FINANCIAL INDUSTRY REGULA FORY AUTHORITY
_LETTER OF ACCEDP

NO. 2010!}23771001

TO:  Department of Enforcement
Financial Industry Regulatory Authority ("FINRA™)

RE: Hold Brathers On-Line Investment Services, LLC (CRD No. 36816)

Pursuant to Rule 9216 of FINRA's Code of Procedure, Respondent Hold Brothers On-Line
Investment Services, LLC (“HBOLIS” or “the Firm™) submits this Letter of Acceptance, Waiver
and Consent ("AWC") for the purpose of proposing a setflement of the alleged rule violations
described below. This AWC is submitted on the condition that, if accepted, FINRA will not
bring any fufure actions against IIBOLIS alleging violalions based on the same factual findings
described herein.

L

ACCEPTANCE AND} CONSENT

A. Respondent hereby accepts and consents, without admitting or denying the
findings, and solely for the purposes of this proceeding und any other procecding
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:

BACKGROUND

HBOLIS has been a registered FINRA member since July I, 1994, HBOLIS is a self-
clearing broker-dealer that primarily operates as a day trading firmn by facilitating direct market
access to customers and fo its proprietary traders. HBOLIS® principal place of business is in
New York, New York, and the Firm has approximately 95 associated persons, including
proprictary traders. Between January 1, 2009 and December 31, 2011 (“the review period™), the
owners of HBOLIS, Steven Hold (S, Hold™) and his brother, were the Firm's President and
Chief Executive Officer, respectively.

HBOLIS’® primary business is providing a trading platform, trade software and trade
execution, support and clearing services for day traders. Many traders using HBOLIS are
located overseas in countries such as China, India, Russia, Ukraine and Poland. These foreign-
based day traders typically trade through a non-broker-dealer entity that is owned and operated
by the same owners of HBOLIS. These affiliated non-broker-dealer entities of HBOLIS, and the
foreign day traders associated with them, are not registered with FINRA or the SEC.



During the review period, HBOLIS® largest account was Demostrate LLC
(‘Demostrate™), an entity owned and funded 100% by HBOLIS® principals.  Trade Alpha

Corporate, Ltd. (“Trade Alpha™), which was also 100% owned and funded by the principals of
HBOLIS, was an affiliate of Demostrate and structured in a similar manner.

OVERVIEW
During the review period, Demostrate, a day trading entity wholly owned and funded by

HBOLIS® principals, was HBOLIS® largast and most active account. Demostrate was controlled
by or under common control with, HBOLIS., Demostrate engaged traders and trading groups in

various foreign countries, primarily China, to trade its capital utilizing different trading ..

strategices.

During the review period. certain traders associated with Demostrate and/or Trade Alpha,
utilizing a sponsored access relationship to connect with securities exchanges, engaged in
manipulative trading activities, including speofing, layering, wash trading, and pre-arranged
trading. By virtue of this conduet, HBOLIS willfully viclated Sections 9(a)(1) and 9(a)(2) of the
Securities Fxchange Act of 1934 (the “Exchange Act™), and also violated FINRA Rules 2020
and 2010 and NASD Rules 3310, IM-3310, and 3320 (prior to February 15, 2010), and FINRA
Rules 5219, 5210.01, and 5220 {on and after February 15, 2010).

In addition, HBOLIS violated NASD Rules 3010(a) and (b) by failing to establish and
maintain a supervisory system, including written procedures, to supervise the Firm's trading
dctivity that was reasonably designed to achieve compliance with applicable federal secarities
laws and regulations, and FINRA Rules.

FINRA’s anti-money laundering (AML) rule, FINRA Rale 3310, requires firms to
establish and implement policies, procedures, and internal controls that can reasonably be
expected o detect and cause the reporting of suspicious transactions, including suspicious
securilies lransactions, as required by the Bank Secrecy Act and the implementing reguiations
thereunder. During the review period, HBOLIS failed to establish and implement policies and
procedures that reasonably could be expected to detect and cause the reporting of suspicious
transactions in contravention of NASD Rule 3011(a) and FINRA Rules 3310(a) and 2010. Asa
result of HBOLIS® deficient AML program, HBOLIS failed to detect and report, as appropriate,
numerous instances of manipulative and suspicious trading activity in the Trade Alpha and
Demosirate accounts.

In July and Scpiember 2008, the Finm engaged in short sale trading in violation of the
two Emergency Orders issued by the Securities & Exchange Commission (“SEC”). Further, the
Firm failed to establish and maintain supervisory systems and procedures to ensure compliance
with the two Emergency Orders. By the foregoing conduct the Firm violated Section 12(k) of
the Exchange Act and NASD Rules 3610({a) and (b) and 2110.

During January 1, 2009 through December 31, 2009, the Firm’s written supervisory
procedures relating to Regulation SHO were deficient in that, among other things, they failed to

' Formerly NASD Rule 3011,



sct forth adequate procedures to determine that: (1) sale orders were properly marked; (2)

_ aggregation units were. independently maintained and each engaged in—scparate trading - -
strategies; and (3) close out requirements were met on all fail to deliver positions. By virtue of
the foregoing, the Firm violated NASD Rule 3010(b) and FINRA Rule 2010.

From May 2009 through August I, 2012, HBOLIS violated NASD Advertising Rules
2210(d){1 A} and {B} by means of various misleading, exaggerated and unwarranted staternents
on its HBOLIS website. From at least May 2009 throngh December 2010, the Firm forther
violated NASD Rule 2210(d)(13(B) and FINRA Rule 2010 by means of various misfeading and
contusing statements on the Xerxes Trading website of its Morristown, NJ branch office

_regarding the status of that branch office as a separate broker dealer and stand alone member of

FINRA and SIPC.

During the course of FINRA’s financial and operations reporting examination of
HBOLIS in 2011, the Firm failed {o respond timely and compleiely to FINRA’s requests for
documents and information, in violaiion of FINRA Rules 8210 and 2010.

Between Jannary 1 and June 30, 2009, October 1 and December 31, 2010, and October
17, 2011 through April 18, 2012, HBOLIS failed to transmit to OATS Reportable Order Events
(“ROEs™) or transmitted to OATS ROEs that contained inaccurate, incomplete, or improperly
formatted data in violation of FINRA Rule 7450. In addition, the Firm failed to provide
documentary evidence that it performed the supervisory reviews set forth in its written
supervisory procedures concerning OATS reporting, in violation of NASD Rule 3010 and

FINRA Rule 2016,
FACTS AND VIOLATIVE CONDUCT

1 HBOLIS and 1ts Common Coutrol of Trade Alpha and Demostrate
A. HBOLIS’® Structure And Business

HBOLIS® ownership structure is broken into two classes. Class A Membership is owned
by Hold Brothers, Tnc., a corporation owned by HBOLIS’ principals. Class B Membership is
owned by a group of proprietary traders registered with ITBOLIS, including HBOLIS' principals.

Although FIBOLIS is self-clearing, the Firm also has a sponsored access relationship’
with another clearing {irm, through which foreign traders utilize market participant identifiers
("MPID”’).  During the review period, HBOLIS had approximately 95 associated persons,
including registered proprietary traders.

During the review period, HBOLIS had approximately 49 customer accounts, broken
down mto 217 different trader groups and 2,432 identified traders. Demostrate was by far
HBOLIS® largest account. Approximately 90% (197) of the trader groups and 88% (2,160) of
the identified traders were assoctated with the Demostrate account.

* Sponsored access refers to the practice i which a bank or brokeruge firm offers a client direct market access to an
exchange.
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HRBOLIS averaged approximately 400,000 trades per day, approximately 90% of which
were placed through the Demostrate account

B. HBOLIS’ Commoun Contrel of Trade Alpha, Demostrate and Their Traders

Demostrate is a foreign [imited liability company organized in April 2009 in Nevis and
St. Kitts and is 100% owned by HBOLIS® principals. Trade Alpha was also 100% owned by
HBOLIS® principals. The Demostrate account was opened at HBOLIS on December 22, 2009,
William Tobias, a registered representative with a HBOLIS affiliate and a non-registered
fingerprint person with HBOLIS, was appointed as the managing member of Demostrate.

trading strategies, concentrated mainly in China. The Demostrate account was solely funded by
HBOLIS’ principals.

Recruitment of, and negotiation with, prospective traders and trader groups was largely
handled on behalf of Demaostrate by both recruiters employed by HBOLIS and by HBOLIS
affiliates. Recruiters placed postings, approved by HBOLIS® Campliance Department, through
online professional sites seeking individuals or groups interested in trading through direct access
platforms. Recruiters were also responsible for negotiating rales with traders and trader groups,
and for acting as a liaison between the prospective traders and groups and HBOLIS® IT,
Compliance, Operations, Trade Support and Accounting groups.

Demostrate’s traders and trader groups (referred to by HBOLIS as “Risk Groups™) were
compensated based upon a percentage ol profits of trading Demostrate’s capital. HBOLIS
charged Demostrate $0.10/1,000 shares base rate plus expenses. After that, profits were
generally split 85% to the Risk Group and 15% to the Demostrate account.  HBOLIS® principals
were responsible for authorizing the payouts to the Risk Groups. Each Risk Group was
responsible for allocating profits 1o its individual traders. Although Demostrate assumed risk of
loss for trading in the account, generally 10% of the Risk Group’s 85% (capped at $10,000) was
held in a reserve against losses in Demostrate Risk Groups.

Once a Demostrate trader was approved through the recruitment process, HBOLIS® trade
support group assigned the trader a four digit alpha identifier. In some instances, fraders had
more than one identifier {for example, in order to trade two different trading strategies).

HBOLIS® Trade Support and Risk Management (eams were responsible for establishing
trader limits and buying power for the Trade Alpha and Demosirate traders. HBOLIS oversaw
risk management of the traders to ensure traders were not taking undue risk with capital, and
HBOLIS” Compliance Department was responsible for reviewing the trading activity of the
Trade Alpha and Demostrate traders for improper or violative trading activities. HBOLIS’
Compliance Department aiso had the authority to initiate disciplinary action against Trade Alpha
and Demostrate traders, up fo and including termination. In addition to the roles previously
referenced, Tobias performed consulting services for HBOLIS.

Based upon the foregoing, Trade Alpha, Demostrate and their traders, were controiled by,
or under common controd with, HBOLIS.

Demostrate was structured with various groups and locations of traders with various



IL. Manipulative Trading Aclivities

During the review period, HBOLIS, through its affiliated entities, Trade Alpha and
Demostrate, and utilizing a sponsored access relationship to connect with exchanges, engaged in
manipulative trading activities, in violation of Sections 9(a)(1) and 9(a}2) of the Exchange Act
and FINRA Rules 2020 and 2010.

A. Specofing and Layering

Among the manipulative trading activities utilized by certain of the Trade
Alpha/Demostrate (raders were spoofing and layering, including manipulative cross-market
Tavering achivifics. T Geénerally, “spoofing 18 a form of markei manipulation which involves a”
market participant placing certain non-bona fide order(s), generally inside the existing National
Best Bid or Offer (“NBBO”), with the intention of briefly triggering some type of market
movement and/or response from another market participant, followed by cancellation of the non-
bona fide order, and the entry of an order on the opposite side of the market. Layering involves
a trading pattern in which multiple, aon-bona fide, limit orders are entered on one side of the
market at various price levels away from the NBBQ in order to create the appearance of a change
in the levels of supply and demand, thereby artificially moving the price of the security. An
order is then executed on the cpposite side of the market at the artificially created price, and the

non-bona fide orders are immediately cancelled.

Throughout the review period, there were hundreds of instances of Trade
Alpha/Demostrate traders engaging i spoofing and layering activities in order to profit by
artificially manipulating the price of a security. By way of example is the following spoofing
activity used by Trade Alpha in order to induce the trading algorithm of an unaffiliated entity
(“the Algo™)} to trade against Trade Alpha.

On March 23, 2009, in shares of XXX, a thinly traded stock, a Trade Alpha non-bona
fide sell short order was entered inside the prevailing quote, which fowered the national best
olfer (“NBO”).“ Thereafier, a Trade Alpha buy order was eniered inside the prevailing quote,
which raised the national best bid (“NBB”). Based upon this change in the market, the Trade
Alpha trader induced the Alpo to sell to Trade Alpha at a price lower than where the market had
been. The Trade Alpha trader, then cancelled its original orders, and entered a new Trade Alpha
sell short arder, selling 100 shares at a profit of $.02 per share.

Time Event Buy/sell | Volume | Price | NBB NBO Comment’

9:56:41 | order sell shori | 100 1061 (1059 | 10.63 order lowered NBO to 10.61

9:56:44 | order buy 300 1060 |10.59 | 10.61 i order raised NBB to 10.60

9:56:44 | trade buy 100 10.60 1 16.60 16.61 trade vs. Algo

9:56:45 | cancel buy 200 10.60 | 10.60 10.61 Bid reverts to wherc it was
at beginning of sequence.

 Votume in X0 on March 23, 2009 was 71,500 shares, and traded in a range of $10.44 to $10.77.
* The cffect of the order/irade canceliation on the NBBO is refiected in the row after the event.
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[9:56:45 | cancel | sell short | 100 1061 [1059 | 10.61 Ofler reverts to where it was

Sell short was entered fo
lower the offer, inducing
parchase at lower price.

at beginning of sequence. |

9:56:52 order | sell short { 300 16.62 | 10.61 10.63 order fowered NBO o 10.62
0:54:53 | trade sell shorl 100 10.62 ] 10.6} 10.62 trade vs. Algo
9:56:54 | cancel sell short | 200 10.62 {1061 10.62

Such pattern of placing small limit orders for thinly traded stocks within the NBBO was

done for the purpose of artificially narrowing the NBBO, and allowed the Trade Alpha trader to

~ take advantage of his artificially darfowed duote. "The Trade Alpha traders, induced the Algo to

repeatedly sell securities to Trade Alpha, and then triggered the Algo to buy them back from
Trade Alpha at 2 higher price.

An example of certain Demostrate traders’ manipulative cross-matket layering activity
occurred on June 4, 2010. On this date, a Demostrate trader entered an order to self short (“bona
fide order™) on a non-primary listing market for the subject security, while entering multipie buy
orders, at progressively higher prices (“non-bona fide orders™) on the security’s primary listing
market. The bona fide order displayed 100 shares with the remainder in reserve, and thus was
undetectable to other market participants. The non-bona fide orders, all fully displayed,
impacted the National Best Bid price by creating the appearance of increasing buy interest. This
induced the exccution of the bona fide sell short order on the non-primary listing market,
including the majority of the shares in reserve. After the order was executed, the non-bona fide
buy otders submitted to the primary listing market were immediately cancelled, unexecuted.

Time Activity ]
11:08:32.596 | The NBBO was $101.24 - $101.35

11:08:33.063 | An order to seli short 1,000 shares (“bona fide order™), displaying 100 shares
with 900 shares in reserve, was sent to the non-primary listing market at a
price of $101.32,

11:08:33.065 | The NBBO became $101.24 - $101.32.

11:08:33.071 | Demostrate sent five buy orders (“non-bona fide orders™), totaling 2,000

- shares af progressively higher price levels, ranging in price from $101.27 to
11:08:33.172 | $101.31, ro the primary listing market. Each order established a new National
Best Bid immediately after its entry on primary listing market.

11:08:33.173 | Buying Algo, through seven transactions, partially executed against the bona

- fide 1,000-share sell short order. Buying Algo executed a total of 645 shares
11:08:33.176 | ata price of $101.32 against Demostrate’s bona fide order,

11:08:33.180 | Demostrate sent six additional non-hona fide buy orders, totaling 600 shares,
to the primary listing market, all priced at $101.31.

11:08:33.233

11:08:33.233 | Buying Algo partially executed additiona! 200 shares at $101.32 against
Demostrate’s 1,000 share sell short bona fide order.

11:08:33.838 | The remaining 155 shares of the 1,000 share bona fide sell short order were
cancelied and all eleven non-bona fide buy orders sent to the primary listing

11:08:33.882 | market were cancelled.




| Time Activity

11:08:33.883 | The NBBO returned to the pre-layering price levels of $101 24 -8101.35." |

This layering activity resulied in the Demostrate trader selling 843 shares at a price $0.08
higher than would otherwise have been available in the absence of the layering activity.

Five seconds later, the Demostrate trader, using the direct access provided by HBOLIS,
reversed sides of the market using the same patiern of layering by entering a bona fide buy order
with reserve size on the same non-primary listing market and a series of non-bona fide sell short
orders on the primary listing market. The non-bona fide sell short orders artificially depressed

the National Best Offer, creating the artificial appearance of sell-side pressure, which enticed the
Selling Algo to execute against the Demostrate trader’s bona fide buy order at a price Jower than
would otherwise have heen available in the absence of the layering activity. Demostrate traders,
through repetitive layering, alternately executed on the buy and sell side of the market and
received favorable execution pricing that would otherwise have been unavailable in the absence

of its layering activity.
B. Wash Trading”

In thousands of instances during the review period, a particular Trade Alpha or
Demostrate Risk Group, as well as a specific Trade Alpha or Demostrate trader, were on both
sides of a transaction, buying and selling the same security, on the same day, at the same time
and price. For example, on March 3, 2010, a Demostrate trader bought and sold the same stock
at the same tite and same price 61 times. The next day, he tumed around and bought and sold
the same stock at the same time and same price another 66 times,

C. Pre-arranged Trading6

Similatly, certain Trade Alpha and Demostrate (raders engaged in pre-arranged trading
aclivities. For example, in a dozen instances between April 13, 2009 and May 1, 2009, a Trade
Alpha trader, through the Firm, cngaged in a pattern of trading in nine stocks, enlering a series of
transactions in which he pre-arranged with a trader at another firm to take the opposite side of
the transactions. In these pre-arranged transactions, the Trade Alpba trader entered a short sale
(buy), and then several seconds later he entered a buy (sell) for the same position at a lower
{higher) price. He then repeated this process.

Based on the foregoing conduct, HROLIS, through certain Trade Alpha and Demostrate
traders, directly or indirectly, for the purpose of creating a false or misleading appearance of
active trading in securities registered on a national securities exchange: (i) effccted transactions
which involved no change in the beneficial ownership thercof; (ii) entered orders for the
purchase (sale) of securities with the knmowledge that orders of substantially the same size, at

¥ Wash trading involves the execution of a seeurities transaction which involves no change in the beneficial
ownership of the security. Wash trades may be inadverteni or may be attribuiable to an improper purpose such as
the intentional manipulation of trading volume or market prices.

¢ While wash irading is the execution of a securities fransaction which invelves no change in the beneficial
ownership of the security, pre-arranged trading is an offer to sell coupled with an offer to buy back at the same or
al a pre-determined price, and may involve a change in heneficial ownership,
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substantially the same time, and at substantially the same price, for the sale (purchase) of such

security, had been or would be catered by or for the same or different parties; and (i) effected.a. . .

series of transactions in securities to create actual or apparent active trading in such securities, or
raising or depressing the price of such securities, for the purpose of inducing the purchase or sale
of such securities by others, in willful violation of Section 9(a}(1) and HaX?2) of the Securilies
Exchange Act of 1934 (“Exchange Act™). Such conduct also violated FINRA Rule 2020 by
effecting fransactions in, or inducing the purchase or sale of securities by means of a
manipulative, deceptive or other frandulent device or contrivance.

In addition, HBOLIS violated NASD Rules 3316 and IM-3310 (before February 15,
_ 2010} and FINRA Rules 5210 and 521001 (on and after February 15, 2010) by:.(1) publishing or
causing to be published transactions as a purchase or sale of securities without the belief that such
iransaction was a bona fide purchase or sale of such security; and (ii) purporting to quote the bid or
asked price for securities, without the belief that such quotation represented a bona fide bid for, or
offer of, such security,. HBOLIS violated NASD Rule IM-3310 and FINRA Rule 5210.01 by
publishing quotations “without having reasonable cause to believe that such guotation [was] a hona
fide quotation, {was] not fictitious and {was] not published or circulated or caused to be published or
circulated for any frandulent, deceplive or manipulative purpose.”

HBOLIS violated NASD Rule 3320 (before February 15, 2010) and FINRA Rule 5220
(on and after February 15, 2010) by making an offer to buy or sell a security at a stated price
without being prepared to purchase or sell at such price and under such conditions as are stated at
the time of such offer to buy or sell.

HBOLIS also violated FINRA Rule 2010 by failing to observe high standards of
cammercial honor and just and equitable principles of trade in the conduct of its business.

D. HBOLIS Failed To Adeguately Supervise Its Trading Activities

NASD Rule 3010(a) requires firms fo establish and maintain a supervisory system,
including written procedures, 1o supervise its registered and associated persons that is reasonahly
designed to achieve compliance with applicable securities laws and regulations, and FINRA
rules. Rule 3010(b) requires that each firm establish, maintain, and enforce written supervisory
procedures to supervise the types of business in which it engages that are reasonably designed to
achicve compliance with applicable securities laws and regulations, and FINRA Rules.

During the review period, HBOLIS failed to have a system and wriiten procedures that
were reasonably designed fo supervise its primary business of providing a trading platform, trade
software and trade execution, support and clearing services for day traders. The Firm averaged
approximately 400,000 wades per day. Prior to February 2010, the Firm did not have a
supervisory system or procedures designed to adequately monitor for Jayering or spoofing
activity. Throughout the review period, the Firm’s supervisory sysiem and procedures were not
reasonably designed to monitor its high volume of daily trading for manipulative trading activity,
such as spoofing, layering, wash trading and pre-arranged trading, As a result, HBOLIS viclated
MNASD Rules 3010(a) and (b).

IIT.  Anti-Money Laundering Violations
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FINRA Rule 3310, (formerly NASD Conduct Rule 3011) reguires all member firms to

"de\zt'lng and imph‘m?nf a_written anti-money lanndering program reasonably dﬁqignpd to

achieve and monitor the finm's compliance with the requiremenis of the Bank Secrecy Act
(31 U.S.C. § 5311, ef seq.}, and the implementing regolations promulgated thereunder by the
Department of the Treasury.”

Title 31 U.8.C. § 5318(g) authorizes the United States Department of the Treasury to
issue suspicious activity reporting requirements for broker-dealers. The Treasury Department
issned the implementing regulation, 31 CF.R., § 103. 19(a)1), on July 1, 2002. It provided that,
with respect {0 any fransaction after December 30, 2002, "[e]very broker or dealer in securities

_..within the Unifed States ... shall file with FinCEN ... a report of any suspicious transsction. ... .

relevant to a possible violation of law or regulation." Section (2)(2) of that regulation
specifically provides:

A transaction requires reporting . . . if it 1s conducted or attempted
by, at, or through a broker-dealer, it involves or aggregates funds
or other assets of at least $5,000, and the broker-dealer knows,
suspects, or has reason to suspect that the ransaction {or a pattern
of fransactions of which the transaction is a part):

() Involves funds derived from iflcgal activity or is intended
or conducted in order o hide or disguise funds or assels derived
from illegal activity (including, without limitation, the ownership,
naturc, source, location, or controf of such funds or assets) as part
of a plan fo violate or evade any federal law or regulation or to
avoid any transaction reporting requirement under federal law or
regulation;

(in 18 designed, whether through structuring or other means, to
evade any requirements of this part or of any other regulations
promulgated under the Bank Secrecy Act, .. . ;

(iii)  Has no business or apparent lawful purpose or is not the
sort in which the particular customer would normally be expected
to engage., and the broker-dealer knows of no reasonable
explanation for the transaction after examining the available facts,
including the background and possible purpose of the transaction;
ar

(iv)  Involves use of the broker-dealer to facilitate criminal
activity.

In April 2002, FINRA issued Notice to Members ("NTM") 02-21, which reminded
broker-dealers that by April 24, 2002, they were required to establish and implement AML
programs designed to achieve compliance with the Bank Secrecy Act and the regulations

" On January 1, 2010, FINRA Rule 3310, FINRA s AML program rule, went into effect and replaced NASD Rufe
3011,
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promulgated thereunder. The Notice further advised broker-dealers that their AMI. procedures
must address a number of areas including monitoring of account activities, "including bul not

fimited to, trading and the flow of money into and out of accounts.”

In August 2002, FINRA issued NTM 02-47, which set forth the suspicious activity
reporting rule promulgated by the United States Department of the Treasury for the securities
industry. This NTM further reminded broker-dealers of their duty to file a SAR-SF (Suspicious
Activity Reports for the Securitics and Futures Industry) for any suspicious transactions
occurring after December 30, 2002,

A. HBOLIS’ Inadequate AML Procedures

HBOLIS® AMT system and procedures, largely modeled after the small firm template in
effect prior to 2010,® were memorialized as part of the Firm’s written supervisory procedures.
The Fim’s AML Compliance Officer {AMICO) was responsible for “monitoring the Firm's
AML, compliagnce and overseeing communication and training for employees.” The AML
procedutes did not specily any further duties of the AMLCO, and did not identify any other Firm
employeces as having any supervisory respensibilities for monitoring for suspicious activity.

In terms of monitoring for suspicious activily, the AML procedures provided that “[t]he
Firm will manually monitor a sufficient amount of account activity to permit identification of
patierns of unusual size, volume, pattern or type of ransactions, geographic factors.” The red
flags identified focused on suspicious activity in the account opening process or suspicious
activity related to moncy meovement, but not on any trading activity. Other than manual
monitoring of accounts, the AML procedures did not identify any particular reports or tools to be
used, automated or otherwise, to detect any suspicious trading activity in accounts. The AML
procedures also did not identify who was responsible for performing the reviews, what
specifically was to be reviewed, how often the reviews were to be performed, and how the
reviews were 1o be evidenced.

Although HBOLIS had AMI. policies and procedures in place during the review pertod,
they could not reasonably be expected to detect and cause the reporting of suspicious
transactions as required by NASD Rule 3061 i(a) and FINRA Rule 3310{a). The writtcn AML
procedures themselves did not detail any specific steps to be taken by anyone at the Firm in order
fo monitor for or detect any suspicious or manipulative trading activity, nor did they outline any
red flags in connection with trading activity. Especially in light of HBOLIS’ business model of
providing direct market access to customer aceounts traded by traders in foreign countries, it was
unreasonable for HBOLIS to not have more detailed procedures in place to monitor for
suspicious or manipulative trading activity.

B. HBOLIS® Inadequate Intermal Controls For Detecting Suspicious Trading
Activity

During the review period, HBOLIS monitored for suspicious money movement and
suspicious stock movement through a weekly review of an automated SIS-Broadbridge

See hitp:/Awww finra.org/lndustry/issues/ AML/p0O06340.
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generated report.  All money movement in oxcess of $3,000 was reviewed, and maney

___movement in excess of $100,000 was reported to scnior management. Stoc rement that was

not between the same customer’s accounts at HBOLIS or another broker-dealer was required to
be completed via DTCC.  The Firm’s AMLCO, reviewed these and other reports in order to
moniter for and detect suspicious moncy movement in and out of accounts, However, the
AMECO did not perform any reviews related to suspicious trading activity.

It was not uniil April of 2010 when HBOLIS began to design and implement reports to
monitor for or detect suspicious frading activity. In April 2010, HBOLIS implemented iwo
automated reports for purpeses of monitoring for certain types of suspicious trading activity.

and price by the sume customer. The second report was a Thinly Traded Report, implemented to
identify cross trades and spoofing. In or around July 2010, afier being notified by FINRA of
suspected manipulative trading activity in the Demostrate account, HBOLIS started to develop a
Layering Report designed to examine the ratio of excessive number of cancels to orders entered
for indications of an individual entering non-bona fide orders. The Firm had no other tools or
reports, automated or otherwise, to monitor for potentially suspicious trading activity.

During the majority of the review period, HBOLIS did not have any internal controls in
place that were reasonably designed to achieve compliance with the Bank Secrecy Act. One of
the factors that FINRA has instructed members to consider when tailoring procedures and
systems to the business conducted is the “technological environment in which the firm
operates.”” Firms such as IIBOLIS have specifically been instructed io “consider conductin%
computerized surveillance of account activity to detect suspicious transactions and activity,"
The Firm failed to adopt a risk-based approach in designing and implementing its AML
procedures and controls by failing to have in place automated reports or other surveillance to
adequately monitor for and defect suspicious trading activity. HBOLIS® AML procedures in
effect during the review period provided that the Firm would “manually review™ trading activity
for suspicious activity. The very large volume of frades executed by HBOLIS every day
{(approximately 400,000 per day) made this approach unrcasonable and ineffective.

C. HBOLIS’ Failure to Detect and Report Suspicious Trading Activity

As a result of HBOLIS® deficient AML procedures and internal controls, numerous red
flags indicative of suspicious trading activity were not detected, investigated, or reported. In
fact, the Firm failed to detect significant suspicious trading in the Demostrate account during the
review period. That activity involved patterns of spoofing, layering, pre-arranged trading, and
wash trading.

There were numerous instances when the Firm’s Compliance Department determined that
Demostrate’s traders had engaged in “suspicious” or manipulative trading. In those instances,
the Firm’s general process was to discipline the Demostrate trader by issuing & warning for the
first occurrence, followed by suspending the traders’ trading privileges for the second violation,
and Tmaily terminating the trader’s trading privileges for a third violation. In every instance

* NASD Notice to Members 99-45, NASD Provides Guidance On Supervisory Responsibilities, at 2.
I a7,
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where suspicious trading activity by a Demostrate trader was identified, the profiis generated by
the trading were maintained by either the Firm or the Demostrate account. These instancesof

suspicious activity were never escalated or otherwise discussed with HBOLIS® AMLCO and the
Firm failed fo consider whether a SAR-SF filing was warranted to report this activity.

For example, on June 5, 2009, NYSE Arca notified TIBOLIS that it had detected wash
trading activity by a Trade Alpha trader between April 13 and May 1, 2009. Specifically, on
twelve instances, the trader engaged in a pattern of trading in nine stocks, in which he entered a
short sale (buy), and then several seconds later he entered a matching buy (seil) to maintain the
same position at a lower (higher) price He then repeated the process. Afier the trader admitted

trader’s trading authorization, but never even considered whether it was necessary to file a SAR-
SE.

Similarly, on February 2, 2010, NYSE Arca notifiecd HBOLIS that it had detected 19
fransactions on January 10, 2010, in which Demostraic was on both sides of the trades of 20,000
shares of TAMB. All of the trading took place between two Demostrate traders who worked in
the same Risk Group. HBOLIS notified Arca that after the matter was bought to its atiention, it
suspended the two traders, but again, failed to even consider whether to file a SAR-SE.

By virtue of the above, during the review period, HBOLIS violated NASD Rules 301 1(a)
and FINRA Rules 3310{a) and 2010 by failing to establish and implement policies and
procedures that could reasonably be expected to detect and cause the reporting of suspicious
transactions required under 31 U.S.C. § 5318(g) and the implementing regulations thereunder.

IV.  Regulation SHO and Related Violations
A. TIBOLIS Failed to Comply with the SEC Emergency Orders

On July 15, 2008, the Securitics & Exchange Commission (“SEC?) issued an emergency
order (“Emergency Order I)."* Emergency Order I provided, in pertinent part that no person
could effect a short sale in the publicly traded securities of certain "Substantial Financial Firms"
unless such person or its agent borrowed or arranged to borrow the security or otherwise had the
security available to borrow in its inventory prior fo effecting such short sale. An appendix to
Emergency Order I specifically identified 19 financial firms as “Substantial Financial Firms.”

Emergency Order I was effective on July 21, 2008 through July 29, 2008. On July 29,
2008, the SEC amended FEmergency Order I to extend its effective period through August 12,
2008.

During the period July 21, 2008 through August 12 2008, HBOLIS effected
approximately 3,600 proprietary short sales in the securities of 14 Substantial Finapcial Firms
identified in Emergency Order 1 without having borrowed or arranged to borrow the security or
otherwise having the security available to borrow in its inventory prior to effecting such short

"' See Exchange Act Rel. No. 58166, as amended by Exchange Act Rel. No. 38190 (July 18, 2008) and Exchange
Act Rel. No. 58248 (July 29, 2008).
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sales. The foregoing resulted in approximately 7,680 short sale execulions and over 2.1 million
exccuted shares violative of Emergency Order 1.

The SEC issued Emergency Order II on September 18, 2008."” FEmergency Order il
provided, among ather things, that “all persons are prohibited from short selling any publicly
traded securities of any “Inciuded Financial Firm.” An appendix to Emergency Order 1}
specifically identified 799 financial firms as “Included Financial Firms,” Emergency Order 1
was effective on September 19, 2008 through October §, 2008,

During the period September 19, 2008 through October 8, 2008, HBOLIS effected
approximately 10,900 proprietary short sales in (he securities of 166 Included Financial Firms
identified in Emergency Order 11."* The foregoing resulted in approximately 16,500 executions
and over 4.2 million executed shares violative of Emergency Order I

Both Emergency Order 1 and Emergency Order 11 had been promulgated by the SEC
pursuant to austhority granted it under Section 12 of the Exchange Act. Based upon the foregoing
conduct, the Firm violated Section 12(k} of the Exchange Act by effecting short sales in the
securities of Substantial Financial Firms without having borrowed or pre-borrowed the securities,
and by effecting shott sales in the securitics of Included Financial Firms. This violative conduct
also constitutes a violation of NASD Rule 2110,

B. HBOLIS® Supervisory System Was Not Reasonably Designed To FEnsure
Compliance with the SEC Emergency Orders

At no time during the effeclive dates of Emergency Orders T and 1T (collectively, the
“Emergency Order Period”) did the Firm establish or maintain a system reasonably designed to
supervise its activities for compliance with Emergency Orders ¥ and IF. In addition, the Firm’s
writien supervisory policies and procedures were not updated or otherwise amended to comply
with Emergency Orders 1 and 1l

The Firm failed to put in place policies and procedures regarding Emergency Orders |
and 11 or otherwise formally communicate to its traders the requirements of the emergency orders
or direct their actions with respect to the trading constraints the emergency orders imposed. The
Firm also failed to establish policies and procedures to direct its supervisory principal on the
method and manner in which supervision of the emergency orders should be carried out.

During the Emergency Order Period, the Firm maintained two front-end gystems — a
proprietary system called Graybox and one which they contracted for with a non-affiliated
vendor called Sterling Trader Pro (“Sterling”). The Firm attempted to block short sales in the
securities of Substantial Financial Firms for Emergency Order 1 and Tncladed Financial Firms on

12 See Exchange Act Rel. No, 58592, as amended by Exchange Act Rel. No. 58611 (Sept 21, 2008); Exchange Act
Rel. No, 58723 {Oct. 2, 2008).

" Emergency Order 11 provided several exemptions from the requitements of the order. However, HBOLJS

represented that they did not rely on any of the exemptions provided in connection with the short sales it entered
during the period when Emergency Order 1T was in effect.
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Emergency Order 11 (collectively, the “Restricted Securities™ in Graybox and Sterling.
into Graybox and the system’s software and programming failures, many short sales in
Restricted Securities were not blocked. The Firm also failed to establish and maintain a
supervisory system that allowed for the reasonable supervision of traders who were able to
manually override short sale blocks that were successfully programmed into Graybox. Delays in
communicating, updating and uploading the list of Restricted Securitics in Sterling resulted in
additional violative short sales.

The Firm also permitted certain traders to use a front-end trading system provided by a
. non-affiliated vendor with whom the Firm did not have a contract. The Firm therefore lacked the
contractual authority to request and/or control any systems blocks relative to orders entered in
that system, which failed 1o block short sales in some of the Restricted Securities and resulted in
the placement and execution of short sales violative of the emergency orders.

Based on the foregoing, HBOLIS viclated NASD Rule 3010(a) by failing to establish and
maintain a system to supervise and NASD Rule 3010(b) by failing to establish, maintain, and
enforce written procedures to supervise for compliance with Emergency Orders | and [I. The
foregoing also violated NASD Rule 2110.

C. Additional Regulation SHO Supervisory Vielations

During at least January 1, 2009 through December 31, 2009, the Firm’s written
supervisory procedures relating to Regulation SHO were deficient in that, among other things,
they failed to set forth adequate procedures to determine that: (1) saie orders were properly
marked; (2) aggregation units were independently maintained and each engaged in separate
trading strategies; and (3) close out requirements are met on all fail to deliver positions.

Effective September 7, 2004, the SEC adopted 17 CFR Part 242 (“Regulation SHO™)
under the Exchange Act and designated January 3, 2005 as the conunencement date for
compliance, Regulation SHO was, among cther things, designed to control the harmful effects
on market prices and the volatility caused by naked short selling.  With this primary goal in
mind, Regulation SITO was designed to: (i) create uniform order marking requirements for sales
of equity securities; (ii) reduce the number of potential failures to deliver (hereinafter referred to
as a “fail® or “fail to deliver’) by means of “locate” requirements; and (iii) limit the time in
which a broker dealer can permit a fail to deliver to persist for securities on the various SRO
threshold securities lists,

As effected, Rule 200(g) of Regulation SHO required that a broker or dealer mark all sale
orders of any equily security as “Tong,” “short” or “short exempt.” The accurate marking of sale
orders is essential for locate, stock borrow, reporting, record keeping and execution purposes.

Rule 200(f) of Regolation SHO states that:
In order to determine its net position, a broker or dealer shall

aggregafe all of Its positions in a security unless it qualifies for
independent trading unit aggregation, in which case each independent
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trading unit shall aggregate all of its positions in a security to determine its

the broker-dealer has a written plan of organization that identifies each
aggregation unit, specifies its trading objective(s), and supports ifs
independent identity; (2) each aggregation unit within the firm determines,
at the time of each sale, its net position for every security that it trades; (3)
all traders in an aggregation unii pursuc only the particular trading
objective(s) or strategy(s) of that aggregation unit and do not coordinate
that strategy with any other aggregation unit; and (4) individual traders are
assigned (o only one aggregation unit at a time.,

exists on seltlement date (1I'+3) by the opening of trading on T+4 (in the casc of short sales) and
T-+6 (in the case of long sales).

The Firm’s procedures lacked any description of the process by which Firm orders were
marked long or short. Consequently, orders entered through Sterling were not being marked
correctly, For example, a review of the execution blotter of customer ABC for trade date
October 28, 2009 disclosed that the customer was long the shares of security XYZ. Despite the
foregoing, subsequent safes of security XYZ continued 1o be marked by the Firm as short sales.

In addition, the Firm’s procedurcs failed to describe its process for determining
proprietary and customer positions in securities on an individual basis. Specifically, the Firm
Jlacked a written plan of organization identifying each separate aggregation unit, specifying its
trading objective(s) and supporting ifs independent identity. Moreover, the Firm was unable to
evidence that each trader in cach aggregation unit was pursuing only the trading objectives or
strategies of that aggregation unit; was not coordinating that strategy with any other aggregation
unit; and was only assigned to one aggregation unit.

Further, the Firm’s procedures did not describe the fail to deliver requirements of
Regulation SH(Ys Rule 204 and the Firm indicated it was unaware of the CNS fail 1o deliver
close out requirements imposed by that rule. A review of a sample of 10 CNS fail to deliver
positions on the Firm’s books for the period May 1 through June 2, 2009 disclosed that the Firm
failed to close out the CNS fail to deliver in all 10 positions.

Based on the foregoing, HBOLIS violated NASD Rule 3010(b) by failing to establish,

maintain, and enforce adequate written procedures {o supervise for compliance with Regulation
SHO. The foregoing also viclated FINRA Rule 2010,
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Y. Advertising Violations

From at least May 2009 through August 1, 2012, HBOLIS maintained a website
marketing its services. I'rom in or about October 2005 to December 2010, FHIBOLIS had a
branch office located in Morristown, NJ, which was an Office of Supervisory Furisdiction of
HBOLIS. The Morristown, NJ HBOLIS branch office conducted business and marketed itself
under the name Xerxes Trading and maintained its own website undes that pame. The Firm is
responsible for ensuring that advertisements appearing on either its own website or those of its
branch office, Xerxes Trading, are in compliance with NASD Rules.

NASD Rules 2210{(d)(1XA) & (B) govern the substantive communications for
advertisements and sales literature.  Pursuant to NASD Rule 2210(d)(1)(A), all member
communications with the public must be *based on principles of fair dealing and good faith,
must be fair and balanced, and must provide a sound basis for evatuating facts in regard to any
particular security or type of security...” NASD Rule 2210(d){1)(B) states in pertinent part that,
“no member may make any false, exaggerated, unwarranted or misleading statement or claim in
any communication with the public.”

A. The HBOLIS Website

Much of HBOLIS® website was dedicated to the Firm’s “Graybox™ technology and a
significant amount of discussion concerned the speed and effectiveness of the Graybox trading
platform. While the website included the statement, “Systems response times may vary due (o a
variety of factors, including trading volume, market conditions and system performance,” the
disclaimer was separated from the Firm’s claims of speed and effectiveness in a subsection of a
“Risk Disclosure™ section entitled, “Volatility.” The disclaimer’s lack of prominence and low
visibility failed to provide the reader with a sound basis for evaluating some considerations
associated with day-trading and the use of the platform.

HBOLIS® website also contained numerous exaggerated and unwarranted statements.
For example, references to Graybox software as being “industry leading;” “winner of the
sottware wars of the 90s;” and providing “the split second execution advantage that can spell out
the difference between profit and kiss™ were unwarranted.

The HBOLIS website also contained a repeated and prominent statement that HBOLIS is
the “only direct access trading firm on the Inc. 500 list of America’s faslest prowing companies.”
However, the website failed to disclose that the Firm had to pay a fee to be considered for a
ranking and that the Firm was ranked only in 2000 and 2001. The foregoing renders the Firm’s
statement irrelevant, exaggerated, and misleading. Despite being notified by FINRA’s
Advertising Regulation Department that this statement without the disclosure violated FINRA’s
advertising rules, the Firm did not remove it from its website, where it continued to appear as of
Aungust 1, 2012,

Based on the foregoing, HBOLIS violated NASD Rules 2210(d)(1)(A) & (B) and FINRA
Rule 2010 by making misleading, vnwarranted and exagperated siatements on its website,
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B. The Xerxes Trading Website

Statements contained on the Xerxes Trading website either stated or implied that Xerxes
Trading was a FINRA member, Xerxes Trading was not a member of FINRA nor a registered
broker-dealer. The Xerxes Trading website further suggested that HBOLIS® broker dealer
functions were those of Xerxes. Examples are noted below:

o [Xerxes] is a “Proprietary Equity Trading Firm;”

e “We are a member of FINRA and SIPC;”

o “Join an established trading firm that has been in business since 1994;”
“Will sponsor for Series 7, Series 55, and Series 63 and trade firm’s capital;"and. . ...
“Learn Xerxes Trading strategies™

The foregoing statements caused significant confusion regarding the relationship between
Xerxes Trading and HBOLIS and misleadingly attribute features and services of the broker
dealer HBOLIS 10 Xerxes Trading.

Based on the foregoing, ITBOLIS viclated NASD Rule 2210(d){(1)(B) and FINRA Ryle
2016 by not preventing the making of misleading statements on the Xerxes Trading website.

V1.  Failure To Cooperate

In the course of conducting its financial and operations reporting examination of
HBOLIS during 2011, FINRA sought to obtain certain documents from the Firm on several
occasions. The Firm failed to comply with these requests in a complete and timely manner,

Specifically, on Augast 1, 2011, FINRA examination staff issued HBOLIS a written
request pursuant to FINRA Rule 8210 for certain documents {the “Initial Records Request™),
The Initial Records Request instructed HBOLIS to make the requested documents available for
review at the Firm upon commencement of the onsite exam and specified that, if any of the
requested documents would not be available for review on August 8, 2011, HBOLIS was fo
notify FINRA prior to August §, 2011, The Initial Records Request included, among other
records, a signed FOCUS report including all supporting work papers and documentation for the
capital period ending May 30, 201 1.

Although HBOLIS did not notify FINRA that any of the requested documents would not
be available for review, when the FINRA examiners arrived at HBOLIS to commence the onsite
examination on August 8, 2011, only a portion of the records listed in the Initial Records Request
were available for review. In particular, the supporting work papers and documentation
requested for the May 31, 2011 FOCUS report were not produced. FINRA staff issued written
follow-up requests for the records that had not been produced on October 27, 2011, October 31,
2031 and November 3, 2011, HBOLIS centinued to fail to produce a complete and adequate
response to these requests.

Also, between October 18, 2011 and November §, 2011, FINRA examination staff
requested additional documents and information from HBOLIS. FINRA examination staff
repeatedly requested to meet with HBOLIS personnel to explain certain adjustments made by the
Firm on its May 31, 2011 FOCUS Report. Meetings were confirmed and then cancelled by

17



IBOLIS. Despite making follow-up requests and extending HBOLIS’ time to respond, the Firm
provided only partial but incomyplete responses to the document requests.

On November 11, 2011, FINRA issued another written request itemizing each and every
previous tequest made by the FINRA examination staft during the 2011 FinOp Exam that
remained outstanding, and provided a deadline of November 18, 2011 for response, On
November 18, 2011, HHBOLIS contacted FINRA to request an extension of time for the response
until November 21, 2011, The extension was granted. However, on November 21, only a partial
response was received.

On November 23, 2011, FINRA issued a written Wells notice to HBOLIS indicating that

- FINRA’s Enforcement Department had made a prefiminary determination to recommend that
disciplinary action be brought against the Firm for failing to provide timely and adequate
responses to requests by FINRA staff for information and documentation pertaining to the 2011
FinOp Exam. The Wells notice required a response by December 7, 2011, It was not untif
December 1, 2011, after receiving FINRA’s Welis notice, that HBOLIS completed its response
to FINRA's August 1, 2011 written request for documents,

By failing to respond timely and completely to FINRA’s requests, HBOLIS violated
FINRA Ruoles 8210 and 2010.

VII. OATS Vielations

Between Yanuary 1 and June 30, 2009, HBOLIS failed to transmit 2,166,646 Reportable
Order Events (“ROEs™) to OATS on 65 business days. These 2,166,646 ROEs represented 135
percent of all ROEs (14,174,685) that the Firm was required to transmit to OATS during the time
pertod.

Between October 1 and December 31, 2010, the Firm transmitied (o OATS 182,775
ROEs that were rejected by OATS for context or syntax crrors and were repairable. The Firm
failed to repair 146,775 of these rejected ROEs during this time period, representing 80 percent
of ail rejected repairable ROEs. As a resuolt of the Firm's failure to repair these ROEs, the Firm
failed to transmit 146,775 ROFEs to QATS during the 4Q2010 review period.

Between October 17, 2011 and April 18, 2012, the Firm transmitled to OATS 2,401,792
reports that contained inaccurate, incomplete, or improperly formatted data. Specifically, the
Reute Reports contained inaccurate destination codes. These inaccurate and/or incomplete
reports represented 11 percent of all reports (21,352,663) that the Firm transmitted to OATS

during this time period.

The conduct described above constitutes separate and distinct violations of FINRA Rule
7450.

HBOLIS failed to provide documentary evidence that between January 1 and June 30,

2009, Ociober 1 and December 31, 2010, and October 17, 2011 through April 18, 2012, it
performed the supervisory reviews sct forth in its written supervisory procedures concerning
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OATS reporting. The conduct described in this paragraph constitutes violations of FINRA Rule
2010 and NASD Rule 3010,

B,

Respondent also consents fo the imposition, at a maximum, of the following

sanctions:
1. acensure;
2. afine in the amount of $5,916,667, of which $2,516,667 will be paid by

HBOLIS to the U.S, Securities and Exchange Comunission (SEC) asa

disgorgement and fine according to an Administrative Order issued by the

SEC relating to its investigation of HBOLIS, Demostrate, and three individual
senior managers associated with HBOLIS.'* The remaining $3.4 million of
the fine sholl be paid jointly to FINRA, The NASDAQ Stock Market LLC,

NASDAQ OMX BX, Inc., BATS Fxchange, Inc., and NYSE Arca, Inc,, of

which $900,000 shall be paid to FINRA; and

HBOLIS shall further undertake to:

d.

Retain, within 60 days of the date of Notice of Acceptance of this AWC,
an Independent Consultant, not unacceptable to FINRA staff, to conduct a
comprehensive review of the adequacy of the Firm’s policies, systems and
procedures (writlen and otherwise) and training relating to anti-money
laundering, trading, sponsored access, direct market access, day trading,
compliance with SEC Rule 15¢3-5, and the use of foreign traders,

b. Exclusively bear all costs, including compensation and expenses,
associated with the retention of the Independent Consultant,
¢. Cooperate with the Independent Consuliant in all respects, including by

providing staff support. HBOLIS shall place no restrictions on the
Independent Consultant’s communications with FINRA staff and, upon
request, shall make available to FINRA staff any and all communications
between the Independent Consultant and the Firm and documents
reviewed by the Independent Consultant in connection with his or her
engagement. Once retained, HBOLIS shall not terminate the relationship
with the Independent Consultant without the FINRA staffs written
approval; HBOLIS shall not be in and shall not have an attorney-client
relationship with the Independent Consultant and shall not seek to invoke
the attorney client privilege or other doctrine or privilege to prevent the
Independent Consultant from transmitting any information, reports or

14

In entering into this AWC, FINRA also took into consideration the charges brought by the SEC and the
sanctions it imposed against HBOLIS, Demostrate, S. Hold, Robert Vallone (HBOLIS s Chief Compliance
Officer), end William Tobias (of Trade Alpha and the managing member of Demonstrate) in ifs related
proceeding. Tn the SEC’s action, the three individual senior managers associated with HBOLIS and/or
Demosirate were barred from the securities industry and fined.
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documents to FINRA.

. At the conclusion of the review, which shall be no more than 160 days

afler the date of Notice of Acceptance of this AWC, require the
Independent Consultant (o submit {0 the Firm and FINRA staff an Initial
Report. The Written Report shall address, at a minimum, (i) the adequacy
of the Firm’s policies, systems, procedures and training relating to anti-
money laundering, trading, sponsored access, direct market access, day
trading, compliance with SEC Rule 15¢3-5, and the use of foreign traders;
(if) a description of the review performed and the conclusions reached, and

(iii) the Independent Congultant’s recommendations for modifications and

additions to the Firm’s policies, systems, procedures and training; and

Require the Independent Consultant to enter into a writien agreement that
provides that for the period of engagement and for a period of two years
from completion of the engagement, the Independent Consuliant shall not
enter into any other emplovment, consultant, attorney-client, auditing or
other professional relationship with TBOLIS, or any of its present or
former affiliates, directors, officers, emplovees, or agents acting in their
capacity as soch. Any firm with which the Independent Consultant is
affiliated in performing his or her duties pursuant to this AWC shall not,
without prior written consent of the FINRA staff, enter inio any
employment, consuftant, attorney-client, auditing or other professional
relationship with HBOLIS or any of its present or former affilistes,
directors, officers, employees, or agents acting in their capacity as such for
the period of the engapement and for a period of two years after the
engagement.

Within 90 days after delivery of the Written Report, HROLIS shall adopt
and implement the recommendations of the Independent Consultant or, if
it determines that a recommendation is unduly burdensome or impractical,
propose an alternative procedure (o the Independent Consaltant designed
to achieve the same objective. The Firm shall submit such proposed
alternatives in writing simultaneously to the Independent Consultant and
the FINRA staff. Within 30 days of receipt of any proposed alternative
procedure, the Independent Consultaat shall: (i) reasonably evaluate the
alternative procedure and determine whether it will achieve the same
objective as the Independent Consultant’s original recommendation; and
(ii) provide the Firm with a written decision reflecting his or her
defermination. The Firm will abide by the Independent Consultant’s
ultimate determination with respect to any proposed aliernative procedure
and must adopt and implement all recommendations deemed appropriate
by the Independent Consultant.

Within 30 days after the issuance of the later of the Independent
Consultant’s Written Report or written determiration regarding alternative
procedures (if any), HBOLIS shall provide the FINRA staff with a written
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implementation report, certified by the President or Chicf Executive
Officer of HBOLIS, attesting (o, containing documentation of, and setfing

forth the details of the Fim’'s implementation of the Independeni
Consultant's recommendations.

h, Within 60 days after the issuance of the later of the Independent
Consultant’s Written Report or written defermination regarding alternative
procedures (if any), the Firm*s President or Chiel Executive Officer shall
certify that the Firm’s AMIL program and its supervisory systems and
procedures are in compliance with federal securities laws and FINRA
Rules.

i. Upon written request showing good cause, the FINRA. staff may extend
any of the procedural dates set forth above.

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

Respondent agrees to pay the monetary sanction upon notice that this AWC has been
accepted and that such payment is due and payable. Respondent submitted an Election of
Payment form electing to pay the fine imposed by the instaliment payment plan. The
terms of the payment plan will be as follows:

I

A down payment of $225,000, equal to twenty-five percent (25%) of the total
fine, must be paid as the jnitial payment.

A fixed interest rate of three percent (3%) over the Prime rate, as published in
the Money Rates column of the Wall Street Journal on the day following
receipt of the initial payment, will be assessed on the unpaid balance. Interest
will accrue daily at the fixed rate on the unpaid balance.

Following the initial payment, the entire remaining balance, including accrued
inferest, shall be paid in forty-eight (48) menthly installment payments, with
the final payment due no later than forty-eight months after the due date of the
initial payment. An Installment Package, including the cover letter, the
Promissory Note, and the Pavment Schedule, will be mailed to Respondent
upon receipt of the initial payment. The executed (signed and notarized)
Promissory Note for the unpaid balance of the fine, including interest, must be
returnied with Respondent’s first installment payment.

The entire remaining balance, including accrued inlerest, can be paid off at
any time without penalty.

Should the Firm be acquired by any other entity, party, or persons while any
fine amounts remain outstanding, the Firm shall condition any such
sequisition on the acquirer(s)’ assumption of the Firm’s fine obligations in
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this AWC, or else any retnaining cutstanding fines shali become immediately

~— due and payable prior to the completion of any such acquisition within the

four year time period the Firm has to pay the total fine under this AWC.

Respondent specifically and voluntarily waives any right to claim that it is unable {o pay,
now ar at any time hereafter, the monetary sanction imposed in this matier.

1.
TWAIVER OF PROCEDURAL RIGHTS

Respondent specifically and voluntarily waives the following rights granted under FINRA's
Code of Procedure:

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

B. To be notified of the Formal Complaint and have the opporiunity o
answer the aliegations in writing;

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

D. To appeal any such decision fo the National Adjudicatory Council
("NAC") and then to the U.8. Securities and Exchange Commission and a
U.S. Court of Appeals.

Further, Respondent specifically and voluntarily waives 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 (erms and conditions of this AWC, or other

consideration of this AWC, including acceptance or rejeciion of this AWC.

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 cof functions prohibitions of
FINRA Rule 9144, 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

its acceptance or rejection.

H IS
OTHER MATTERS
Respandent understands 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
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Subcommittee of the NAC, or the Office of Disciplinary Affairs ("ODA"),
pursuant to FINRA Rule 9216;

If this AWC is not accepted, its submission will not be used as evidence to
prove any of the allegations against the Firm; and

I accepted:

1. This AWC will become part of Respondent's permanent disciplinary
record and may be considered in any future actions brought by
FINRA or any other regulator against if;

2. This AWC will be made available through FINRA's public
disclosure program in response (o public inguiries 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. Respondent 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 AW is without factual basis. Respondent may
not take any position in any proceeding brought by or on behalf of
FINRA, or to which FINRA is a party, that is inconsistent with any
part of this AWC. Nothing in this provision affects Respondent's
right to take legal or factual positions in litigation or other legal
proceedings in which FINRA is not a party.

Respondent may aftach a Corrective Action Statement to this AWC that is
a statement of demonstrable corrective steps taken to prevent future
misconduct. Respondent understands that it may not deny the charges or
make any statement that ig inconsistent with the AWC in this Statement,
This Statement does not constitute factual or legal findings by FINRA, nor
does it retlect the views of FINRA or its staff.

23



The undersigned, on behalf of the Firm, certifies that a person duly authorized to act on its behalf

has read and understands all of the provisions of this AWC and has been given a full opporfunity

to ask questions about it; that the Firm 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 o induce the Firm to submit it.

oo . /5/4///2/,//'/%

Date Respondent Hold Brothers On-Line
Investment Services, LLC
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[Name and title]
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Mdl‘til’l H Kaplan /
Gusrae Kaplan Nushaum PLL(,"’
120 Wall Street, 11th Floor
New York, New York 10005

Accepted by FINRA:

Dafe;?" T Signed on behalf of the
Director of OPA, by dclegated
anthority

Sammuel L. Isract
Associate Vice President and
Chief Counse}

FINRA

Department of Enforcement
15200 Omega Drive

3rd Floor

Rockville, MD 20850-3241
Tel; 301-258-8546

Fax: 202-721-8316
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