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NASD 
LBTTKft OF ACCEPTANCE, WAIVER AND CONSENT 

' NO. IE042D0404SO-IH 

To; Dcpurtmtf it of finlbrffimimi 
NASD 

&ei Auierltradclnc, Member 

Pursuant tn Ruft92l6'of NASD Code of Proceduw Anisriiratfe, ton, (AnwrilnKfa)' sttbnu'fe this fitter of 
Acceptance, Weivor nnd Coiweni (AWC) for [ho purpose of proposing a settlement of the alleged rule 
violations described hi Part IL below. Tills AWC Is submitted on tfte condition diat, if Decanted, NASD 
vrifl »ot bring my four* itclions z&dtat AmcritHide allefling violations based on llie sonw Actual 
finding. 

AiH&riiiadciHidcrfJandif Jhm; 

!. Submission of fa* AWC is voldntflry and will 1101 resolve tills matter unless unci until it has been 
reviewed and accepted by NASD'B Department of Enforcement and National Adjudicnwry 
Council (NAG) Review Sabaammiu«i» or Office or Disciplinary Affairs (ODA), piiraeant m 

• NA^DPWttdtwl Rule 9216; 

2. - If this AWC is not accepted, Its submissiiin will nor be usee! as evidence lo prove nny of ilic 
nllcguljons agains* Anted trade; rind 

3, Ifaccapted: 

a. tliis AWC will become-part of Aiwaiwtds's pernwMni diselpllnary mnta and my he 
convidorad in nny fuhite actions brought by NASO or nny other regulator against 
Atnerilrafkt; 

b. this AWC will be madeavniliiblis iliroiigli NASD'S public disclosure program in response 
to public inquiries about'AmdTrarlij'; disciplinary rebels; 

c. NASD my make a public niimHiuHanBiu coiicaminu (his ugreement nnd the subject 
Miliar thereof In nceoiUnnce will? NAS& Procedural Rule 8310 and IM-S310-2; and 

d. AroerifradB may uoi lake any nciton or make or pormil to be made Airy public statement, 
including in regutniary filing* or MherwiM, rfenyin^. diiteily or fndtitcUy, any finding in 
this AWC or orcnw ihe Impression [fail ilia AWC a without frelua) basis. Nothing In Hits 
provision itffols Ameriirade's icslinwnlitl oblivions or rights lo lake legal ur factual 
positions in litigation or other legal proceedings In which NA$J) Is not a party, 

'At the time of lh& misconduct alleged [herein, the firm was known as Amcritrndc, IHC On April 24, 
2QQG( Amarhrade- Inc.'J inlrodueuiR broker riiiteiions and ininulneed accounts were transferred to TO 
WuicrtoUJo Investor Service ine. wlilcl) was rammed "TO Aweritrade, Inc." fleuittwc nf the timing uf 
the misconduct and for the Sflfoe of clnrtry, the firm will be Identified simply u "Anicrilrattett herein. 

3 0 0 U \ i U H - L m 
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Uttur of Awoplnaco, WalYW and Consent No, EQ42004fN5(l-(r) 
De/urtmt'iil of EnfortMnenr y. Amende, J»c. 
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Ameritrade also understands that its experien w in the securities industry Add disciplinary history may bo 
ficlors ttmf will be considered In deciding whalier to accept this AWC. That experience and history urc 
tsi follows: 

Amcriiradc became- a registered hrokir-dcilcr wirti the U.S. Securities and Exchange 
Commission (SEC), end ft member or NASD in Pebnittry" 1 Wl« Amtrltrade conducts an 
on-line discount broXorô  securities business from its main office located in Ojirahii, 
Nebraska, Awerftrado lint i?c<» llie subject of one formal disciplinary action by "NASD 
rcJcvanrio rhis matter. $46 AWC No. OKMOOi1. 

i. vtkrvm oir PROCKDUIUL RIGHTS 

Ameritrade specifically nnd voluntarily waive) (he following rights grouted under "̂ ASD1?; Code of 
Procedure: 

A, To huve it Formal Couiplalni issued specifying tlw allegations n;i'dlrat Amcrltriidt; 

lit. To be notified of the Foimitl Complaint and have the opportunity to answer the allegations in 
-writing; 

C, To defend against die allegation? in n disciplinary hwrma before a htaring .pynel, to have a 
written record of the hearing innrfc nnd to totvo a written decision Issned; and 

0. To appeal any sueli decision to llie NAC and then to the SRC and a US. Court of Appeals. 

Further, Ameriffiide specifically inlet voluntnrily wuiyes uny right w claim bias or prejudgment of the 
General Counsel, ibe NAC, or ouy member of the NAC, in connection with such pewon'i or body's 
participation fit discuwfolJl regarding the terms and condition; of tills AWC, or other consideration of this 
AWC* Including acceptance or rejection of mis AWC. 

Amuriirode fbftiior. specifically and voluntarily waives nny right to clidm Hint a person violiuctl ihc ex 
parte proliibiUoiis of NASD Procedural Kulc 9113 or ibe separation of/bncilciw prohibition of NASD 
Procedural Rule 9144, in connection with such person's or body's participation in disunions regarding 
tlw tortus and conditions oMhls AWC, or other consideration of this AWC, including its acceptance or 
rejection. 

XL ACCEPTANCE AND CONSENT 

Ameritrmle Jiercby accepts Hud coiisews, without admitting or dcnymii (lie fading, mid solely for Uu 
purposes of this jtfoeeetliî  and »y other pfoeecJhig bwiglit by or on behalf of NA;SL>, or to which 
NASD is a party, prior to a hearing and without an JidjydieiUluo of (my issue of law or Ihlrt, to the entry of 
(he following finding* by NA$D: 
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1. At some point before February !PP8k Amcritriide began offering its customers cash 
management services Through im Independent service provider. The ScAue was offered 
by Ainerlttwle (liroufib Reserve Management CcfpoMiaa (R.M.C.), u mh inttmigeineiU 
provider for inslhutloiis such as banks and broker-dealers.1 K.M.C. opcrnTCs, emong 
other things, CKSII sweep programs FDlC-iiisur«I deposit pra&rams, and moitcy-nini'kct 
funds. Bicker-dealers etui offer these prnaranis and services to its customers by 
contracting with R.M.C. Customers enn eleet ro hnve "fifto cash" bctd In tticir securities 
accounts swept into iiiGftey*m8i'kei funds or an pDiC-losured product, mid R.M.C 
provides liiu service in consummate these intttsnetlortt. 

2, Amcrto'Ade entered Into siwsiness relationship wid) K.M.G. during llw IS90s. At noire 
point before February 1998, Awerlmide set up a sweep program through 1LM.C, and mi 
Amerllrade customer could eloci to have "free cash" In tils nr her smsuriiioj account swept 
Into- it moiieymurtui fund of the oustu&Ws thow'mg, nlso offered by re&istetud 
investment eompwiH managed by RM.C. After the Ameritrade customer made the 
election, the "free ensh" would iiuimmrtifiilly be sw*pt into the {.'Sleeted fund. 

1 By «t icasi J'ebmary 1998, &M.C bad added an FDlC-tosnred product lo its wish-
wanflgenmnt products. Ameritade began offering Ms product to Its customers, hi 
addition to thi> money-market funds option. As ft'idt the imaey-markct rutins, All 
Ameriiradc customer could seltct the FDiC*insured product from a network efprogrtim 
bnnlts offered by R.M.C., and tho «usloraoi,>£ "free cash" iwuld thereafter be swept into 
Uie selected produot, The PDJC-insurad product was a deposit account carried nr 
redemlly-raijulirtfcl banks and was not a imirwl fund lê sUred under die Investment 
Comply Act of 191(1. Thus, it WAS nor a security as defined by tilt Securities Act of 
1933 OftlioSceurHiov Exchange Atfof I KM. 

4. The swetip transactions occurred in tlte following, maimer. Upon electing to have their 
"foe cash" iwB|)t lnw the FDIC product, the Amedtntdtt wHtomw** ,lfre« cash" would be 
electronically transferred from their AinoiitLUff̂  (ccurllies RCGQWL to a tomk account In 
the Mine of "The Reserve Fund Primary Fund." The Reserve Fund prtnuiy Fund is an 
SEC rcH.lstered investment coimwny for whom dw fegbtemri invnttmant advisor is 
R,M,C. From dwo, the customer's funds would bu wirad to federal ly-regulatcd bunks 
participating in ft.M,C.'s program (ITouram Butte). The nuttomcr'* fonds at the 
Prosram Banks wem ihett held lit accounts entitled -ptMXlJ as Agent for Customers." 
'llio itogmm Banks wore net aware of die Ameritnde customer's identity. Kidtcr, 
RJvl.C, ns record-keeper for the bunks, tnat'niained msords renewing the fauidt uuwnmls 
in which flitch Ameritredccustomers ftmt!? were held, 

5. In llio iDonih nrFebnioiy I9I>B, Amerilwde cutiomeri invested approximately SWfiW in 
116 tmwtmu tliroutfli this FDlC-insurett product with U.M.C In Ltie cnnuinis yo;irii? 

participation in tdc t-'l5tC prngnma increased »I|piinem«ly. t3y April 30, 2001, 

lRM,C. \$ not a member of NASD, and w« not tlicti, m Is not iww, a registered brokcr-defticr. 



R e c e i v e d : 12/2S/0S 11 I4SAM; S i a 303 7D32 NASD; Poge 5 

12/27/2006 23:19 2I2-3B3-7B32 MORGAN LEWIS NY PAGE 35/09 
12/38/a0fl( TBtl lttiOO PM $(3*705537 fl02-S70~55Z7 

Utter of Acceptance, Waiver ami Consent No. E042flU'lfl450-OI 
Department' of Enrorcemeutv, Amwfti-tide, lue. 
Page 4 

Ameritrado ctistomeis had invested 147,545,481 In 5,026 accounts through this program 
wiihR-M.C. 

(j, in May 2QQ4, MfiWrtrfcde cumptefcd ihe acquisition of lildwll & Co, tBWwell), ft 
biokctf'deiler, Individual rethwi»nt account (IRA) customers ofBidwdl who held free* 
credit balances had dwlr balances converted to the KDKMnsurod product with R.M.C 
This involved approximately .̂ 00,000,000 in wwls. Conscqiientlyj by the cod of May 
2004, Atnetimtde customers had invested $243,251,023 ttiwueji tlibi program with 
R.MJ& 

7, In October 2004, Amerlfi'ade completed the aeqelsftion of die customer Accounts held by 
JB Oitronl Company (JB Oxford), a brwkur'dciilur. IftA customers ofJS Oxford who 
held flwwedlf baltum food dtair balances conven«l to an FPtC-tasurcd prodtiet with 
R.M.C. Approximately ttti^MW •» www «rwerted to the FDKMiuurce* product 
offered through KMC. Cofisuquoiicly, by November 5,2004, Atmrtade custetners hud 
invested $273,808,953 hi live PDIC prothwu offered thrati&h RM.C. 

I. Ajnerilntdĉ s supervisory system mid written eupcniitoay procedures were dorieiwir at the 
time thtit it flrsr bc^n offering customers the i l f i M I W I j ^ ihrough 11M.C 
Under NASD Conduct Rule 30Hl(n)( rciuifdless of its size or ooraptadiy, each member 
must udopl and implement n supervisory system Hint is Kifcjrcd KpuoifieaJry lo the 
member's business. Furtiiet', to fulfill its obligations lu uslublish «nd irataialn a 
stiparvlsary system, a member must determine the types of business It conducts, how Hie 
finn is urgenitfed and openfed, unci the wirrcnt tttftulatory requirements. §ee, NASD 
Notice to Members 99-45. Oju» a Jinn designs Its supewlsory system, it is required to 
memorialize this system through written supervisory procedures, nnd inclement mid 
nUbrtt I t a wrilten procedure. A firm in *lso required ro periodica Ely evaluate its 
system and prttr-cdM'es, to ensure (hat both accurately rnffeet current Hortatory 
requirements and the firm'; busfnuss. 

9, Ameriirade cannot ascertain, whh auy certainty, the process pursuant w which uic POIC-
insurwl product w;i* first offered ro AmtriLiiide's customers, Ameiltrade cannot aweitnin 
what, If any, due diligent* wits dune to ensure that (lie FDlC-ttis tired product complied 
with federal securities taws and rcsniations. Ailwritfflde iiiso cannot ascurtain, with nny 
certainty, when (he product wtt Hist offered lo Amerjtrade cummers, In Tact, 
Amerltratfe was unable to provide «contract entered into between It and K.M.C, which 
might liave shown how lira transactions wore to osoor and the rights of all parties. 
Moreover, the ywlhotlity of the FDiC-tamrcd produot was not widely known within 
Atuarilnuje trawpmew. Tor Instance, i» or January 21)03, Aaiertwtfc senior 
mti(WBeme»t began formuJadiî  *n Initiative to form .Hi nidtistrial bank, as an additional 
means to permit their customers to invest bi *ri l'*pEC-msured product In the course or 
(jurswiiiB wid developinif tltls iiiitifttlve, u number of Anuritntfe wn'wr mauajjers Icnnmd, 
for die rirsr (ImE, ibnt Anierilratle was ilrcady ofTertiifi an T'DIC-iiwured prmtuci dirough 
R.M.C. 
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10. Amwi nude's supervisory system was also detail bctKUise, from (ho time thai it first 
began offering the I'DlC-msured produots through R.M.C. through at least November 
2004, ir did nor conduct any periodic duteiied evuiwatiun of the R.M,C,-sponsored FD1C-
lusttred product lo ensure far if complied with federal securities lows nnd recitations, In 
fact, as noted above, until discussions about the Ihdustruil'bimfc Initiative were underway 
in 2003, a number of-Ameritrado senior mongers were unaware that the R.M.C* 
sponsored PDIC-insured product was even offered to AmevIttnaVs customers.' 

11. Fiulher, Amcritmdc tailed to «rablijri written supervisory procedures relating to the 
FfttC-insured product. Udder NASD Conduct Rule 3010(b), each member shall 
establish, maintain atid enforce wiUeti procedure* to supervise the types of business in 
which H cngnges. See. NASD Notice to Members 99-45, Ameritrade did not have 
adequate written procedures relating to the FlXC-insurcd product, Among other tilings, 
Amorilrade kicked written supervisory procedures describing in dehiil how customers' 
funds would be transferred to unaJfi] toted third piirh'cB swob us li(M.C. agent for its 
ciiHomfiM and the FOIC-Insured Program Banfts, entities that were not registered broker-
dealers and not membenc of NASI). Antcritriidc also locked adequate written procedure! 
dweriblng ID detail how filnds would be monitored while in the possesion of unaffiliated 
third parties such as R.M.C. and Hie program Banks. 

12. By failing to establish nnd maintain a supervisory system nnd written procedures 
feigned to ensure (hat die FDIC-insured product; ofTwed and ufed by Amcriiredc 
fltraugh itnrcBlstered, non-member third party entities, wns in eomplranee widi applicable 
seeurttiw lawn and regulations, and with (he applicable NASD Conduct links, m 
described more Hilly above, Ameritotde committed separate and distinct violations of 
NASDCoi)ducUtal«2i 10 end 3010. 

B. Aineritmdeafso consents to the imposition, at n maximum, orthe following sanctions: 

\, A censure; and 

2. A fine of $130,000. 

The sanctions Imposed herein stroll bo cITeettYe on a rinus set by NASD staff. 
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Oimt MATTERS 

A. Ameiitvadc understands mat it may attach R Statement of Corrective Action to this AWC [list is a 
statement of demonMIe corrective .steps taken to prevent future misconduct, Amerltrnrfe 
understands itat ft imiy not deny the charges or ianfce any siaioincisi tfctt !s inconsistent with (lie 
AWC to tiiis Statcmciw. This Statement does not constitute Annul or legal findings by NASD, 
nor dees it reflect the views ot'NASD or its. staff. 

B. Ameritrade iiBrceji to pay any monetary sanctions Impose! on it ttjion notice thm thit AWC has 
been nceeptcd nnd that such payments im due mid payable nnd has nttnM an Section of 
Payment form stowing (he method by which it proposes to pity any fine imposed, 

C. Amerlcradc specifically and voluntarily WUIYW any right to claim that it is unable to pay, now or 
at anytime hereaften any monetary wmction imposed in this motor. 

Ameritrade eertflles thai it lias read and understands all of die provisions pf Oris AWC Ami im been given 
a fill I opportunity w unit questions about it, and tout DO offer, dinsat, inducement, or promise of any kind, 
other fowl the twins set forth herein, has hcen made to induce Amflriirade to submit it. 

AMJ!RirRAU£,lNC. 

Date 

| 

Reviewed by: \ 

Counsel fbpAmeri trade, Ine-M****0} 
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Accepwd »y NAS1>: îiedoitbefntll'ArrlieDfreetoi-ofODA, 
by rtelegfltcd authority 

NASD Purler Director 

TliemnsD-Qnugli 
120 Wert ]3h Street, Suite 8(10 
KSIIMBS City, MO 64305 


