
ADMINISTRATIVE PROCEEDING 

BEFORE THE 

SECURITIES COMMISSIONER OF SOUTH CAROLINA 

IN THE MATTER OF: ) 
) ADMINISTRATIVE CONSENT ORDER 

UBS SECURITIES, LLC AND ) 
UBS FINANCIAL SERVICES INC., 

are broker-dealers registered in the State of South Carolina; and 

WHEREAS, coordinated investigations into UBS's activities in connection with certain of 

its sales of financial products known as auction rate securities ("ARS") to retail and other 

customers have been conducted by a multistate task force ("task force"), which includes the State 

of South Carolina; and 

WHEREAS, UBS has cooperated with regulators conducting the investigations by 

responding to inquiries, providing documentary evidence and other materials, and providing 

regulators with access to facts relating to the investigations; and 

WHEREAS, UBS has advised regulators of its agreement to resolve the investigations 

relating to the sale and marketing of auction rate securities; and 

WHEREAS, UBS agrees to implement certain changes with respect to its sales of ARS to 

retail and other customers, and to make certain payments; and 

WHEREAS, UBS elects to (the 





between UBS and its customers, that in August 2007 UBS changed its policy of placing support 

bids in every auction for which it was lead broker-dealer and allowed some of the ARS it had 

underwritten to fail, or that after November 2007 UBS was actively considering scenarios that 

included ceasing its practice of supporting its auctions. 

6. After UBS decided to stop supporting its auctions, these clients were informed that 

the market for these instruments had frozen and that they no longer held liquid short-term 

instruments but instead held instruments with long or perpetual maturities for which no market 

existed. Many of those instruments are no longer valued at par on UBS Financial Services account 

statements. 

(2.) UBS Brokers who sold ARS to Clients Understood them to be Safe, Liquid Cash 
Alternatives or Money-Market Instruments 

7. The UBS Financial Services Financial Advisors ("F As") that the task force 

interviewed had not received any specific instruction or compliance training from UBS with 

respect to ARS. 

8. Many of the F As that the task force interviewed did not have even the most basic 

understanding of how ARS worked until after UBS pulled out of its auctions in February 2008. 

(3.) UBS Did Not Provide its Financial Advisors With Any Mandatory Training With 
Respect to ARS 

9. UBS did not provide its FAs with mandatory training regarding ARS. 

10. In testimony provided to the task force, the Director of Product Management for 

UBS Financial Services ("Director of Product Management") indicated a wide range of 

information that FAs should know prior to selling ARS to customers, including the issuer's 

identity, the type of ARS, the credit quality, ·how the auction process works, and that a customer 

bid may or may not get filled for that auction. 

11. However, UBS did not provide mandatory training or specifically instruct its F As to 

apprise themselves of this information or provide customers with the information. 
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(4.) UBS Marketed ARS to Clients as Safe, Liquid Instruments 

12. The UBS clients with whom the task force spoke uniformly stated 



17. For the May 2008 and subsequent statements, the heading on UBS Financial 

Services' account statements under which ARS appeared was changed again to "Fixed 

Income/ ARS." 

18. Student loan auction rate certificates ("Student Loan ARCS") had been listed under 

the heading "Cash Alternatives/Municipal Securities." This heading was changed to "Fixed 

Income/ ARS." 

(6.) UBS Did not Disclose Aspects of its ARS Program to its Clients 

19. UBS did not have any mandatory disclosures regarding ARS that its FAs were 

required to make. 

20. On this topic, the Director of Product Management testified that F As were not 

required by any specific policy to inform clients of the possibility that auctions may fail. He said 

that he did not believe that F As were required to inform clients that UBS Securities routinely 

intervened in the auction markets to prevent failure and to place a ceiling on clearing rates. He also 

testified that UBS Financial Services' F As were not informed that UBS Securities inventory of 

ARS had exceeded the $2.5 billion cap, As were not oul
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- Hold Order - the holder wishes to continue to hold a position regardless of rate. 

- Hold Rate Order or Bid Order - the holder only wishes to continue to hold a 
position or purchase a new position if the new rate is equal to or higher than a 
specified rate. 

- Sell Order - directs the broker-dealer to redeem the position at par regardless of 
the new rate. 

b. Tvoes of Auction Rate Securities 

(i.) Auction Preferred Shares ("APS") 

2. APS are equity instruments without a stated maturity issued by closed-end funds. 

They are collateralized by the assets in that fund and typically receive ratings from the major rating 

agencies. Interest rates are intended to be set in a Dutch auction process with auction cycles 

typically of 7 or 28 days. Typically, they have a maximum rate above which the interest rate 

cannot be set in an auction. 

(ii.) Municipal Auction Rate Certificates 

3. Municipal auction rate certificates ("Municipal ARCS") are debt instruments 

(typically 



(2.) UBS's ARS Program 

a. Underwriting 

6. UBS Securities was one 



16. Most of the ARS sold to clients of UBS Financial Services came from UBS 

Securities' ARS program. 

17. UBS Financial Services did not do its own due diligence of 



e. UBS' s Setting of Interest Rates 

(i.) Price Talk 

25. Prior to every auction for which it was the sole or the lead broker-dealer, UBS 

engaged in price talk. Price talk consisted of a range of bids that UBS Securities transmitted to 

UBS Financial Services' FAs indicating where UBS Securities expected the auctions to clear. 

(ii.) Setting Interest Rates by Placing Bids 

26. UBS influenced ARS interest rates by submitting buy and sell bids from its own 

inventory. 

27. UBS's Short Term Desk frequently set the rate at which the auction would clear. 

28. In the Fall of 2007, UBS raised the interest rates it set on ARS in part in response to 

a buildup of inventory of ARS. 

29. In contrast to the understanding that retail investors were given that the interests 

rates on these securities were actually set in 
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(4.) 



41. A concerted marketing effort was made to get the F As to sell ARS. 

42. In early 2008, in response to a substantial decrease in corporate cash demand for 

ARS, UBS began an education campaign to ensure that FAs understood the true credit quality of 

the ARS. 

b. Waivers of Maximum Rates on Student Loan-Backed Auction Rate Certificates 

43. The maximum rate at which Student Loan ARCS could reset was too low to 

compensate investors for the perceived risk of those instruments during the period between August 

2007 and February 2008. Many APS suffered from a similar flaw. 

44. These maximum rates were well known to UBS as UBS Securities had built them 

into the instruments in order to make them more palatable to their underwriting,.,clients. 

45. The maximum rates often allowed the issuers to obtain a higher rating on the 

product in part because capping the interest rate on the product allowed them to satisfy the cash 

flow stress-tests of the rating agencies. 

46. As investors shied away from ARS after August 2007, UBS' s inventory began to 

grow dramatically and it needed to keep raising interest rates in order to move the paper. 

47. However, as those interest rates began to approach the maximum rates on the 

securities with restrictive maximum rates, UBS began an effort to get its issuer clients to agree to a 

temporary increase in maximum rates and to seek waivers from the rating agencies in order to 

allow the interest rates on those instruments to rise to a level where those instruments could clear 

the market, until the market recovered or UBS could work with issuers to restructure. 

48. Those waivers were short-term in nature and many that had been obtained in 2007 

were set to expire in early 2008. 

49. UBS became very concerned that when these waivers expired, these instruments 

would hit the maximum rate and the rate would reset to a level that would not be appealing to 

investors, thus requiring UBS to take on even more Student Loan ARCS. 
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50. In January 2008, UBS continued to seek waivers of the maximum rates from 

issuers. 

51. UBS did not disclose its concerns with respect to maximum rates of Student Loan 

ARCS to investors. 

52. Moreover, UBS's FAs were not aware of issues related to the maximum rate and did 

not explain them to customers. 

(6.) After August 2007, UBS's Concerns Regarding ARS Intensified Causing UBS To 
Debate Its Ongoing Role In The Auction Markets 

53. After August 2007, there was an ongoing dialogue within UBS as to the condition 

of the auction markets, with particular emphasis on Student Loan ARCS. 

54. In the Summer and Fall of2007, UBS began a balance sheet reduction program, 

which required all divisions, including the short-term desk, to contribute to liquidity creation and 

balance sheet reduction. 

55. By early December 2007, it became clear that many institutional buyers were no 

longer interested in ARS. 

56. On December 12, 2007, the Head of Flow, Sales and Trading sent an e-mail to the 

Global Head of Municipal Securities in which he stated: "The auction product does not work and 

we need to use our leverage to force the issuers to confront this problem our options are to resign 

as remarketing agent or fail or?" 

57. Of note, that same day, the Global Head of Municipal Securities sold his remaining 

personal shares of ARS while continuing to engage in enhanced marketing efforts to clients. He 

subsequently explained that he made these sales because "my risk tolerance from a credit 

perspective was - was something that drove me to want to sell" ARS. 

58. A student loan task force was set up at UBS in mid-December 2007. 

59. In addition to the student loan task 



to interrogatories propounded by the task force, "In late 2007, UBS formed a working group that 

addressed the general market conditions for ARS, as well as UBS' continued role in ARS 

auctions." 

60. The working group held meetings on December 21, 2007, January 4, 2008, January 

18, 2009, February 1, 2008 and February 29, 2008. 

61. The working group discussed, among other things, the buildup in UBS' s inventory 

of ARS and strategies for exiting the auction markets. 

(7.) UBS's Conflicted Role in Serving Underwriting Clients Versus Acting in the Best 
Interests of Retail Wealth Management Clients 

62. UBS's auction rate program, in which it actively managed to influence in 
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(8.) UBS Financial Advisors Were Not Apprised of this Back Story 

67. As the auction rate market began to show some stress in August 2007, which gained 

intensity through the end of 2007 and January 2008, many customers were not informed of 

problems in the ARS market. 

68. Up through at least February 8, 2008, and in connection with updates to FAs of 

events occurring in the auction rate market, F As were informed as follows: 

The public auction market continues to clear hundreds of auctions daily, with lead­
broker-dealers frequently bidding to clear auctions where needed. While broker­
dealers are not obligated to bid in auctions, we do not have reason to change our 
current practice when UBS is lead underwriter. We will continue to monitor 
developments so that we responsibly serve our clients and shareholders. 

69. This message came one day after the Global Head of Municipal Securities, in a 

February 7, 2008 e-mail to certain UBS personnel on the topic of whether UBS was contemplating 

failing auctions, stated, regarding the auction rate market: "clock ticking-not sustainable." 

70. In stark contrast to the sales of personal holdings of ARS by the Global Head of 

Municipal Securities in August and December 2007, customers who were kept in the dark about 

UBS's concern about the viability in 
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2. UBS Failed to Supervise. As described in the Findings of Fact above, UBS "has 

failed to reasonably supervise an agent." As a result, UBS violated S.C. Code Ann.§ 35-1-412 

(Supp. 2009). 

3. UBS Engaged in Dishonest and Unethical Practices. As described in the Findings 

of Fact above, UBS "has engaged in dishonest and unethical practices in the securities ... business." 

As a result, UBS violated S.C. Code Ann. § 35-1-412 (Supp. 2009). 

4. The Securities Commissioner finds the following relief appropriate and in the public 

interest. 

V.ORDER 

On the basis of the Findings of Fact, Conclusions of Law, and UBS's consent to the entry 

of this Order without admitting or denying the facts or conclusions herein, 

IT IS HEREBY ORDERED: 

1. This Order concludes the investigation by the Securities Commissioner and, except 



7. Eligible Customers. As used in this Consent, an "Eligible Customer" is any current 

or former UBS customer (not including (i) broker-dealers or (ii) banks acting as conduits for their 

customers) who opts in to the relief provided pursuant to this Order and meets any of the following 

criteria: 

a. Held the Eligible ARS at UBS as of February 13, 2008 or in DVP accounts as of 

February 13, 2008 for which UBS had bidding rights; or 

b. Purchased Eligible ARS at UBS between October 1, 2007 and February 12, 

2008, and transferred those ARS out of UBS prior to February 13, 2008; 

8. Offer periods. 

a. First Offer Period. 

(i) No later than October 31, 2008, UBS shall have offered to purchase at 

par Eligible ARS from all Eligible Customers who: 

(a) Meet the criteria under Paragraphs V.7.a or V.7.b; 

(b) Are either: 

1. Individual customers, or 

11. Charities, endowments, or foundations with Internal Revenue 

Code Section 50 I ( c )(3) status; and 

( c) Have less than $1 million in assets at UBS as determined by the 

investor's aggregate household asset position at UBS on August 8, 

2008. 

( d) In cases in which investor classification under this subsection is 

ambiguous, such classification will be determined by UBS in the 

exercise of its reasonable good faith judgment. 

(ii) This First Offer Period will remain open until January 4, 2011. 

b. Second Offer Period. 

(i) No later than January 2, 2009, 



Eligible ARS from all Eligible Customers who meet the criteria under 

Paragraphs V.7.a or V.7.b and are: 

(a) Individual customers, 

(b) Charities, endowments or foundations with Internal Revenue Code 

Section 50l(c)(3) status, or 

( c) Small businesses (entities with less than $10 million in assets with 

UBS as of August 8, 2008). 

(ii) Notwithstanding any other provision, institutional customers who have 

represented they have total assets of greater than $50 million, or 

otherwise are determined to have assets greater than $50 million, as of 

August 8, 2008, are covered by the Third Offer Period (described in 

Paragraph V.8.c) and not by the Second Offer Period. 

(iii) In cases in which investor classification under this subsection is 

ambiguous, such classification will be determined by UBS in the 

exercise of its reasonable good faith judgment. 

(iv) This Second Offer Period will remain open until January 4, 2011. 

c. Third Offer Period- Institutional CustomersOffer 



Settlement Notice ("Initial Opt In Period"). 

b. Second Notice and Opt In. To the extent that any Eligible Customer did not opt 

in during the Initial Opt In Period, UBS shall have provided any such customer a 

second written notice describing the relevant terms 



Notice: 

(i) UBS Offer. UBS shall have offered to purchase their Eligible ARS at par 

plus any accrued and unpaid dividends/interest during the relevant relevant 



customers about the impending expiration of the relevant timeframe, 

describe the state of the ARS market at that time, and explain the 

consequences of failing to sell their ARS to UBS prior to the expiration 

of the relevant timeframe. 

b. Returning ARS to UBS Custody. Because the Eligible ARS must be in UBS 

custody prior to UBS being able to purchase such ARS, the customer must 

return the Eligible ARS to UBS's custody before placing an order to sell the 

Eligible ARS to UBS. To this end, UBS shall use its best efforts to assist 

customers eligible for relief under this Order who have transferred ARS out of 

UBS custody in returning Eligible ARS to UBS custody and shall not charge 

such customers any fees relating to or in connection with the return to UBS or 

custodianship by UBS of such Eligible ARS. 

11. Customer Prioritv. UBS agrees that it will not take advantage of liquidity solutions 

for its own inventory without making them available, as soon as practicable, to its customers that 

opted in to the relief provided pursuant to this Order who hold the same CUSIP(s) of ARS in their 

accounts. This obligation shall continue until June 30, 2010. 

12. Relief for Customers Who Sold Below Par. UBS shall make best efforts to identify 

any such Eligible Customers who sold Eligible ARS below par between February 13, 2008 and 

September 15, 2008. By October 31, 2008, UBS shall have paid any Eligible Customer so 

identified the difference between par and the price at which the customer sold the Eligible ARS, 

plus reasonable interest thereon. UBS shall promptly pay any such Eligible Customer identified 

after October 31, 2008. 

13. Refund of Refinancing Fees to Municipal Issuers. By June 30, 2009, UBS shall 

have refunded to municipal issuers underwriting fees each issuer paid to UBS for the refinancing or 

conversion at after for 
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conversion of the ARS after February 13, 2008. 

14. Negative Carrv on Prior ARS Loan Programs. With respect to each customer who 

took out a loan from UBS (directly or indirectly) using the firm's prior ARS loan programs since 

February 13, 2008, UBS shall promptly reimburse the customer for any excess interest costs 

associated with such loan when compared to the interest paid on average on the Eligible ARS that 

are the subject of the loan, plus reasonable interest thereon. 

15. Purchase from Certain Additional Customers. 
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d. The Eligible ARS must be in UBS custody prior to UBS being able to purchase 

such ARS under this section. Former customers who are eligible under this 

section must return the Eligible ARS to their prior UBS account or, in the case 

of former accounts that have been purged, to new UBS accounts opened by the 

customer. UBS shall not charge such customers anxi57Conf 0 >3 Tc 1.738 0 Td
(fee5 0 Td
(such )T9
(who )Tj
-)Tj05rlat to 

anxin custonnion 



that, UBS shall submit a written report detailing UBS's progress with respect 



(iv) Other Damages. Eligible Customers who elect to use the special 

arbitration procedures provided for in this Order shall not be eligible for 

punitive damages, or any other type of special damages other than 

consequential damages. 

(v) Apolicabilitv ofFINRA Procedures. The special arbitrations shall be 

subject to the rules and procedures adopted by FINRA for such 

arbitrations to the extent such rules and procedures a Td
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2. This Order is not intended to indicate that UBS or any of UBS 



successors and assigns of relevant affiliates with respect to all conduct subject to the provisions 

above and all future obligations, responsibilities, undertaking22 Tc 3.671j
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CONSENT TO ENTRY OF CONSENT ORDER BY UBS SECURITIES LLC AND UBS 



Dated this l 't\-\ day of5et*Wlb2./ , 20 I 0. 

County of Fa
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Dated this .J..1- day of~ 0. 

Title: Managing Director 
UBS Financial Services Inc. 

----+-Inc----+-
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