FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO. 20/ 20357/ ble - Of

TO:  Department of Market Regulation

RE:

Fmancml Industry Regulatory Authiority ("FINRA™}

HSBC Securities (LUSA) Inc., Respondent
Broker-Dealer '

CRD No. 19385

Pursuant 1o FINRA Rule 9216 of FINRA's Code of Procedure, HSBC Securities (USA) Inc. (the
“firm”™ or “Respondent™) submits this Letter of Aceeptance, Waiver and Consent {"AWC™) for
the purpose of proposing a settlement of the alleged rulé violations described below, This AWC
is submitted on the condition that, if aceepted. FINRA will 1ot bring any future actions against
Respondent alleging violations based on the same factual findings described herein.
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ACCEPTANCE AND CONSENT

Respondent hereby detepts and consents, without admitting or diénying the findings, and
solely for the purposes of this proceeding and any other proceeding brought by or on
bebalf of FINRA. orw which FINRA s a party, priocto a hearing and without an
adjudication of any fssue of law of facy; tothe ontry of the following findings by FINRA:

The firmn becamie a member of FINRA an July 25, 1987. and its registration remains in
effect,

ELEVANT DISCIPLINARY HISTORY

Om June 10, 2014, the firm finalized an AWC in which it was censured and {ined-
£150.000 for violating FINRA Rules 5210 and 2010 and NASD Rules 3010 and 2116 for
the over-advertisement of trade volume which occurred during the period of February 22,
201 0through June 2, 201 1.

SUMMARY

T matter 20130357166, the Market Quality Team of FINRA's Department of Market
Reeulation {the *stafT™) reviewed the firm’s trade volume advertisements as transmitied
to Bloamberg during the period of November 2009 through September 2014,

Bloomberg is a private service provider that allows certain subscribers, including broker-
denlers, to advertise intra~day and historical trading volume in & particular security.
Trade advertisements are used by buyside traders as a pre-trade analytic to help them
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determine which brokers have recently had aecess to-the greatest amoupt of liquidity ina
“particulat security and are. therefore; most likely to execute the conira sids of their order
“with the nrinimum maiket impact. Sellside traders use (rade advertisements as a2 way to
measure their market share pesformance fivcomparisonto their peers ina particular
seeurity or based on an aggregaty level.

Trade advertisement data over longer periods can also be used %iy issuers to gauge which
brokers-are most likely to be interacting with ¢lients that invest in their security, sector of
type of security and ave most. iskeiy to b in a position to help them aceess those clients to
faise additionsl capital, Trade voliumes advertised by each broker can, therefore, réfleet
‘the level of their natural client business ineach security.

Participation by member fiemg i the: R‘k}'ﬁkﬁﬁéi“géé?ﬁiée s voluntiary. The sdvertisement
of inaccurate trade volume violates NASD Rule 3310, IM=3310 and FINRA Rule 5210
which provides, in part, that “In Jormember shall ;}ubhsh oreiteulate, or cause o be
published o circulated, any . . . advertisement, . . . or communication ol any kind which
PUrporis to report any _tmns’ac{am as d-purchaseor sale of any security unless such
member believes that such transaction was'a bona fide purchase of sale of such security,”

Based apon the investigation, fhe firm violated NASD Rude 3310, IM-3310. NASD Rule
3010and FINRA Rules 3210 and 2010,

FACTS AND VYIOLATIVE CONDUCT

1. Between November 2009 amd September 2014, HSBU 1dtlized an eider management
system - (“OMS™) which allowed: the fitm to designate certain accountsto
aut@maucally {ransmit trade volume o Blosimberi for advertisement, Diring that
peried. the firm: apencd a number of accounts with a default getting that re«aultud n
c¢ertain trade dotivily being sent.td Bloomberg twvice for advertising.

2. Thefirm's programming eevor caused H SBC to over-advertise teade volume exceuted
in at least thirly separate affected trading books during the relevant period.

3. Thestaffsampled HSBC's advertised trade volume and ideiitified 34 sscuritics where
rhc trade: miume transmy mf:d 10 Bicmmberg b} H %SC fm ;,ach faf ﬁmse seeurities

a. i ten instarices, the firm over-advertised its éxeouted volunte by up to 30 pereent;

b, Indine instances, the fiem over-advertised fis exeeuted volume by 30°percent or
more. but less than 100 percent; and

¢ In Tifteen instances. the firm over-advertised its executed volume by 100 percent
or more:

4, In total, the firm"s programming ervor with regard to the 34 securities sampled caused
HSBC to over-advertise its executed trade volume by approximately 1,272,563 shases
hetween November 2009 and. beptunbcr 2014,
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5. Inaddition 1o the automatic transmission of trade volume to Bloomberg, many firms
that advertise trade volume, including HSBC, utilize OMS platforms that give traders
the abifity to imanually enter trade volume for advertising on Bloomberg.

6. Between August 201 1and December 201 1, ongof 13’1;:‘ fiwm’s traders, BDR. inanuatly
entered trade volume in certain scourities for advertising on Bimmberg Those
securities, iowever, were also being sent 10 Bloomberg for mutomatic sdvertising
throvgh the fm’s OMS,

7. By virtue of BDR s erroneous manual advertisements, HSRC over-advertised its
eiecuted trade volume in 42 instances by approxemately 7,923,300 shiirés.
Specitically,

a. in32instances, the firm aver-advertised #s executed volume by up io-30 percent;

b. In seven‘insuinces, the firm over-advertised its.executed voliume by 50 percent or
mere, but less than 100 percent; and

c. In thréd instances, the firm over-advertised its executed volume by 100 percent or
more,

8. Theconduet described in the paragraphs above constitutes separate. and-distinet
vivlations of NASD Rule 33 10:and IM-3310 {Tor conduet that aceurred before
Februaey 15, 20103, FINRA Rufe 5210:.(for conduct that oceurred on or after
szmar) IS, 200y sivd FINRA Rule 2010,

9. Daring the peviod of Jupe 3,201 1 through September 30, 2014, the firm’s supervismy
sysiem did not provide for supervision reasonably designed to achieve compliance
‘willy respeet 1o the appl icable securities laws and regailations, and the Rules of
FINRA., toncerning the advoriisement of trade voliime.. Specifically, the firin®s
aup&wzs(zrv system dkéi not amﬁué& wnmﬂ supgm*s;&m prmrﬁures {“’\?& ﬁi’s ‘j

mmplmm& w:ah me appt:cabfe rules: (’?} thc %iup{s} thai quszzh per %{m{*;} sheuld mke 0
ensure compitiance therewith; (33 how often such person(s) shouild fake such stepls)y:
and (4) how enforcement of such WSPs:should be documented at the firm. The
‘conduet described in this paragraph represents a violation of NASD Rude 3010.and
FINRA Rule 2010.

OTHER FACTORS

Consistent with Regulatory Notice 08-70, “FINRA Provides Guidance Regarding Credit
for Extiaordinary Cooperation,™ dated November 2008, the mitigated monctary saniction
in this matter reflects the ﬁrm s setf-reporting of the.gver-advertising violations deseribed
in paragraphs | through 4.

* See Regylstory Notice 08-70,




Respondent also consents 10 the impasition of the Totlowing sanctions:

A censire, a fine of $575.000 and an undertaking to-revise the firm’s WSPs with
respect 1o the area deseribed in paragraph 1.A9, Within 30 busingss days of
acceptance of this AWC by the National Adjudicatory Council (*NAC™), a
registered principal of the Respondent shall submit fo the COMPLIANCE
ASRISTANT, LEGAL SECTION, MARKET REGULATION DE PARTMENT,
9509 KEY WEST AVENUE, ROCKVILLE, MD 20850, 3 signed, dated lefter, or
an e-mail from a work-related account of the registered principal 1o
MarketReguldtionComp@iinra.org, providing the followtig nformation: {1)a
reference to thismatter; (2) a representation that the fism has revised its wrilten
supervisory pracedures to-address the deficienties descritied in this paragraph :
and, {3} the date the revised procedures were implemented. '

Respondent agreesito pay the monetary sanction{s) upon notice that this AWC has been
accepiad and that such payment(s) are-due and piy able,. it has subimitted an Election of
Payment form showing the method by which it proposes (o pay the fine imposéd.

Respondent specifically-and voluntarily waives any right to claim that it is unable fo pay.
Aow O at any tine hereafier, the monetary sahction{s) imposed tn this matier,

The sanctions imposed hetein shall be effective on a date set by FINRA staff.
ii.
WAIVER OF PROCEDURAL RIGHTS

Reapendem specifically and voluntarily waives the following rights granted ondet T INRA's

Code of Procodure:
A.  Tohave a Complaint issued specifying the-dllegations against the firm:
B.  Tobenolified of the' Complaint and have the apportunity to answer the allegations in
©writing
. To defénd against the allegations i 4 diseiplinary hearing before a hearing:panel, to bave
a-written record of the hearing made and 4o have a wrtiter decision issued; and
D Touappealany such décision to the NAC and thefi 1o the U.S: S¢ouritics dnd Exchange

Commission: and a U8, Court of Appealsﬁ

Farther, Respondem spetifi ualiy and veluntarily waives any tight torclaim biiig or prejudgient
of the C hief Legal Officer. the NAC, or any member of the NAC, in-connection with-such
pm S@ﬂ 5o body s p’xmc:patmn i dﬁcmsmns regardmg zhe term‘; and condumm oi‘ this AW,



Respondent further specifically and voluntarily waives any right to claim thata person violated
the ex parte prohibitiens of FINRA Rule 9143 orthe separation of functions prohibitions of
FINRA Ruke 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 atceptance or rejection,
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OTHER MATTERS

Respondent understands thatt

A

Subinission of this AWC is voluntary and ‘will not resalve this maitter unless and.until it
has been teviewed and accepted by the NAC, a Review Subcommittee-of the NAC. or the
Office of Disciplinary Affairs ("ODA™), pursuantto FINRA Rule 9216;

if this AWC is ot sceepied, ifs submission will not be used as evidencs to prove any of
the allegations sgatnst Respondent: and,

ifaczepied
1. this AWC will becdme parteflthe firm’s permanent disciplinary record and may

be considered in any future actions brovght by FINRA or amy other repifator
against the firm;

2, this AWC will be made available through FINRA' public disclosure program in
agcordance with FINRA Rule8313;

3 FINRA may thake a public anpoiacenent concerning this agreement and the
subjest matter thereof inaccordance with FINRA Rule 8313; and

4. Respondent may act ke any setion or makeor permit 1o bemade any publie

staigmient, ;mim}m@ in regulatory filings or othicrwise; denying, directly ar
tndirectly, any finding in this AW or ¢reate the impression that the AWC is
without factaal basis:. Rmpvndcm may not: take any position in any proceeding
brought by or-on behalf of FINRA. &r 1o which FINRA isa party. that is
inconsistentwith any pact of this AWC. Nothing in this provision affects the-
firm" sz (3} testimonial obligations: or (ﬂ} right to take legal or factual positions in
lmgatmﬂ orother legal proceedings inwhich FINRA isnot a party.

Respondent may-attach a Coreective Action Statemont 1o this A WC that i§ g statersent of

demonstrable corrective steps taken o prevent fature misconduct. The firm upderstands
that it may not dény the charg{m or imiake any statement that is inconsisient with the AWC
inthis Statement, This Statement does not constitute factual or legal findings by FINRA,
nor does it reflect the viewsof FINRA or its staff.




The undersigned. on behall of the firm. certifies that a person duly authorized (o act on its behalf
has read and understands all of the provisions of this AWC and has been given a full opportunity
to ask questions about it that it has agreed to the AWCs provisions volumarity: and that no
cffer, threat. inducement. or promise of any kind, other than the terms set forth herein and the
prospect of avording the issuance of a Complaint. has been made W induee the Tiem o submit L

Respondent
HSBC Securities (LISA) Inc.

Reviewed hy:

Allprney Name:
Counsel for Respondent
Filrm Mame:

Address:

City/Stte/Zip:

Phone Number

Accepted by FINRA:

A3 _ Sighed on behalf of the
Daie Divector of QAL by delegated awthority

Robert A. Marchman. Esq. FEG

Executive Vice President
FINRA Deparsment of Market Regulation





