
l''?NANC?AL 1N?)USI'RY REGULATORYAUTHOR?Y
LETI'EROF ACCEP'1'ANCE, WAIVER AND CONSEN'r

NO. 2012035298101

FO: Department of Enforcement
Finaiicial Industry Regulatory Authority ("FlNRA")

RE Elect?oilic Transaction Clearing, Inc
Respondent
CRD No. 146122

Pursu??nt to 1''fNRA Rulc 9216 ofFrNRA's Code of Procedu?e, Electronic Transaction Clearing,
lnc ("E 1'(?," ''thc tii,ii" or "Respondc,it") submits this Letter of Acceptance, Waiver and

Co,isent ("AWC") ibr the purpose of proposing a scttlement ofthc alleged rule violations
described below This AWC is s?ibmitted on the condition that, ifacccpted, FINRA will not
briiig a,iy future actions against Respondent alleging violations based on the same factual
fitidings desci ibed herein

I.

ACCEPTANCE AND CONSENT

A. Respondent hereby accepts and consents, without adinitting or denying the findings, and

solely for the purposes ofthis proceeding and any other proceeding brought by or on
behalfof FINRA, or to which FINRA is a party, prior to a hearing and without ati
adjudication ofany issue oflaw or fact, to the entry ofthe following findings by FINRA

BACKGROUND

EIC first became a Fl NRA-regulated firm on July 15, 2009 ETC is also registered with the
tbllowing exchanges: BA rS, EDGA. EDGX, BX, PI [LX, NQX, ARCA, NYSE-MKT, NYSE,
and NSX.

'1 he firm's principal place ofbusiness is in Los Angeles, California It has one branch and
employs approximately !9 registered persons.

OVERVIEW

During the period December 2009 through June 2013 (the "review period"), ETC failed to
establish and implement anti-money laundering ("AML") policies, procedures, and internal
co,itrols reasonably expected to detect and cause the rcporti ng of suspicious transactions and
reasonably designed to achieve compliance with the Bank Secrecy Acl, 3 ! lJ.S.C. § 53 I l, el



S?,q., itnd Ilic In?l)lcmet?ting  I'cgulali(?ns i),(),??Lilgaled thei'cul,dc, by thc Ikpai linent ol'tlic
lreasu iy, i,? vi? lati?,it ul'NASI) (' onduct Rule 30! 1(a) ai id FINRA Rules 3310(?i) and 2()10

Fhc iii iii idetitilled appi u,riniately 370 situations betwee,? May 20 IO t,Iid Septc,nber 20 l l in
which traders givc,i dircct market access by thc firm particip?,lcd in activity thi,1 ca?,sed

Respotideitl lo restrict or prohibit the trader's ti-acting activity. Ilowevei', in those sitilatioiii
where El C rcstrictcd or prohibited the lradcr's trading activity, Respo,idenl did not take atiy
Fu,lhcr i,ivcstigalive steps to assess whetlier a Sitspicious Activity Report ("SAIC') was
wai-i-aiitcd

Dii, itig thc review period, a large pcrcc,itagc of the firin's business consisted of accounts in
which nunie, ous traders used third par?y order manageinent system ("OMS") service bLit-CaUS tO

trade for a single account ntimber. I? those instances where the firrn restricted or prohibited a
trader's trading activity. or activity for multiple traders for the same ci,stomcr. the linn did not
sufliciently consider whether lhc ci,stomcr associated with the trader(s) had engaged iii
si.ispicious activity.

E !C also failed to have adcquatc written AML procedulcs because after thc firm Inade changes

lo its AML supervisc,iy system, Respo,ident failed 10 upd?tc lhc writtet? procedul es to rctlcct tIle
thcli current policies

?AC'IS AND VIOLATIVE (:ONDU?'1'

Deli?ie?icies Rel?iti,ig to the AML Program

ET(: is a clearing and self-clearing broker-dealer that provides high volume execution and
cleari,ig services to broker-dealers and non-broker-dcalcrs '1'he firm executes and clears o, dcrs
for its customers and provides direct market access ("DMA") tc) ccrtain of its customers and

provides market access via third-party OMS service bureaus to certain of its other Clistomei s

During the review period, all non-broker-deale, accounts at ETC were opened by a,id iii the

namc of pi-ofessional trading firms. E rC piovided certain of its clients online trading access lo
LJ.S. securities markets through front end third party OMS service providers. -1 he ()MS software
allowed each trader using the trading firm's account to enact transactions itistantly and directly
to a selected exchange or market center. These foreign and domestic traders 

.- trading through
the professional trading firms' accounts 

- theiefc,re had the ability to enter trades in securities (,ii
U.S. markets.

ET('. utilized a number ofexceplion reports duritig thc review period t? monitor lra?ling activity
I lie report? were designed to identify whether certain types o?suspicious or imp, oi?et tradiiig
activity had occurred at the ?iim. Before September 201 1, thc exception i eports wcrc uscd
prima,ily for trading supervision and were not used spccifically fc?r any AMI, purpose, however
As a result, while the firm used the reports to lake aclior? agait?st ttadets. it did iiot assess ?vhether
thc piobleniatic trading activity that was identified shotild be reported as suspicioits activity uiilil
approximately September 201 I.
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Iii ccitaininsl?inces allci' the flimdetei inii?ed that polentially Suspiciousor manipulativcactivity
occiti ied, it li,?iilcd lhc l Clcvatit ti-??dcr's activity, either oti a long term or short term basis. In

somc siluations, the Ilrm pcrmane,itly disabled thc tiadci associated with tlie p()lc?itially
manipulalivc tradc, mcaning tliat lhe tiadei cmilcl not trade thiough ETC going I'o,ward. ln olher
siti?ati?ns, I?TC rcsli'icled thc tradcr nssociatcd witli lhc suspicioi.is trade fron? entering ccrtaiti
typcs o!'?,-durs. If' the tiadcr engaged in subsc?uctit suspicious trading i,clivity, ETC ilieri
disabled thc tradci

Althc,ugh the Iii ni had bccn Iestricting OI disabling trnde,s since lhc start ol'thc review period, it
dtd not initially keep a rccoi ?l of' all oitlie disciplined tiadeis. El'C developed a

Disabled/Resliicted '?'iadcr I.ist to track Slich traders iii thc first halfuf2()10 and thc first e,itiy
occurred o,i May 27, 2010. Betweei? May 27, 2010 and Scptcnibci 28, 201 1, ETC disabled ot
Icstrictcd api)mximately 370 traders. ln cach instance, registered persons at thc tirm investigated
mid analyzed the activity in question and dccmed it necessary to suspend or disable thc tradcr.

The firm, howcvcr, failed to takc additional steps to assess whether the activity that Icd to the
suspension or disabling oi thc traders warranted thc filing ofa SAI(. I'he SAR ?brm used by
brokcr-dealers idctitifies 20 "Type[s] ofsuspicious activity," including: "Market manipulatioii,"
"Prearrangcd or other Iion-competitive trading," "Securities fraud," "Wash oi other fictitious
l,adi,io " and "Other " lhe activity that led to the approximately 370 traders being placed on the

0,
Disabled/Restricted -I'rader I.,ist between May 27,2010 and September 28,201 1 may have

othcrwisc met the requirements Ibr the filing ofa SAR and may have fit at least onc or more ?f
these categories. Despite ETC's analysis of'the trading and thc determinations rnadc to Slispcnd

or disable, thc firm did not consider whether a SAR should be filcd in any ofthose situations
before September 20 Il,

The firm's monitoritig of the account activity was also unreasonable in that it did not c()nsider
the custoincr accoLI?it when analyzing potentially s?ispicious activity The account holders at
El'(: were professional trading firms, not the individ?ial tradcis. Individual tiaders trade(1

lhi()ugli the account of the trading firm

From an AMI, standpoint, trading in those accounts was monitored by l-.1 C during the review
period pritnarily at the uadcr level. Although certairi exception reports allowed E-1'C to monitor
customer-level trading for trade survcillance purposes, thc firm did not regularly rnonitor for
potentially suspicious activity at the customer account level nor in such a way as to gauge
whether any groups oftraders weie potentially working together within the account ofa
particular professional trading firm. The firm took no action to monitor whether traders entered

potentially manipulative trades paired with trades entered by other traders in the same
professional trading firm's account.

Nobody at ETC rnonitored trading activity to detect recurring types or patterns of activity by

va, ioig traders within a customer's account. The professional trading firms who were the

account holders were never included on the Disabled/Restricted Trader List. That list only
included individua! traders.
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IiI'(' c,hatigcd its policies iii Septcmbci 201 I witl? regard to the i'cvicw oftrading activity lhatled
to a Itade, being included (),? the Disabled/Rcstri?tcd 7 radei I.isl and the tililtg ol'SAll?,.
Although thc rcviscd piocess was bcing followed between latc September 201 I and June 2013

the Iiim did not updatc its WSPs 10 reilccl the changes. Du,ing that time, the WSPs did not
?csc, ibe tl?e procedures to bc followed relating to filing a SAR when a trader waS l Cstt icted or
disabled. El'C failed to update its written procedures despite having tliat failuic poit?ted out iii
itt? 2()12 i,idepcnclcnt AMI., audit

?fNRA Rule 33 10 (k,iown as NASD Rule 301 1 until January l, 2010) requircs all mcmbc, firm s

to "devek,p and implement a wi ittcn anti-money laundering program reasonably designed tO

achieve and iii(,nitor the Ilrm's compliance with thc requirements ofthe Baiik Sccrccy Act (31

U.S C. § 531 !,et seq.), and the implementing regulations promulgated thcreunder by the
1)cparltncnt ofthe 1'reasury "

Tittc ] I U.S C § 5318(g) ai?thorizes thc Departmeiit ?f'the Tteasury lo issue slispicious activity
reporti,ig requirements ibr brokel--dealers. The Dcpai-tmcnt ofthe'rteasury issued the

i,ilpletncnting tegt?lation, 31 C.F R.,§ IO3.19(a)(I),on  July I,2002 It provided tlia.t, ?vith

resl?ect 10 miy ttaiisac!ior? after Deceinbcr 30, 2()02, "[e]vet'y t,roker or dealer in secui'ities within
lhc l?nitcd Statcs 

. 
shall file with FinCRN 

., atep?rt ofany suspicious tralisactiori relevant lo
a possib!c violal,on of law or regulatioii " Section (a)(2) of that regulation specifically provides

A transaction requires reporting 

... 
i Fit is cond?,ctcd or attenipted by, at, or through a

broket-deale,r, it involves or aggi-cgates funds or other assets of at least $5.000. and the
broker-dealer knows, s?mpecls, or has reason to suspect that the transaction (or a pattern

of transactions of which the transaction is a part):

Ci) Involves funds derived from i!Icgal activity or is intended or conducted in

orde, to hide or disguise funds or assets derived from illegal activity (i?icluding,
without lirnitation, the ownership, nature, soiirce, location, or control of such

ftmds or assets) as part ofa plan to violate or evade any federal law or regulation

or to avoid any transaction reporting requirement under federal law or regulation:

Cii) Is desigiied, whether through structuring or other means. to evade any
req?iiicments of this part or ofany other regulations promulgated under the Bank
Secrecy Act, 

...,
(iii), lias no business (,r apparent lawful purpose or is not tlie sort in which tlie
particular customer would normally be expected to engage, a,id the brokcr-dealer
knows ?fno ieaso,iab!e explanation t'or the tmnsaction after examining the
available Facts, including tlie background and possible purpose ofthc transacti?) rl,
CIr

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

ln April 2002, F[NRA issued Notice to Members ("NTM") 02-2 t, which reminded broker-
dealers that they were rcquit cd to establish and impleinent AMI= programs designcci to achieve
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compliance with the Bank Secrecy Act and the regl?lations promulgated the, eundci [ he Notice
I'?I,-thcr advised brokcr-dealcrs that their AML procedures Inust address a iiumber of areas
including monitoring ofaccolilit activities, "including but not limited to, trading and the flow of
l?oney into and out ofaccounts " in August 2002, FlNRA issued NTM 02-47, which set forth
lhc suspicious activity repo,ling rule promulgated by the U.S. Dcpailment of the 1 ieasui y for the
securities iiidiistry. This NTM ti,rther advised brokerdealers ?f their (lilly to file a SAR for any
suspicious tiansactions occurring alier Deceinbcr 30,2002.

By virtue of the foregoing conduct, Respondent ELI'C violated NASD Conduct Rule 301 ?(a) and

F?NRA Rules 33 IO(a) and 20 !0

B. Respondent also consents to tlic imposition ofthc following sanctions:

I. A ccnsure; and

2. A !it?eof$125,000

Thc 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 pay,ncnt is due and payable. ETC has submitted an Election of
Payment form showing the method by which it proposes to pay the fine iniposed.

Responde!il specifically and voluntarily waives any right to claim that it is unable to pay,

iiow oil at any tirne hereafter, the monetary sanctions iniposed in this matter.

II.

WAIVER OF PROC.'El)[j RAL RIG?I IS

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

A To have a Complaint issued specifying the allegations against it,

B To be notified ofthe Complaint and have the opportunity to answer the
allegations i?? writing;

C To defend against the allegations in a disciplinary hearing before a hearing panel,

to have a written record ofthe hearing made and to have a written decision issued,
and

D To appeal any such decision to the National Adjudicatory Council ("NAC") and

tlien to the U.S. Securities and Exchange Commission and a U.S Court of
Appeal s.
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Fuither, E?1'C specifically and voluntarily waives any right to claim bias or prejudgmenl of the

Chief Legal Oilicer, the NAC, or any member of the NAC, in connection with such person's or
body's participation in discussions regarding the terms and conditions ofthis AWC, or other
coiisidetation of this AWC, including acceptance or rejection ofthis AWC.

ETC fuithe? specifically and voluntarily waives any right to claim that a person violated the ex
pacte prohibitions of FINRA Rule 9143 or the separation offunctions prohibitions ofF[NRA
l?.tile 9144, in connection with such person's or body's participation in discussions regarding the

tenns and conditions of this AWC, oi other consideration ofthis AWC, including its acceptance
0, tqiection.

ll?.

OTHER MATTERS

ETC understands that

A. Submission olthis AWC is voluntary and will not resolve this mattci unless and

until it has been ieviewed and accepted by the NAC, a Review Subcommittee of
the NAC, or the Oftice of Disciplinary Affairs ("ODA"), pursuant to FINRA Rule
9216,

B lf this AWC is not accepted, its submission will not be used as evidence to prove
any ofthe allegations against it; and

C. If accepted

1 this AWC will beconie part ofETC's permanent disciplinary record and

may be considered in any future actions brought by FlNRA or any other
legulatoi' against it;

2 this AWC will be macie available through FINRA's public disclosure

program in accordance with F?NRA Rule 8313,

3 ?INRA may make a public announcement concerning this agl eement and

the subject matter thereof iii accordance with FlNRA Rule 8313, and

4 ETC inay Iiot 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 AWC
iS without factual basis. ETC may not take any position in any proceeding
brought by or on behalfofFINRA, or to which FINRA is a party, that is

inconsistent with any part ofthis AWC Nothing in this provision affects
ErC's: (i) lestimonial obligations; or (ii) right to take legal or factllal
positions in litigation or other legal proceedings in which FINI?.A is Iiot a
party.
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D E'l'(' may attach a Cor, ective Actioii Stateiiienl lo tl?is AWC that i? a stateltlcllt of
dcrnunsti able cu, rective sleps taken to prcvelit fbtuie,nisconduct Ill'C
u,iderstands thal it may not dcny the charges or rn?ke ai,y statetnent that is

liiconsistent with tlie AWC h? this Statement. This Statcnicnt docs not coiistittitc
factual o, legal findings by FINRA, not does it rellect the views of I?lNRA or its
sta fl'

The unde, signed ?n behalf of ETC, who certifies that he is a persoii duly authorized to act on the

Firm's behalf, has read and understands all ofthe provisions ofthis AWC and has been given a

lillI opporti,nity to ask questions aboilt it, that Respo??de?it has agreed to its provisions
voluntarily, and that no offer, threat, ind,icement, or promise of any ki,?d, other tlian the terms set

forth herein and the prospect of avoiding the issuance ofa Complaint, has been made to induce
Responde?it to submit it.

Electronic 1'ransaction C'lcaring, Inc

YI 1 Ii
BY 

J.KIQLU0,2.'I.H.A---IMEI.

/ ?

Name. M C, .J 
,

?MHx-W-IH ???-.-...- -

Date l JO -I-a- l?tlc CC.L7

Mwg?hpy

YWAA+-1
Ivan P. Harrts, Esquire
Morgan, Lewis & Bockius LLP
200 S Biscayne Blvd., Sltite 5300
Miami, FL 33131-2339
('(,tinsel f(,? Resp??,?der?1  Eiectr?)1?ic I?'ar?s?ictioi? ('leai'i??g, li,c.
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Acccptcd by I:INRA

/Z/24/16
Signed on bclia!foithc

/JHI C Di, ector of()1)A, by delegated autho,ity

SF.? FG.Nrp#

Jctfrey P. Blooni
Seniot Special Counsel

i:INRA, Deparlinent of Enfc?rccnicnt

!5200 Omega Drive, 3"? Floo?

Rockville, Maryland 20850-3241

lcl. (3()l) 258-8564
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