
FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AND CONSENT

NO. 201102858.i3- 01

7'0: Department oiMarket Regulation
Financial industry Regulatory Authcirity ("FINRA')

RE: Merrill Lynch, Pierce. Fenncr & Smith Incorporated, Respondent
Broker-Dealer
CRD No. 7691

Pursu:?nt to FINRA Rule 921 6 of FiNRA's C'odc of Procedure. Merrill Lynch, Pierce. Fenner &
Smith Incorporated (-M LCO" or the "Firm") submits this Lcttcr of A?ccptancc. 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 Finn alleging violations based on the saine factual findiiigs
described hcrein.

I.

ACCEPTANCE AND CONSENT

A. -I'lie Finn hereby accepts and conscnts. without adinitting ?r denying tile findings. und

solely for the purposes of tl?is proceeding and any other proceeding brought by or 01?

behalf of FrNRA, or to which FINRA is a party. prior to a hearing and without an
adiudication of any issuc of law or fact, to the entry of the follciwing findings by FlNRA:

BACKGROUND

MLCO lias bccn a rncmbcr of FINRA since January 26,1937, and its registration remains
in effcct.

REI.EVANT DISCIPLINARY HISTORY

On May 27. 2010. an AWC became final wherein the Firm was ccnsurcd and fined for
violations ofNASD Kulc 6955 for three time pericids bctwecn January 20()6 and Sept?iiber
2007. The total fine was $47.500. of which $32.5(*) pertained tc, the OATS violations.
The OATS violations included over 5.7 million inaccurate or incoinplete reports.

On February 10. 2010, an AWC became final wlierein the Finn was ceiisured and titied a
total of $55.000 for OATS ieporting violations during the period from October 1. 20()5
through April 3(), 2007.
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On January 5. 2011. an AWC became final wherein thc Finn was censured and fined
$304,000. including $50.000 for equity trade reporting violations (FINRA Rulcs 6130(b)
mid {g). n?/a F?NRA Rule 7230A) during thc following timc periods: September 1,2006
through December 31, 20(}6: Deccmhcr 1. 2006 through March 3. 2008: January 1.2(}()7
t]lrough April 30.2007: and May 1,2008 t!irough August 31,20()8.

SlJMMARY

ln Review No. 2()110285873, the Order Audit Trail System ("OATS") Coinpliaiice Team
of FINRA'? Department of Market Regulati??n conducted a review of t!ie Finn's
compliance with OArS reporting requireinents for the period of January t, 2011 through
April 30.2011.

In Review No. 2012031 5425. tlie OATS Compliance Team of FINRA's Depaitincnt of
Market Regulation conducted a review of the Firm's coinpliance with OATS reporting
requirements for the period ofJunel,201 l through October 14, 2011.

Iii Revicw No. 2012()316828. thc Tradc Reporting Team of FINRA's Dcpartmcnt of
Market Regulation conducted a revicw of the Firm's compliance with trade reporting
icquireineiits of FlNRA Rule 7230A(g) for the period of September 1, 201 I tllrough
Dcccmber 31. 2011.

In Review No. 2012()344495. the OATS Compliance Teain conducted a revicw of the
Firm's compliance with OATS reporting iequircments ?md trade reporting re?luireme?ils

for the period of May 1 
. 

201 2 through August 31,2012.

In Review No. 2()130359737, the Trade Reporting rcani conducted a review of tl?e

Finn s co?np?iai?ce with trade reporting requirements of FiNRA Rule 7230A(g) for thc
peri?)d of September 1,2012 through December 31.2012.

in Re\,iew No. 20130363807. the Trade Reporting Team conducted a review of tlie
Film's compliancc with trade reporting rcquirenlcnts of FR\IRA Rule 7230A(b) for the
period of Scpteniherl.2012 through December 31.2()12.

in Review No. 20140400377, the Trade Reporti?ig Team c?,nducted a review of the
Firrn's compliance witli trade ieporting requireinents of FINRA Rule 7230A(b) for the
period of Scptembcr 1.2()13 through Deccn?ber3?.2013.

As a result ofthcse reviews. tl?e following violations were found:
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FACTS AND ?OLATI\ E CONDUCT

STAR-No. 20110285873

1. During the time period of Jatiuary ? 
. 

20? I tlir?ugh April 3(?. 201 ?. thc Firm transmitted to
OATS:

a. 62 Execution or Combined Ordcr,Exccution Rcp?i-ts t?,r which thc OATS System

was unable to link the execution reports to the related trade reports in a FIN RA
transaction reporting system due to inaccurate. incomplete or iinproperly
fon?atted data: and

b. 34 Execution or Co,nbined Order/Executioii Repoits toi' which it failed to append
the required Reporting Exception Code.

'rhc conduct described in this paragrapli constitutes separate and distinct violations of
FINRA Rulc 745(}(a).

STAR No. 20 I 20344495

2. During the time period of May L 2012 mid August 31. 2012, the Firni transmitted to
OATS:

a. 3,280 New Order Reports and rclated subscqucnt reports for which the OATS
systcm was unable t(? create an accuratc. tinic sequenccd record from thc rcccipt
of the order tlirougli its resolution because the tiinestainp ??r the related
subseqaetit report occurred prior to receipt of the order:

b. 74 Execution or Cuinbined Order/Exccuti(?n Rcports that contaiiied itiaccuiate,
incomplete or iinproper]y formatted data. In 49 of these instances, the OA1 S

system was unable to link lhc Execution Reports to tlic related trade reports in a
FINRA trade rcportiiig system. In 25 ?fthese instances, MLCO failed to append
the required Reporting Exception Code:

c. 96 Route or Combined Order/Route reports for which thc OATS system was
unable to link to the related exchange due to inaccurate. incoinplcte or i,nproperly
i'ormatted ciata:

d. 55 Route or C?,i?bined Order, Route Reports for which the OATS system was
unablc to link to the corresponding new order tra,ismitted by the receiving
meinber firm due to i,iaccuratc, incomplete or improperly formatted data: and

e. 65 Route or Combined Order/Route Reports. which were submitted by other
?nanbers whcre MLC'O was naincd as the ?Sent to Finn." for which the OATS
systcn? was unable to inatch.

Thc conduct described in this paragraph constitutes scparatc and distinct violations of
FINRA Rule 745(){a).
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STAR No. 20120315425

3. During tlie time period of June 1. 201 1 tlirough Octobcr 14.2011. thc Firm failod to
transmit 5.344.007 Reportablc Order Events (?ROEs') to OATS. These ROEs
represented .242% ?,fall ROEs that the Firm was required to traiismit to OATS during the
review period. The c(,iiduct ?lescribed in this paragraph constitutes separ??te aiici distinct
violations of FlNRA Rule 7450(a).

STAR N?. 20 ? 2()344495

4. During the period of May 1.2012 through August 31.2012. the Finii failed to timely
ieport to OATS 63,22!,879 ROEs. These late ROEs represented .5% of all ROEs that
thc Firm transmitted to OATS during the rcview period. The conduct dcscrihcd in t?iis

paragraph constitutes scparatc and distinct violations of FINRA Rule 7450(b).

STAR Nos. 20 I 30363807 and 20140400377

5. On 149 occasions between September 1, 2012 and December 31. 2012, and on 115

occasions between September 1.2013 and Decenibcr 31.2013. the Firm lhiled toaccept
or decline in the FINRA/Nasdaq Trade Reporting Facility ("FNTRF ') transactions in
Reportablc Securities within twenty minutes after execution. The conduct described in
this paragraph constitutes separate and distinct violations FINRA Rule 723()A(b).

STAR Nos. 2012()316828 and 201 3()359737

6. On 435 occasions bet?cen September 1. 20 l i and December 31. 20 i l, and on 132

occasions between Scpteinbcr 1,2()12 and Deccrnbcr 3 1, 2() I 2. the Finn failed to timely
report t? tlic FNTRF by 8:00 p.iii. Eastern 7'ime transactions that required an .RX
modifier. These late reported transactions constituted approximately 93.15% and
68.04%. respectively. ot' transactions that required an .RX modifier that the Firm reported
during the respective tinie periods, The conduct described in this paragraph constitutes
scparatc aiid distinct violatiotis FIN RA Rule 7230A(g).

B. Thc Finn also c?nscnts to the imposition of the follo?ving sanctions:

A censure and a fine totaling $72,500(or which $25,000 is for the violation of F?NRA
Rule 7450(a) (inaccurate reports), $15,000 is for the violations of FINRA Rule
7450(a) and (b) (failurc to submit ROEs and late submission of ROEs), $17,500 is
for the violations of FINRA Rule 723(?A(b). and $15.0(?0 is for the violations of
FINRA Rule 7230A(g)).

The Finn agrees to pay the monetary sanctions upon notice that this AWC has bcen
accepted and tliat such payments are due and payable. The Finn has subiniltcd an
Election of Payment i'orm showing the niethod by which it proposes t?? pay the tine
imposed.
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Thc Firm specifically and ?oluntarily wai?es any right to claiin that it is unable to pay.

now or at any time hereafter. the n?onclary sanctions iinposed iii this inattei.

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

II.

?'AIVER OF PROCEDURAL RIGHTS

The Firm specifically and volii??tarily waives tlie following rights granted under FINRA's Code

uf Pr?,cedure:

A. To have a ('omplaint issued specifying the allegations against the Firrn:

B. To be notified of the ('c,mplaint and have the opportunity t? answer the
allegations in writ,ng:

C. To defend agaitist tlie allegations in a disciplinary hearing before ii hearing panel.

to have a wiitten record of the hearing made and to have a written decision issued:
ind

D. To appeal any such decision to thc NA(' aiid tlieli to the l?.S. Securities alid

Exchange Cominission mid a l?.S. Court of Appeals.

Further. tlic Finn spccific??lly and vc,luntarily waivcs any riglit to claim bias or prejudgment of
the Chief Legal Officer. thc NAC, or any member of the NAC'. in connection with such person s

or body s participation in discussions regarding the tcr!ns and conditions of this AWC'. or other
c(,nsidcration ofthis AWC, including acceptance ?r rejection of this AWC.

lhe Firm further specifically aiid voluntarily waives any right to claim that a pcrson violatcd the

ex partc prohibitions of F!NRA Rule 9143 or the separation of functions prohibitions of FINRA
Rulc 9144. in c?,iuiection \vith such persons or body's participati?,n in discussion? regarding the

tcrms and conditions oftliis AWC, cir otlier consideration ofthis AWC. incl?iding its a?ceplance

or rejection.
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III.

OTHER MATTERS

The Fimi understands Umt:

A. Submission of tliis AWC is voluntary and will not resolve this ?nattcr unless and

until it has been reviewed and accepted by the NAC'. a Review Subcoininittee ??f

tlic NAC. or tlie Office of Disciplinary Affair?, ("ODA"). pursuant to FINRA Rule

92]6;

B. Il tliis AWC is not acceptcd. its submission will not be used as evidence ti, prove
any ofthc allegations against the Firm; and

C If accepted:

I. this AWC will become part of thc Firrn's permanent disciplinary record
and may be considered in any future actions brought by FINRA or any
other regulator against tl?e fin?i:

7 
. this AWC ?vill be madc a\ailable througli FINRA's public disclosure

?r(?gran? in response to public inquiries about the Firm's disciplinary
ircords:

3. FINRA may make a public announcement concerning this agreement aiid
the subject matter thereof in accordancc with FiNRA Rule 8313: and

4. Tlie Firm may not take any action or make or pcnilit to be made any
public statement, including in regulat??ry filings or otherwise, denying,
directly or indircctly. any finding in this AWC or create thc impression
that the AWC is without factual basis. The Firm rnay not take any
position in any proceeding brought by or on behalf of FINRA. or to whicli
FlNRA is a party. that is inconsistent with any part of this AWC. Nothing
in this provision affects the finn's (i) tcstimonial obligations; or (ii) riglit
to take legal or factual positions in litigation or other legal proceedings in
which FINRA is not a perry.

D. i'1?c Fir,11 may attach a Corrective Action Statement k, this AWC that is a

staten,cnt of dcinonstrable con'ectivc steps taken to prevent future misconduct.
1-he Fim? understands tliat it may not deny thc charges or niake aiiy stateinent that
is inconsistent with thc AWC iii this Stateme?it. This Stateinent does not
constitute factual or lcgal fi??dings by F?NRA. n(?r does it retlect the vicws ?f
FINRA or its staff.
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The undersigned. on behalf of'the Finn. certifies that a person duly authorized to act on its bchalf
has read kind ui?derstands all oi tlic provisions of this AWC and has been given a full opportunity

to ask questions about it: tl?at it has agreed to the AWC's provisions voluntarily: and that no
offcr. tlireat. inducement. or promise of any kind. Dtlicr than the terms set forth herein and the

prospect ofavoi(ling the issuance ofa Complaint, has been made ki induce the Firm to submit it.

7/23/14
Date Respondent

Merrill Lynch. Pierce. Feiuier & Smith !nC.

BY: STeven Longil 

-

Namc: 9d?????
Title: MBN?g.HB DNector

Reviewed by:

Accepted by FINRA:

8/13/Iy Signed on behalfofthc
Date Director of ODA. by delegated authority

Z?Mn 

?C.?1-T
Kenneth R. B?zza. Cliiei Counsel
l,cgal Section
Department of Market Regulation

1
2(J i ? 0285?73 {20 ? 21?3 1 5425, 2?) l 203 I (,>t28. 20 i 21)344495,2(I] 3035 4737,20 131 1363807. and 20 14(?4 ?1(}377 )




