FINANCIAL INDUSTRY REGULATORY AU THORITY
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO. 20110255802 -02

TO:  Deparnment of Enforcement
Financial Industry Reguilatory Authority (“FINRA™)

RI: Merill Lynch, Preree, Fenmer & Smith Incorporated Cvleeril” or the “Firm™)
(13D Nu. 7691)
Respondent

Pursuant 1o FINRA Rule 9216 of FINRA™s Code of Procedure. Respondent submits this Eetler of
Acceptance, Waiver and Consent ("TAWC™) for the purpose ol proposing a settlement of the
alleged rule violations described below. This AWC is submitied on the condition that. if
accepted. FINRA will nat bring any luture actions against Respondent alleging violations based
on the same factual findings described hercin.

L
ACCEPTANCE AND CONSENT

A Respondent hereby aceepts and consents, without admitting or deny ing the
findings. and solely for the purposes of this procecding and any other proceeding
brought by or on behalf of FINRA, or to which FINRA is & party. prior o a
hearing and without an adjudication of any issuc ol liw or fuct. to the entry of the
tollowing findings by FINRA:

BACKGROUND

Merrill has been a member of FINRA since Fanuary 1937 and has its principal
place of business in New York. New York, Merrill s a globul invesunent banking
and multi-service brokerage firm. As of May 2013 the [irm maintained more
than 2.600 branch offices and employed more tran 32,000 registered individuals.

RELEVANT DISCIPLINARY HISTORY

in February 2012, Merrill entered into an AW C that included the
tollowing violutions ol Municipal Securities Rulemaking Board
MSREB™Y Rule G-14: () From January 1, 2009 1o March 31,2009, the
Firm failed 10 report the correct Time of Trade o the MSREB Real-Time
Reporting System ("RTRSE™Y in 475 reports of transactions in municipal
seeurities, and also reported these 475 wrades [ote: and (o) from October 1,
2009, to December 31, 2009, the Firm failed 1o report the correct Fime off
Trade 1o the RTRS tn 138 reports of transactions in municipal securitics,
and also reperted these |38 trades late. The AW altocated $23.0600 of the



e w this matter to the vielations of Rule G- 114

i September 2008, Memill ertered into an AW that indhaded tvo Rule
G4 violations during the time period of Janaary £ 2000 0 Twoweh Mareh
31.2006: (i) the Firm lute-reported 381 purchise and sale timsactions
cliected in municipal securities to RTRS: and Oy in 79 mstances, the irm
improperly reported trades that were not inter-dealer trimsadtions
repurtable o the RTRS. The AWC allocated $7.500 o1 the i mthis
matter to the Rule G- violations,

OVERVIEW

From May 6. 201 [ through june 21, 2011 (the ~Relevam Period™). Merrill
erroncously reported w the Short Term Obligation Rate Pramsparency System
C'STHORT™) that interest rates for 373 CUSIH S swere =Set by Aieton™ instead of
the s imum interest rates for these CUSIPS By reason ol the foregoing, Merrill
violated MSRB Rule G-34

FACTS AND VIOLATIVE CONDUCI

On May 16, 201 1. Merrill made adjusunents 1o its auction rie system logie o
conform te amendments to MSRDB Rules G-3+4 and G-X. s the resutt of an error
in this process, the Firm began misveporting to SFOR T that interest rates
associated with various ARS CUSIPs were triggered by auction, rather than by
resets o the maximuam interest rates associated with those CLUSIPS, Out of the 431
reports that Merrill made to SHORT between May 16, 2011, and June 21, 2011,
373 (82.7'%) crroneously stated that the interest rates ussociated with the CUSIPs
being reported were “Set by Auetion.” In Tact. noauctions had veeureed with
respect to any of the 373 CUSIPs that were the subject of the ceroncous reporty
during the Relevunt Period.

OTHER FACTORS

Respondent also consents to the impasition of the followine sunctions:

s A censure
o A fine in the amount of $10.000 ($10.000 ol which pertains o the
vielation of MSRB Rule (5-34)

Respondent agrees to pay the manetary sanclionts) upon notice that this AWC has
been accepled and that such payment(s) arc due and puyable. Respondent has
subimitted an Licction of Payment form showing the method by which it proposes
to pay the fine imposed.

Respondent speciically and voluntarily waives any rieht to elaim that it is unable
to pay. now or b any time hereafter, the monctary sanenones) imposed in this
mutier,
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Ihe sanctions imposed hierein shall be effective v dite s by FINRA suaff.
1.
WAIVER OF PROCEDURAL RIGIITS

Respondent speeilically and voluntarily waives the {ollowing richts granted under FINRA's
Code of Procedure:

A. To have a Complaint issued specifying the allegations against i

3. To be notifted ol the Complabm and have the opportunity 1w ansser the
allegations in writing:

C. Ta defend against the allegaions in a disciplinary heaving helore a hearing panel.
o have a written record of the hearing made and 1o hav e o written decision issued:
and

1. To appeal any such decision to the National Adjudicatory Council ¢"NAC™) and
then ta the LS, Securities and [xchange Commission and a U5, Coort of
Appeals.

Further, Respondent specifically and voluntarily waives any right to claim bias or prejudgment

ot the General Counsel. the NAC. or any member of the NAC, in connection with such person’s
ar body s participation in discussions regarding the teems and conditions of this AWC, or other

consideration al this AWC, including acceplance or rejection of this AW,

Respondent Turther specilically and voluntarily waives any right to cluim that u person violaled
the ex purte prohibitions of FINRA Rule 9143 or the separation of functions prohibitions af
FINRA Rule 9144, in connection with such person’s or body s participution in discussions
regarding the 1erms and conditions ol this AWC, or other consideration of this AW CL including
ils aceeptance or rejection.

I,
OTHER MATTERS
Respondent understands that:

A, Submiission of this AWC bs voluntary and will ot resobyve this imatter unless and
until it has been reviewed and accepted by the N AC o Rev e Subcommittee of
the NAC. or the Office of Disciplinary Aftairs (7GDA ) purseant o FINRA Rule
9216;

3. If this AWC is not accepied. its submission will not be used as evidence to prove
any of the allegations against Respondent: and



¢ If accepted:
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this AWC will become part of Respondent s permanent disciplinary
record and may be considered inamy future actions brought by FINRA or
any other regulator against it

this AWC will be made available through FINRA'S poblic disclosure
progran in response to public inguiries about Respondent’s disciplinary
record;

FINRA may make a public announcement concerning this agreement and
Lthe subject matter thereo! in accordance with FINRY Rule 8313; and

Respondent may not take any action or make or permit 1o be made any
public statement, including in regulatory Tlngs or vtheraise, denying,
dircctty or indirectly. any finding i this AW C or create 1he impression
that the AWC is without factual basis. Ruespondent may nat take any
positian i any proceeding brought by or on behall o FINR AL or o which
FINRA is a party. that is inconsistent with iy part o't VWL Nathing
in this provision ulTects Respondent’s: (iywestimonial ublhigations: or (i)
right (o take legal or factual positions iy lHogiation o other legal
proceedings in which FINRA is nota party

1}, Respondent may attach a Corrective Action Statemeni w this AW C thatis a
statement of demuonstrable corrective steps taken to prevent ature misconduct.
Respondent understands that it may not deny the charges or make any stalement
that is inconsistent with the AWC in this Stwement. | s Stunement docs not
constitute factual or legal findings by FINRA, nor does it refbect the views of
FINRA or its stalt.

Uhe undersigned, on behall of the Firm, certifies that a person duls sithorized W act on its behalf
has read and understands all of the provistons of this AW C and has becn given a Tulf opportunity
io ask questions about it that the Firm has agreed (o ats provision vcluntaeily s and that no offer.
threat, inducement, or promise of any kind, other than the werms sc onth herein and the prospect
of avoiding the issuance of o Complaint, has been made to induee vee 1 inm o submit it

ff‘_)(? j [ ‘;4_.)__1"?) _

Pate {mnadd yyyy)

Merrift Lynch. Picree. | aomer & Smisth Incorporated
B No. 7691
Respondent

[Name and I'nlej




Accepted by FINRA:

September 26, 2013 Signed on behgl) of the
Lae

Principdl RegionabCounsel

FINRA Department of | nliwcement
One World Financial Center

200 biberty Strecl

New York, NY 10281 1004

Tel: {212) 858-4298

Fax: (202) 7211357





