence to prove
any of the allegations against the Firm; and |
. i
C. - Ifaccepted: : i
_ T |
1. this AWC will become part of Respondent’s permanent disciplinary
“record and may be considered in any future actzéns brought by FINRA or
any other regulator against the Firm; i

2. this AWC will be made available through FINRA's public disclosure
program in response to public inquiries about thé an 5 cllsclphnary
record; !

!

3. FINRA may make a public announcement concefming this agreement and
the subject matter thereof in accordance with FINIRA Rule 8313; and

4, Respondent may not take any action or make or pemut to be made any
public statement, including in regulatory filings dr otherwise, denying,
directly or indirectly, any finding in this AWC mj create the impression

that the AWC is without factual basis. Respondent may not take any
position in any proceeding brought by or on behaif of FINRA, or to which
FINRA is a party, that is inconsistent with any part of this AWC, Nothing
in this prov:smn affects Respondent’s right to takse legal or factual
positions in litigation or other legal proceedings i 1}1 which F!NRA isnota
party.
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Respondent may attach a Corrective Action StatmnemI tothis AWC thatisa
statement of demonstrable corrective steps taken to prevent future misconduct.
Respondent understands that the Firm 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 FIN'RJ&' nor does it eflect the '

views of FINRA or its staff, !

- The undersigned, on behalf of the an, cestifies that a person duly authonzed to act on its behalf
has read and understands all of the provisions of this AWC and has been given a full opportunity .
to ask questions about it; that the Firm has agreed to its provisions voluntanly, and that no offer,
threat, inducement, or promise of any kind, other than the terms set fokth herein and the prospect

. ofavoiding the issuance of a Complaint, has to indycg irm to subgnit it.
Febpmay 15 201y DM W
Date ' TradeStation Sedurites, lnc

By: (19 \ia s GZ AN
Presdowt ¥ Coo




/Mr Steven M. Greenbaum
General Counsel

TradeStation Securities, Inc,
8050 SW 10™ Street, Ste 2000
. Plantation, Florida 33324
- Telephone: 954-652-7704

Accepted by FINRA: -

LA | '
- Signed on behaif of the |
Date Director of ODA, by delegated authonty

S\u;- . @‘w—-—- |
Suzanne Elovic !

Chief Counsel f

FINRA Department ofEriforcement '
14 Wall Street

New York, NY 10005
Telephone: 646-315-7361: Fax: 202-689-3416
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