NASD
LETTER OF ACCEPTANCE, WAIVER AND CONSENT

NO. £982004cciy401

TO: Department of Enforcement
NASD

RE: Freedom Investments, Inc.
BD No. 37674

Pursuant to Rule 9216 of NASD Code of Procedure, Freedom Investments, Inc, (“Freedom™)
submits this Letter of Acceptance, Waiver and Consent (“AWC”) for the purpose of proposing a
settlement of the alleged rule violations described in Part II below. This AWC is submitted on
the condition that, if accepted, NASD will not bring any future actions against us alleging
violations based on the same factual findings.

We understand that:

1. Submission of this AWC is voluntary and will not resolve this matter unless and
until it has been reviewed and accepted by NASD’s Department of Enforcement
and National Adjudicatory Council (“NAC”) Review Subcommittee or Office of
Disciplinary Affairs (“ODA”), pursuant to NASD Rule 9216;

2. If this AWC is not accepted, its submission will not be used as evidence to prove
any of the allegations against us; and

3. If accepted:

a. this AWC will become part of our permanent disciplinary record and may be
considered in any future actions brought by NASD or any other regulator
against us;

b. this AWC will be made available through NASD's public disclosure program
in response to public inquiries about our disciplinary record;

c. NASD may make a public announcement concerning this agreement and the
subject matter thereof in accordance with NASD Rule 8310 and IM-8310-2;
and



d. We may not take any action or make or permit to be made any public
statement, including in regulatory filings or otherwise, denying, directly or
indirectly, any allegation in this AWC or create the impression that the AWC
is without factual basis. Nothing in this provision affects our testimonial
obligations or right to take legal or factual positions in litigation or other legal
proceedings in which NASD is not a party.

We also understand that our experience in the securities industry and disciplinary history may be
factors that will be considered in deciding whether to accept this AWC. That experience and
history are as follows:

Freedom has been an NASD member since 1995. The firm employs six registered
persons and derives the majority of its revenues from on-line brokerage
transaction fees and commissions eamed from on-line/internet trading accounts.
Freedom processes approximately 50,000 transactions per month and has
approximately 65,000 (mostly cash) accounts. Freedom does not have a relevant
disciplinary history.

L
WAIVER OF PROCEDURAL RIGHTS

We specifically and voluntarily waive the following rights granted under NASD’s Code of

Procedure:

A.

B.

To have a Formal Complaint issued specifying the allegations against us;

To be notified of the Formal Complaint and have the opportunity to answer the
allegations in writing;

To defend against the allegations in a disciplinary hearing before a hearing panel,
to have a written record of the hearing made and to have a written decision issued;
and

To appeal any such decision to the NAC and then to the U.S. Securities and
Exchange Commission and a U.S. Court of Appeals.

Further, we specifically and voluntarily waive any right to claim bias or prejudgment of the
General Counsel, 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 of this AWC, or other
consideration of this AWC, including acceptance or rejection of this AWC.



We further specifically and voluntarily waive any right to ciaim that a person violated the ex
parte prohibitions of Rule 9143 or the separation of functions prohibitions of Rule 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 acceptance or
rejection.
IL
ACCEPTANCE AND CONSENT

A. We hereby accept and consent, without admitting or denying the allegations or findings,
and solely for the purposes of this proceeding and any other proceeding brought by or on
behalf of NASD, or to which NASD is a party, prior to a hearing and without an
adjudication of any issue of law or fact, to the entry of the following findings by NASD:

L. AML VIOLATIONS

NASD Conduct Rule 3011, which became effective on April 24, 2002,
requires NASD members to develop and implement a written anti-money
laundering (“AML") program reasonably designed to achieve and monitor
compliance with the requirements of the Bank Secrecy Act, 31 U.S.C.
§5311, et seq. and the regulations promulgated thereunder and conduct
independent testing of its AML program for compliance. NASD issued
numerous communications to its members regarding the requirement to
have an AML program and that the requirement applied to all member
firms. Among other things, NASD communicated the requirement in
Notice to Members 02-21 in April 2002 to notify NASD members of this
requirement and reiterated this requirement in subsequent Notices to
Members 02-47 (August 2002), 02-50 (August 2002), 02-78 (November
2002), 02-80 (December 2002), and 03-34 (June 2003).

A. Independent Testing

Notwithstanding the notifications from NASD discussed above, Freedom failed to
conduct an independent test of its AML program from April 2002 until December
2005.

B, Procedures/ Internal Controls

Notwithstanding the notifications from NASD discussed above, Freedom
failed to establish, implement and enforce written policies, procedures and
internal controls that were reasonably designed to achieve compliance with
the various requirements imposed by the BSA and the regulations
promulgated thereunder. Specifically, from April 2002 until May 2005
Freedom failed to establish written procedures designed to address the
firm’s obligation to provide prompt notification to NASD regarding any
change to the AML contact information.



B.

C. Suspicious Activity Reports (“SARs”}

Under Freedom’s internal procedures in effect in 2004, the firm was required to
file SARs with federal law enforcement authorities for any account activity
(including deposits and transfers) involving $5,000 or more where the firm knew,
suspected or had reason to suspect one or more of the following: 1) the
transaction involved funds derived from illegal activity as part of a plan to violate
or evade federal law or regulation, 2) the transaction was designed to evade the
requirements of the BSA, 3) the transaction had no business or apparent lawful
purpose, or was not the sort in which the customer wouid normally be expected
to engage, and the firm was unaware of any reasonable explanation for the
transaction, or 4) the transaction involved use of the firm to facilitate criminal
activity.

Freedom failed to enforce its SARs procedures in that, in 2004, there were at least
seven (7) questionable transactions of $5,000 or more involving rejected ACH
deposit requests, which the firm classified as "fraudulent” on its internal books
and records. Freedom subsequently restricted and closed those accounts, but
never filed SARs for the questionable transactions. Moreover, the firm failed to
document its reasons for not filing the SARS.

As a result of the foregoing, Freedom violated NASD Conduct Rules 3011(a),
3011(b) and 3011(c) and NASD Conduct Rule 2110.

II. REGULATION T VIOLATIONS

For the period of March 1, 2004 through August 31, 2004, a review of 130
transactions where customers had used automatic clearing house deposits to pay
for securities transaction in customer cash accounts, and those deposits had failed
to clear, revealed 21 instances where the firm improperly extended credit in the
cash account by failing to promptly cancel or liquidate the transaction. As a result
of this conduct, Freedom violated Section 7 of the Securities Exchange Act of
1934 and Section 220.8 of Regulation T promulgated pursuant thereto, and NASD
Conduct Rule 2110,

Freedom also consents to the imposition, at a maximum, of the following sanctions:

A censure and a $20,000 fine.

The sanctions imposed herein shall be effective on a date set by NASD staff.
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ul.
OTHER MATTERS

A. We understand that they we may attach a Corrective Action Statement to this AWC,
which is a statement of demonstrable corrective steps taken to prevent future misconduct.
We further understand that they we may not deny the charges or muke any statement that
is inconsistent with the AWC in this Statement, This Statement does not constitute
factual or legal findings by NASD, nor does it refloct the views of NASD or its staff.

B. We agres to pay any monctary sanctions imposed on us upon notice that this AWC has
been accepled and that such payments are due and payable and have attached an Elcction
of Payment form showing the method by which we propose to pay any finc imposed.

C We specifically and voluntarily waive any right to claim that we are unable to pay, now or
at any time hereafter, any monctary sanction imposed in this matter.

We certify that we have read and understand all of the provisions of this AWC and have been
given a full opportunity to ask yuestions about i, and that no offcr, threat, inducement, or
promise of any kind, other than the terms set forth herein, has been made to induce us to submit
it.

For: Freedom Invcstments, Inc.

J3-22-05 7
Dat

e fan Grice
President
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Signed on behalf of the

W delegated authority

Michael J. N an

Regional Cotmsel

NASD Department of Enforcement
581 Main Street, 7" Floor
Woodbridge, NJ 07095

(732) 596-2030

NASD District Director
Gary K. Liebowitz
NASD, District 9-NJ

581 Main Street, 7™ Floor
Woodbridge, NJ 07095
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