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_ NaBD
LETTER OF ACCEFTANCE, WAIVER AND CONSENT
" NO. 10420040450-01

Depurtment of fnforcsmen
NASD

_Ameriivade, Inc., Muniber

(B Nu, §633) '

Pursuant 1 Rufe 9216 of NASD Code of Froceduss Ameriivade, lnd, (Amwritnide)’ submis this Letier of
Accapumice, Waivor snd Content (AWC) for the purpose of proposing a sedlement of the allogsd ruls
vigladons doseribed n Part 1 below. 'rhls AWC s submitted on thy condition that, if ncoepled, NASH
';iﬂﬁ not rlng any Robure clions againat Atnoritcade nllaging violations hased on Uie enme factusl

ntins.

Amaritrate undersiands Jhat:

R

Submilssion of this AW is voldntary aid will not vesolve thiy atter antess ind wntil it tag been
teviewsd and accopted by NASD's Deparment of Enforcoment wd Nationzt Adjudieatoey
Capnell (NAC) Review .S‘nlmummluuu or Office of Disciplinary Affairy (ODA}, pursuast W
NASD Prosedurnl Nule 921¢;

- B this AWC is not aceepled, 1tg submvissiva will Aot be vsed us evidence L prave any of the

Allcgntions againg Aneritrace; nnd
If accaymed:

this AWE will becomerpart of Amerinads's permiiant disslplinaty reeord and may be
considersd fn any futute setions brought by NASD or any other regulator againgt
Awmeriteade;

this AWE will be mude aviilibiz Drough NASD's public disclosire program in response
1o public inquirios about Amerlrrade'; disciplinary vecords;

NASD iy make a publc annowscainsnt concoming this agreemens and the subjeot
matier thereof in peeetines witly NASD Procediral Rule 8340 and IV-8310-2; and

Amardirale inay ol Inkd aiy wetion or ake or pormil to be made iy public satement,
inaluditg in regulntory hhugs o alhenwisa, denying, diveerly or tndliectly, any finding in
this AWC or orems the lprossion thal the AWC is withonl fsciual hasis. Nothing it tn
provision affevs Ameelirade's wwstimantal obligatiuns o rights 1o take legsl or Fotunt
pasitions in litigatian or other legat proceedings I which NASI Is nota party,

At the time of the misconduel allegsd hurein, te finn wis kaown as Ameritrds, fne, On April 24,

2006, Ameritrade Ine."s introducing broker Muctions and inirehaied acoounis were trangferved o 10
anrhnusu lnvestor Services, Ine, which W ccmumed *TD Amesitrude, e,” Beustae af the tining of
the mizcandoer and for th sake of clarity, te firm will be Wdonlified simply as “Ameritrads™ hereln,
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Latter of Avcoplaaco, Walver and Content No, 5420048450+
Depariment ol Enforemmont v, .ﬂmar-nndc. Inc.
Papel

Ameriteade also understands thai s experiencn in the securilies indusiry and dlsoiplinury history may be
ﬁcg;-{s that will be consfderod in deziding whether (0 m:eepl his AWC. That e.vcpcrlencc ant history e
a4 follows:

Ameritade beeane 3 registered broker-desler with the U.8. Sseturiries ond Exchanpe
Commisslon (SBC), end & meimber of NASD in Febminry 1971 Atweritrade conduats an
on-line dissount brokerage securifes businsss from it inoln office locatesd in Omuths,
Nebrasks, Ameritrado hae hoen the swbject of e Formal disciplinacy action by NASD
relevant o this matter. See AWC No, C01040011.

T. WAIVER OF FROCEDURAL RIGHTS '

Ameritrade gpacifioally ond vi:lunmri]y wativey (e Following rights granted nnder NASD's Code of
Progedure;

A, Toluves Forniaf Compialii isswed speciiying U aliogations agalnst mm:rirmdt:;

B3, To be notified of the Fonnnl Complaint and huve the opporlmmy to snswer {bo altegations in
- writing; )

C, To defend apaingt the nllegunons i n dusuplumry hearny before o hsaring panel, to have a
wiitton record of the beuring mnde nad to hive a writea decislon Isswed; and

O.  “Yoappeal sy sush desislon 1o the NAC and Hheén to Lrc SRC und o U.%. Count oi’ Appeals.

Further, Amovirade specifically and voluntneily wiives sy right 1 olam bisg or pwjudmmm of the’
Qemral Counsel, the NAC, or iy meniber of the NAC, In conasetion with sush pérsun’s or hody's
participation in discussions seganding the terms and condltiony of (his AWC, or sthat consideration ofthis
AW, fuchwling acceptanee of rejection of this AWC,

Amoritrode fusther spocifically and voluntarily waives aity right t claim thot a person violared e e
parte prohibitions of NASD Procedwsal Rule 9347 or the separtion of funclions prohibitions of NASD
Procaduts] Rula 9144, I eonnection with such pirson's or body's partieipation {n distivsions regarding
the terins snd condiddons-of thls AWC. or oftier Sonstderation of this AWC, including dny neveptancs or
rejecion, ‘

T ACCEPTANCE AND CONSENT

Ameritrats hereby Hezepts wesl conseivs, witheut admittay of denying the Fu\dulgs, imd solely for the |
purposts of fhiy promdzug sl any alsor proegediys bronght By or on behalf of NASD, or (0 which
NASD {5 u party, prior to o hoaring and without in ndjudication of any issue of iw or fiike, 1o lho enuy of -
the following fudings by NASD:
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Lottor of Aeeoptnnco, Waiver and Cunseit No, 118520040450-01
Dopariment of Bnforemnent v, Alarieade, Ine,

Faped

———r

1,

AL some poinl before Uebrunry 1998, Amerlirade began offering fis customers cash
inehagenisat soivices shenugh an ludependent servlee provider, The servive way oftered
by Anerftinde through Reserve Manogement Corponition (MLC.), » tish muugement
provider for insthutions such as banks and broker-dealers.”  RM.C. aperares, smong
alor things, cksh sweep progrants, FDIC-insnred deposit programs, and naneymarket
funds. Buoker-dealers cun offer these pragrama and services o its customers by
contrcting with RM.C. Cuywiners ciut sleat 1o hive "“fus cush™ held in thelr seeuritios
accounts swept inse money-market fuads or an FDIC-Isured produet, and RM.C
provides o serviee in comsimmate these (raisxetions.

Amerinade entered Inio & business relationship with &.46.C. dwing the 19905, Al some
poink bafore Febrasry 1998, Amerdinide set up » yweep program threugh RM.C,, and sa
Ameritwade custeimer conld elast i ave “frec o™ by bils or her seouritiey acetunt swept
inie @ monoy-murket fund of the oustomer’s choveing, lso offored by reglstered
investment companies menaged by RMC. ARer the Amcritrade eostomey made the
«leetion, the "fies ensh would nutuiatically be swept inlo the selcted finsd.

By uf Yot Vebrusry 1998, RM.C, had udded am FIIC-ingured produet fo ils cush
rusagenient pradocts,  Amertrede Began offering is product \o s cusiomers, In
ddifipn o (he monaymarket [indy option. Az with the money-market funds, m
Amerivade sustomer voyld seleer ths FEIC-insured product fiom a pétwark of program
banks offered by RM.C., vl the sustoror's “free eash” would Mherealier Do swepl info
the solected produel, The RDIC-insured product was n depesil acconnt curried ur
federnlly-ragolawed banks aned was nol o muteal Rand vegsisizvert under the Investment
Compiity Acs of 1960, ‘T, it was net a seebrity o8 dafinsd by the Seourlties At of
1933 o tho Seruritios Exchange Actof 1534,

The sweep tmnmetions occtred in (e following maanse, Upon sleeting to have their
“frow cash™ swept Inbo the FDIC protet, the Ameciinde vistemers e wh® would be
electonically tronsfermed from fhelr Amoritrnde securitles acsount 1o a bank nezount n
‘fhe name of “The Reserve Rund Primary Fusd.” The Resorve Fund Peimacy Fuad is an
SEC roglstered investment company for whons the vegisions) invesiment advivor is

RM.C. Trom thers, the cusiomor's funds would be wirad Lo Saderaliy-regulated banks

porlisipatiog i 5M,C.'s FING pragram (fogram Bunks), The vustomer's funds at the

Program Banks wene hiet helt it accounts entitled “[RM.C.] 93 Agent [or Citstamers.”

The Progrem. Banks ware nat aware of the Amerltinde cusiomer's iensiry, Rather,

M, ts record-keeper for the bunky, inafmiained records rallocting the bauk necaunls -

t whish sneh Ameritvede anstomer*s fands were [eld,

In tho waonsh of Pebrunry 1998, Ameriltade cuslomecs Tivested approxinigly 514,804 in
36 upgounts through this FOMMnsured product with RMC, In e ensaing youss,
partieipation i the FINC progmm incrensed signifieanily. Dy April 30, 2001,

WML, is nat o member oF NASD, and was not thew, and Is am naw, & registerod braker-deaies.

PAGE 84/89
dovasqte




Recelved: 12/28/06 11:45AM; 212 3og 7032 +» NASD; Page &

212~-385-7632 MORGAN LEWIS NY
L2/38/800¢ IHU 100 PAX d03JT05HIT G02-97Q-5h27

12/27/2086 23:19

Lettor of Acceplanee, Waiver aitd Consent No. E0420040450-01
Depariment of Enforeemunl v, Amerihade, I,

Pognd

[

Amerirady customers had fovested 347,545,481 in 5,026 acoouats through this program
withR.M.C. -

i May 2004, Amarieade sompitled e sequisition of Blwell & Co. (Bidwell), o
broludenler. Dudividual vetiewent acoomt (IRA) costonisrs of Bidwall wha helil free.
credlit bulinces tmd thelr belances couverd 19 the FOIC ngured prodect with RM,C.
Thig involved upprozinvately 5200,000,000 in wusets, Copsequently, by the ead of May

2004, Amerltrade customers bad invested $243,251,023 Huwough thhs progrom wilh

MG

In Ontabey 2004, Ameritrade completed the aequiaftion of e customer necounts held by
JB Oxfont Compinty (55 Oxford), o brvherdealer, (RA enstomers of JB Oxfurd who
held fres-vredit baiances had their balanges converied to an FDIC-Msured prodic with
RM.C, Approxinately $26,000,000 o nssels wi converted 1o the FEICHinsurcd produst
offerad through TUM,C. Consequontly, by Noveimber 5, 2004, Ameritnde costomers hnd
invested $273,808,093 {n the FRIC pracuets offered through RM.C.

Ameriimde’s supervisoy systons nnd written supervivory provedures were dofiaiont at the
time thut it Frse began offerlng customers the FElGaigumderotvel though RAM.C.

. Under NASD Conduet Rule 2010(a), repardisss of its slze or camplexily, cach member

most wopl end implement w supervisory sysiom At &5 titored ypesifically to The
member’s businese, Fuithwn, to (lAY it obligatlons o estubligh and mabualn 2
suparvisary SYsEM, 8 Mamber must determing e types of business It condusts, ow te
it iy ovganized and operated, madt the ousrenl ssguisiory requiroments. §eo NASD
Notlee o Members 9945, Onve a finn designs Its supervisary syster, it is raquirod to
memorlnlize this aystem thiough writlen supervisory proosdures, and mplement sl
enforee these witlien procodures. A fivin i slso rulied o peviodieally pvabay ity
systom and procodives, to waswrs that both wcowmtely refleet curren) rogulaery
requiroments and the firm's businosy,

Anierilrade Sanat ascertaln, With auy cortsinty, the proceys pursunt 1 which the IDIC-
insured product was first offered to Ameritnde’s sustomers, Arnexitrads canbot ascwtnin
wiat, IF uny, due dillgens was dons to erxure that the FDIC-insured produet complied
wills Fedlurn) seewdticn fows snd repiiations. Ameriimde nivo vmed axenrdain, with any
corfulnly, when tho product was [t offored to Amoriirade cusiomoes, In fact,
Amerltrade was upable to provide o conrect entered into besween 1t and IRM.C,, which
wight have shown how the Lransactions were 10 oecur gud (he rights of all pastics.
Morsover, the avalhbllity of the FDIC-insurcd product wes not widely known within
Amzsitrde nanagemznt. For Tnstanee, i or shont Janupry 2003, Aweritrade yenior

_ mimagmuctt kagan formulatdeg xa [nltiative to fotn an industrial bank, as an additionul

nienns to permil their cugtomeny (o fnvest tn s FDIC-insured produet. I the entirse of
porsuing, snd developing His itistive, o nwmber of Amsoritrathe senior mampers lewmad,
Por tse Frst time, 18nt Ameriiesdo was already oMering an PIC-insured product thraugh
RM.C.
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Letter of Avceptines, Wotver unid Cougent No, B0420140456-01
Dopartmsant of Enforcement v. Ameriirade, ne.

Pages

10,

Amerittado's supervitory systeem was also deficient bovanse, Tom the time (hat i first
bepen oftering the FUIC-nsured produats sheough BM.C. thiough ot least November
2004, ir disl nor conduct any perindic dvidled cvulugtion of the B.M.C-spongored FDIC-
{nsured product Lorenguee iag it compliad with foderal seourities faws and regulations. In
Tact as nuted nbove, unti) discussions abow i Mdustriatbunk initfative were underway
in 2003, u number of Ameritrado sunior managers ware unawars thet the RM.C.
sponsored FDIC-insared product was even offerad to Ameylirnde’s custunrers.

Purlher, Anetitrade failed to sstablith writlen supervisery procedurey reltiog (o the
FDWCeingnred product  Under NASD Conduct e 3D(0(b), cocll wambar hall
establish, malntain and eoforve wiilten procedinres i supeeviss the types of business in
which i engopes,  Seg NASD Notiee to Members 9945, Ameritrade di¢ aot have
adetqunts writton procedures velating to the FDIC-Insured praduct, Among other thingg,
Anoriteade Tacked writlen suptrvisory procediies desoribing in detwil how customers®
fancls would by teansfsrved v unaffilinted tind purtics sweb gy |G oy sgeat for i
cuszomers aad the FOIC-Insured Program Baaks, gntities that were not ragisimd broker-
dealovs and not membens of NASD, Ameriterde also lucked adequate wrllket proscdures.
deseribing It dstnif how finds would by manisored wiiilc i the pnsswuon of unaffitisted
third partisg such as RM.C. and the Program Banks,

By fniling to establish and awintrin n supésvisory System and wrlllen procedures
dusigned 10 ensurs ot w FDIC-hiswred product, offered und nfifized by Ameritmde
theough wiregistervd, non-member fird pacty enities, wng in complisnce with applicable
sepurites faws and copulations, and wilh the applicable MASD Cunduet Rufus, u
desoribed mota Rully whove, Awuritvicte committed separate and distinet violations of
NASD Conduct ftatles 2 10 andd 3010, .

SANCTIONS
Ameritrade also coisents 1 hc inpoyition, 1 p maxibun, ol the following sunclions:
A censure; and

t.
1

A fine of $150,000,

The sanctions imposed horsin shall bo effeclive on 1 duts sot by NASD sqaf,
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Lutter of Avcepiance, Walker and Consent R, 10420040450-41
Deparfient of Wafuyemacnt v. Ameviteade, e
Page b

10, OTRER MATTERS

A Ameritrade onderstands that it may sonch a Statemert ol Cormsative Aclion b this AWC thel isa
stiterent of demongirably comreative sleps taken 1 prevent fatuee missonduct.  Amerlrnde
understands fltat fo iy not deny the charpes or tanke any staloroeit it ¥ inconsistent with the
AWC In this Statoment. This Statement doas not constinke [fiotml or Tege Tindings by NASD,
nar doss it yeflect the views of NASD or its sl '

B, Ameditrade agress 1o pay tay honetery sametions hnposvd on [ won notice i this AWC has
been nocepted and that yoch payments ane due and paysbld and hpa atmched an Bleetion of
Faymunl. fore stiowing ihe method by which It proposes to puy suy fine imposed,

C Amerlrade specifleatly and volunurily wiives any rishe 10 olsim thet 1t i5 miable w pay, now or
at sty Gime hereafier, auy manmary sinetion inysosed in this makter, .

Armerluads corfiies that & hias cead aed vadesstands o)l of the provisions uf tis AWC and bas been giveh
a foll opportusity e usl questions about il, und thal no offer, thrua, inducement, or pronifse of auy kind,
otles (it tio terms sel Toeth buvein, hag heen niade 10 induce Amerirde 50 Submil it.

AMERITRADE, TNC,

[2-27-¢. f 5*/ y

Dy 5 v
Bate 14eo 1§ Athgel, Prosident’™

Revicwed hy:

Counse for Amoritende, Ine. toseed)



. Received: 12/28/06 'i1 s 4EAM:
12/27/2806 23:19 212-389-7832

1372073006 YHY 10:91  PAX #BRDTHS5TY d9a-p10-45%7

...............

212 309 7038 -> NASD; FPage 8

MORGAN LEWIS NY PAGE
Qeotsoyge
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Depaviimant of Taforcement v, Amevitde, Ine.

Tage?

Aceepled by NASD:

12 28-0b

Vate

Signed on babl al the Director of ODA,
Uy delegnied nathovily

J festnnm, Regiusal Connsdl

NASD District Dicector

Thomas 1. Clough

120 West 12" Street, Suite 800
Kunsns City, MO 64205 -
(816) 8024100
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