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CRD N?. 8209

Pursuant to FINRA Rnle 9216 of FINRA's Code of Procedure? Morgan Stanley & Co. LLC
(?Morgan Stanley?' or the *?Firm") .,' ? this Letter of Acceptance? Waiver and Consent
(?AWC") for the purpose:of proposing a settlement of the alleged role violations desori bed
b?low. T?is AWC is submitted on the condition that, if accepted, FINRA will ?et bring any
future actions against Morgan Stanley alleging violations 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 puiposes of this proceeding and any other proceeding brought by or on
behalf of FlNRA? or to which FINRA is a party, p?or to a hearing and without an
adjudication ofanyissue oflaw or fact, to theentry ofthe following findings by FINRA'

BACKGROUND

The Firm, a FINRA member since June, 1970, is a full service broker-dealer headquaitered in
New York, New York that provides equity research, sales and trading services as well as
underwriting services. The Firm currently has 39 branch offices and approximately 4,000
registered representatives,

RELEVANT DISCIPLINARY HISTORY

The Firm has no relevant disciplinary history.

OVERVIEW

From at least 2012 through 2013 (the URelevant Period"), Morgan Stanley failed to establish and
maintain systems and procedures reasonably designed to ens??e that it m?int??ned possession and
control of all customer fully paid and excess margin securities. At times, the Firm erroneously
released certain customer shares that should have been held in asegregated account, As a result,
the shares were made available for the Firm's use and at times were used by the Firm.



Byreason ofthe foregoing? the Firm violated Section 15 ofthe Exchange Act and Rule 15c3-
3(b) thereimder, NASD Rule 3010(a) and. FINRA Rule 2010.

FACTS AND VIOLATIVE CONDUCT

Section 15 of the Securities Exchange Act of 1934 and Rule 15c3-3(b)(1) thereimder requires
broker-dealers to promptly obtain and thereafter mnintnin physical possession or control of all
flilly-paid and.excess margin secudtiesl it ca??es for the accounts of customers. This
requimmc?t, lmown as the Cusbomer Protection Rule, requi?es bAKer-dealers to protect
securities that customers leave in the firm's custody. To comply with this rule, broker-dealers
segregate these costomer securities and hold them in a separate account from the broker-dealer's
own assets.

NASD Rnle 3010(a) requires frms to establish and maintain a supervisory system, including
written procedures, reasonably designed to achieve ?- ? , vdiance with applicable securities. laws
andregalations, and with applicable NASD Rules. A violation ofNASDRule 3010(a) is also a

ofc c?anercial honorandjust and equitableprinciples oftrade."

Dlning the Relevant Peniod, the Firm's systems erroneously released certain customer securities
from the se?gated account-

Domestic S?eurities

In order to comply with the Customer Protection Rule, the Firm ntaintained a conlrol system that
calculated what custom?r securities it was required to se?egate. TO the extent the Finn also had
excess secu?tics, over and above the ???? it was required to segregate, the Firm could
??release" those securities from segregation.

However, tbe Firm's system contained a. desi? flaw that allowed the Firm to release certain.
securities from segregation that the system deemed to be excess, when in fact no such excess
existed. The Finn's release of these securities resulted in deficits in the customer secunties it
was required to segregate. These situations occurred when the Firm ermneously understood that
customer securities had been segregated, but the segregation instructions had in fact not yet. been
processed. Based upon that belief, the Firm erroneously released the shares from segregation.
As a result, the shares? w?re made available for the Finn's use and at times wem used by the
Firm. The Firm then correctedthe deficit by end ofday.

For example, in Ja?uaiy 2012 the Firm erroneously released a customer's fully paid-for
secmities to facilitate a pledge to the Options Clearing Corporation. The segregation release and
subsequent deHveries created an intraday deficit of $41.2 million. Other intraday deficits created
during January 2012 ranged in value from $100,000 to $1.573 million.

1 Generally, fully paid securities are those that are held in cash accounts. The term "excess margin securities" refers
to *ecuritiescarried in a customer's account having a market value in excess of 140% ofthe customer's ?iet debit
balance in that accoimt
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Although the Finn typically segregated the customer shares at the end of day, thereby co?ecting
intraday de?cits, it did I?ot have adequate systems and pmcedures in place to investigate the
cause of the intraday deficits or to prevent the creationof other similar intraday deficits going
forward.

rmemational Defcits

After each tmding day, the Firm's segregation system calculates what shares are available for the
Fi 's use for the next tradingday. It completes its process at about 3 a.m. on the next business
morning following each trading day. This process occurs in New Yolic mid the information
gathered ?s distributed to the Firm's settlement dcpartinents maintained overseas. The Fitm
relies on this information generated by the segregation system to move excess shares to and from
the customer segregation location. However, the Firm failed to have in pla?e adequate systems
and procedures that accounted fbr trading in. disparate time zones and on US. holidays, to
prevent the creation ofdeficits in castomer secmities.

Deficits Related to Disparate Time Zones

The Firm's segregation systems did not aecountadequately for time zone di % -mces. When it
effected certain transactions at times outside the U.S. f " g day, the Finn's overseai based
settlement department reHed on stale information- This issue predominantly affected countries in
Asia with time zones that were 13 hours ormore ahead Of New York City, where the Firm ranits
segregation process. The Firm created or increased deficits when it engaged in these
transactions. For example, the FiIm created and/or increased 23 deficits over the course of six
days in January 2012 as aresult of this issue. The market value of ?lese de5cils totaled $1.0.8
million.

Although the Firm implemented a temporary manual process to minimize the impact ofthis time
zone problem,that process was only 80% effective in the Asiamarkets.

Deficits Created During: U.S. Holidays

The Firm's segregation system did not run on U.S. holidays. When, for example, a U.S. holiday
fell on a Monday, the Firm did not process Friday's transactions through its segregation system
until early Tuesday morning. Th?refore the Firm did not provide its overseas-based settlement
departments with accurate shate availability infom?ation 

on U.S. holidays. The Erm created
deficits in customer semnities when its overseas-based settlement departments reHed on this
inaccurate infbrmation and utilized shares that were not actually available.

For example, on January 13, 2012, the Fridayprior to the Martin Luther Kin& Jr. holiday, aFirm
Customer delivered out 500,000 shares of ABC. The Firm did not process this transaction
through its segregation systems until Tuesday morning. On the Monday holiday, the Firm's
overseas-based settlement personnel were Mable to view accurate slmre availability information.
The Firm created a deficit valued at $1.8 million when 1.5 million shares of ABC were moved
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out of the Fimt's customer segregation location. The Firm created a? additional 34 delivery
de?Eclts totaling approximately $16 million on this Monday holiday.

Additional Possession and Control Violations

Following the FINRA 2012 cycle ex?rnh,ntion, Morgan Stml?y self-reported tilat it had
identified additional violative deficits. First, fIum August 2 to August 8 2012, the Firm ?eated
deficits in three secmities averaging $932,000 per day when it ermneously mmoved all non-U.S.
doll?r?en......,-i-1,?nsf- er secmities se?egated at DTC from se??egation. Second, the Fimi
?r?ted seven intraday deficits totaling $1.5 million on September 4, 2012 due to a failure to
deliver recently purchased Deposit/Withdrawal at Custodian ("DWAC") ous?omer shares to
transfer ag?tts.

By the foregoing the Firm violated Section 15 of the Exchange Actand Rule 15?3-3(b)
thereonder, NASD Rule 3010(a) and,FINRA Rule 2010.

B. Re?pondent also consents to the imposition ofthe fbllowing sanctions:

a- Acensure; and

b. A fine of $2,750,000.

Respondent agrees to pay the monetary ?atiction upon riotice that this AWC has been accepted
and 11iat such payment is due and payable. Respondent has submitted an Election of Payment
fonn showing themethod bywhichitproposes  topay the fine imposed-

Respondent specifically and voluntanly waives any right to claim that it is unable to pay, now or
at any time hereafter, the mohetary sanction imposed in this matter.

The sanctions imposed herein shall be effective on adatesetby FINRA staff.

IL

WAIVER OF PROCEDURAL RIGHTS

Respondent specifically and vohmtattty waives the following rights Wanted under FINRA's
Code ofProcedure:

A. To have a Complaintissued specifying the allegations against it?

B. To be notified of the Complaint and have the opportunity to anmathe
allegations in 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
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D. ?o appeal any such decision to the National Adjudicatmy Council ("NACD and
then to the U.S. Seguriti?s and Exch?ge C??- Lsion and a U.S. Court of
Appeals.

Further, Respondent specifically and voluntarilywaives any right to claim bias or prejudgment
of the Chief Legal OfTicer, the NAC, or any member of the NAC, in comlection with such
person.s or body's pa??icipation in discussions reg?Ding thetem?s andconditionsof this AWC,
or other consideration of this AWC, including acceptance or rejection ofthis AWC.

?#???M??M?M????D?Y??DVO?????YW????J???OA?.?????A?E?M?OW?
the ex parte prohibitions of FINRA Rule 9143 

or the separation of f?nctions prohibitions of
FINRA Rule 9144, in connection with such person's or body's participation in discussions
re?? 4 '*' '? ?1? terms md conditions of Sis AWC, or other consi?,?,. :?, on ofthisAWC, including
its acceptance or rejection.

m.

OTHER. MATrERS

Respondent understands that:

A. Submission of this AWC is voluntary and will not resolve this matter unless and
lmtil it has been reviewed and accepted by the NAC, a Review Subcommittee of
the NAC, or the OfTiée DfDisciplin?y Affairs CODA'D, pursuant to FINRA R??e
9216;

B. Ifthis AWC is notaccepted, its snbmission.will not be used as evidence to prove
any ofthe allegations against the Firm; and

C. If accepted:

1. this A?FC will become part of Respondent's pennattent disciplinary
record and may be considered in any future actions brought by FINRA or
any other regulator against me;

2. this AWC will be made avaiIable thmugh FINRA's public disclosure

program in accordance with FINRA Rule 8313;

3. FINRA may make a public announcement concerning this agreement and
the subject matter thereof ? accordance with FINRA Rule 8313; and

4. Respondent may not take any action or make or permit to be made any
pubHc statement, including in regulatory fi]ings or otherwise, denying,
directly or indirectly, any finding in this AWC or create the iUi?l?sion
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that the AWC is without fi?ctual basis. Respondent may not take any
position in any pmceeding brought by or on behalf of FINRA, or to which
FINRA is a party, that is inconsistent with any part ofthis AWC. Nothing
in this provision affects the Firm's: (i) testimonial obligations; or (ii) right
to take legal or factual positions in litigation or other legal pmcudings in
which FINRA is not a party.

D. Respondent may attach a Corrective Action Statement to this AWC that is a
statement of demonstrable corrective steps taken to prevent future misconduct
The Firm understands that it may not deny the charges or make any statement that
is inconsistent with the AWC in this Statement This Statement does not
constitute factual or legal finrling? by FINRA? nor does it reflect the views of
FINRA or its staff.

The undersigned, on behalf of the Firm, certifies that a person duly authorized to act on its behalf
has read and uiiderstands all ofthe provisions of this AWC and has becn given a full opportunity
t() ask questions about iti that it has agreed to its provisions voluntarily; and that no offer, threat,
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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 to induce theFirm to submitit

. ,
11 30 ZOIL Sc--C. 

Zr,-Date (mm/d?/yyyy) 4or9n Staidey &FW. LLC / J

/K.JmnJSJ. MANGAN

Revi-'.=A 1,
MKNAGiNq DM.Min-

d 728.
?E??-
Cou??lfor Respondent
Morgan, Lewis & Bockius LLP
101 Park Avenue
New York, NY 10178-0060
(212) 309-6109

Accepted by PINRA:
12119/16

Signed on behalf of the
Date Director of ODA? by delegated authority

4,-0#Y
Susan Iight V

Senior Vice President and ChiefCounsel
FINRA Depmtrnent ofEnforcement
200 Liberty Street
New York? New York 100281
646=315-7333
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