February 16, 2021
Robert Cook
President and Chief Executive Officer
Financial Industry Regulatory Authority, Inc. (FINRA)
1735 K Street NW
Washington, DC 20006
Dear Mr. Cook:
I am writing regarding recent market volatility and the role of Robinhood in “the recent wild
swings in the price of GameStop Inc.[…] and other heavily shorted stocks” 1 and to better understand
how the Financial Industry Regulatory Authority (FINRA) is addressing these events. I am concerned
about actions by Robinhood and entities affiliated with Robinhood that appear to present an uneven
playing field that harms individual investors. FINRA’s mission statement is clear that “Every investor in
America relies on one thing: fair financial markets,” and to ensure this fairness, the agency must conduct
a thorough review to determine whether Robinhood’s practices comply with existing laws and
regulations governing broker-dealers. 2 In order to meet its goal of “protect[ing] the investing public
against fraud and bad practices,” 3 FINRA—in its role as the self-regulatory entity that licenses and
regulates brokers-dealers— should also review concerns about payment for order flow and potentially
misaligned incentives in the brokerage industry, the impact of forced arbitration, and potential gaps in
existing enforcement practices.
Regulators and Lawmakers Have Long Expressed Concerns with Robinhood Practices
While this past month’s activities have led federal regulators to more aggressively consider
“whether the financial markets — from hedge funds to the banking sector and beyond — require more
oversight” and whether there should be “new oversight over some of the trading platforms, such as
Robinhood,” 4 FINRA and other regulators have already taken notice of harmful practices by Robinhood
in recent years.
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In 2019, FINRA fined Robinhood $1.25 million “for best execution violations related to its
customers’ equity orders and related supervisory failures.” 5 FINRA found that “Robinhood’s
supervisory system was not reasonably designed to achieve compliance with its best execution
obligations.” 6 In December 2020, the Commonwealth of Massachusetts filed a legal complaint against
Robinhood on grounds that it failed to act “without regard for the best interest of its customers.” 7 That
same month, Robinhood paid $65 million to settle charges brought by the Securities and Exchange
Commission (SEC), which supervises FINRA, for “misleading customers about revenue sources and
failing to satisfy duty of best execution.” 8
Lawmakers have also previously raised questions about Robinhood’s investor protections. U.S.
Representatives Lauren Underwood, Brad Sherman, Bill Foster, and Sean Casten and Senators Richard
Durbin and Tammy Duckworth wrote to the company in July 2020, noting that “[b]y seeking to cultivate
a customer base of relatively inexperienced investors, [Robinhood has] also taken on an especially great
responsibility to make sure your customers are protected and always provided with clear and accurate
information.” 9 These lawmakers raised their concerns following the tragic death of Alex Kearns, a 20year-old student who died by suicide after he “repeatedly tried and failed to get in touch with Robinhood
about his negative account balance of $730,000.” As of this month, the “Kearns family is suing
Robinhood for the wrongful death of their son, who — like a growing number of novice traders —
turned to the free trading app for access to sophisticated financial instruments such as options.” 10
Indeed, a new FINRA report released earlier this month described “emerging digital communication
risks” in which “[s]ome online broker-dealers’ apps—as well as those offered by other financial services
and consumer-oriented businesses—include interactive and ‘game-like’ features, as well as related
forms of advertising and marketing.” 11 FINRA must review the extent to which Robinhood, which
utilizes several of these practices, put investors at unnecessary risk in the ways described by FINRA’s
report.
Robinhood’s decision to abruptly restrict particular trades in recent weeks raises further
questions about whether the company is meeting its obligations to investors. I have questioned the
company’s leadership on their actions, which appeared to treat individual investors in an unequal and
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unfair fashion. 12 These restriction reportedly stemmed from “an early morning message from a
clearinghouse asking for a sharp increase in deposits for that day’s trading” following the surge in
trading volume for volatile stocks like GameStop. 13 To meet these requirements, Robinhood reportedly
drew “on a line of credit from six banks amounting to between $500 million and $600 million” and
“raise[d] more than $1 billion from its existing investors.” 14 The public deserves to know the details of
circumstance behind Robinhood’s decision to restrict trading, and FINRA must review Robinhood’s
actions to see if they are consistent with FINRA’s mandate “to protect America’s investors by making
sure the broker-dealer industry operates fairly and honestly.” 15
Given several findings that Robinhood violated rules governing broker-dealers and lacked
systems to ensure their compliance with those rules, the public deserves to understand what steps
FINRA has taken to ensure future compliance by Robinhood, whether Robinhood improved its systems
and compliance in response to the many complaints filed by regulators and lawmakers, and whether
continued violations of market rules may have contributed to the company’s role in recent market
swings.
Misaligned Incentives in the Brokerage Industry
The recent market volatility has raised troubling questions about the relationship between trading
platforms and large financial institutions. 16 The relationship appears to exist largely through payment for
order flow, “in which the [brokerage] firms steer investor trades to high-volume market makers such as
Citadel Securities in exchange for fees.” Last year, “Wall Street trading firms paid almost $3bn to retail
brokers such as Robinhood to handle their trades.” 17 While “payment for order flow made it possible for
the U.S. brokerage industry to shift to zero-commission trades,” some experts say the practice “warps
the incentives of brokers and encourages them to maximize their revenue at the expense of customers,” 18
while also giving market makers “informational advantages over individual investors.” 19
Securities experts have argued that federal regulators, including the SEC and FINRA, “should
have done more in recent years to significantly rein in the practice of payment for order flow and to set
new rules about the types of orders market makers and stock exchanges can accept from traders that can
give them informational advantages over individual investors.” 20 By “creat[ing] conflicts of interest and
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rais[ing] serious questions about whether such conflicts can be effectively managed,” 21 the payment for
order flow system risks undermining best execution considerations —“regulations that essentially
require brokerages to find the best price for their retail clients.” 22 Indeed, the $65 million fine the SEC
levied against Robinhood last year stemmed from the finding that the company failed to “sufficiently
disclose its business deals with high-speed trading firms,” resulting in its customers receiving “prices
‘that were inferior to other brokers’ prices.’” 23
I am concerned that current oversight of broker-dealers does not sufficiently prevent conflicts of
interest caused by payment for order flow, particularly with respect to the relationship between brokerdealers and market makers. According to news reports, when “Robinhood directs a transaction to one of
these third parties, the market maker learns which security is being bought or sold before the trade
happens” which ultimately “gives the market-making firms information about retail trading patterns.”
This practice may amount to “a hidden tax on unsuspecting” investors. 24 The beneficiaries of this
trading information, like Citadel Securities, have “repeatedly drawn controversy” over their practices,
and penalties paid to both the SEC and FINRA “have fueled suspicion about… hand[l]ing of individual
investors’ orders.” 25 I urge FINRA to review the potential harm that payment for order flow practices
may pose to consumers, the adequacy of existing FINRA regulations and guidance, and potential
regulatory or legislative solutions to reduce conflicts of interest that weaken brokers’ obligations to
investors.
FINRA Must Review Forced Arbitration Agreements By Broker-Dealers Like Robinhood
Regulators must also review other potentially harmful practices by Robinhood and other brokerdealers. Notably, I am troubled by Robinhood’s inclusion of forced arbitration clauses in its customer
agreement, which state that in using the app, users and Robinhood “are giving up the right to sue each
other in court… except as provided by the rules of the arbitration forum,” and that any “controversy or
claim” between Robinhood and the user are required to be brought before FINRA Dispute Resolution. 26
According to reports, several lawsuits have been filed against Robinhood in recent weeks, with some
“seek[ing] damages on behalf of other aggrieved investors.” 27
Robinhood’s use of forced arbitration clauses suggests that investors will not have sufficient
opportunity to pursue their claims and seek relief. 28 Research shows that “individuals are far less likely
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to prevail when their grievances are heard in arbitration vs. court” and that “companies can use
arbitration to preemptively crush consumer challenges to their practices, no matter how predatory,
discriminatory, unsafe—and even illegal—they may be.” 29 Secretive arbitration processes deny
customers a fair hearing, undermine public accountability, and hamper efforts to assemble a thorough
and complete understanding of events. Investors harmed by Robinhood’s trading restrictions should be
able to argue their case in court, rather than in closed-door proceedings that are too often rigged against
claimants. In order to better understand how Robinhood has potentially abused forced arbitration as a
way to stifle consumer complaints, FINRA must examine the company’s use of these practices in detail.
Furthermore, in reviewing how forced arbitration clauses may have been used to hurt investors,
FINRA must also review its own arbitration practices and provide the public with information and data
on arbitration outcomes, arbitration awards, the demographics of arbitrators, and whether wronged
investors actually receive their arbitration awards. I am deeply concerned about reports that indicate that
FINRA’s pool of arbitrators lacks diversity, and that in “the five years from 2012 through 2016, a total
of 268 awards (27 percent of the cases where investors were successful) or $199 million in awards (29
percent of total damages awarded to investors) have gone unpaid.” 30 Due to the lack of action on unpaid
arbitration rewards, I introduced the bipartisan Compensation for Cheated Investors Act and called for
increased transparency in FINRA proceedings. 31 I urge you to consider these issues seriously and take
immediate action to provide the public with information about arbitration before FINRA.
FINRA Should Review Potential Gaps in Market Laws, Regulations, and Enforcement
Regulators and other market watchdogs, such as FINRA, must identify where there may be gaps
in the current laws, rules, and guidance used to oversee market participants, particularly as regulators
look “into the decision-making by Robinhood and other online trading platforms.” 32
Identifying existing regulatory gaps will be critical in reviewing potential regulatory or
legislative solutions. In particular, FINRA and other regulators must identify for Congress and the public
areas where regulators lack sufficient enforcement personnel, training, or resources. Reports have raised
concerns that the enforcement division of the SEC “lacks the data science specialists needed to combat
market manipulation cases” 33 executed online, and it is important for investors and lawmakers to
understand whether FINRA may face similar challenges in fulfilling its responsibilities.34
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Questions Regarding Concerns Raised by Robinhood Practices
Recent market volatility and practices used by companies like Robinhood have raised concerns
about the integrity and stability of the stock market. FINRA is “authorized by Congress to protect
America’s investors by making sure the broker-dealer industry operates fairly and honestly” and works
to provide “essential support to investors, regulators, policymakers and other stakeholders,” 35 FINRA
must review the role broker-dealers, such as Robinhood, may have played in the recent market
instability, areas where regulation and enforcement can be improved, and ways in which FINRA can
better protect the integrity of capital markets moving forward.
In order to better understand how FINRA views the recent market instability as well as the steps
FINRA will take “to protect investors and ensure the market’s integrity,” 36 I ask that you respond to the
following questions by Monday, February 22, 2021.
1. In recent years, Robinhood has faced significant scrutiny from regulators and lawmakers,
including paying fines to FINRA and the SEC for violations of market regulations that
protect consumers through the company’s responsibility to provide clients with the best
execution of orders. 37
a. What specific actions has FINRA taken to ensure that Robinhood changed its
practices following these violations of rules to provide clients with the best execution
of orders?
2. In a report issued earlier this month, FINRA described as “emerging digital communication
risks” that “[s]ome online broker-dealers’ apps—as well as those offered by other financial
services and consumer-oriented businesses—include interactive and ‘game-like’ features, as
well as related forms of advertising and marketing.” 38 Robinhood has been criticized for its
contribution to the gamification of securities trading. 39
a. Please describe the interactive and game-like features and forms of advertising and
marketing discussed in the FINRA report.
i. Please explain how these features and forms of marketing present a risk to
consumers and investors.
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ii. Has Robinhood used these features and forms of marketing? If so, has FINRA
reviewed the extent to which Robinhood’s practices put investors at
unnecessary risk in the ways described by FINRA’s report? Please describe
any findings.
3. Reports indicate that “Robinhood CEO Vlad Tenev is not licensed by FINRA, Wall Street's
powerful self-regulator, even though he presides over one of the nation's largest and most
powerful online brokers” and that “FINRA generally requires that the CEOs of registered
broker-dealers be registered with the agency,” which “allows the public to track any
violations of licensed individuals.” 40 Additionally, “[n]one of Tenev's direct reports appear to
be registered with FINRA.” 41
a. Please describe what determines whether individuals must be registered with FINRA.
b. Please describe FINRA policies related to registration requirements for executives at
companies registered as broker-dealers.
i. Is it unusual that the head of a broker-dealer is not registered with FINRA?
4. Reports have stated that payment for order flow agreements “have helped expand access to
stock markets by dramatically lowering costs for retail investors” but can give market makers
“informational advantages over individual investors.” 42
a. In light of new scrutiny of payment for order flow agreements, does FINRA plan to
review these practices and existing regulations and enforcement activity governing
these practices? If so, please describe the timeline for these reviews.
i. To what extent has FINRA reviewed existing payment for order flow
practices and any potential conflicts of interest or harmful incentives caused
by such agreements? Please describe any findings.
ii. To what extent has FINRA reviewed existing payment for order flow
practices and their impact on consumers and investors? Please describe any
findings.
5. Robinhood’s customer agreement contains a provision requiring mandatory arbitration,
clauses in contracts that typically “prevent any kind of litigation, protecting the company” in
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question. 43 The arbitration forced by the Robinhood agreement are required to be brought
before FINRA. 44
a. Please explain FINRA’s current mandatory arbitration rules and practices, including
information about FINRA’s pool of arbitrators and FINRA’s requirements for
payment of arbitration awards. Are Robinhood’s terms consistent with existing rules
and practices?
b. Does FINRA obtain records or notice of Robinhood’s settled arbitration cases? If
not, do you believe this presents a potential barrier to effective regulation by your
agency?
6. News reports indicate that Robinhood’s actions to restrict trading of certain securities, such
as GameStop stocks, “suggest that the stock trading platform may not have had enough cash
on hand to stay within regulatory rules for brokerage firms,” potentially because “Robinhood
may have been exposed to too much risk associated with margin trading.” 45 Has FINRA
reviewed these potential lapses in compliance? If so, are these reports accurate?
a. Reports revealed that potential cash flows issues “could have put Robinhood out of
compliance with very basic regulatory rules that every brokerage is required to
follow.” 46 According to one analyst, “[t]his raises the question of if [Robinhood was]
negligent in their management of their net capital and other regulatory obligations.” 47
i. Please describe in detail any of FINRA’s findings of noncompliance with laws
or regulations governing Robinhood’s platform or business practices under
FINRA’s jurisdiction during or preceding the recent market volatility.
ii. Please describe in detail any conversations that FINRA senior leadership had
with Robinhood staff or senior leadership regarding the recent market
volatility.
7. Federal regulators, including the SEC, are currently looking “into the decision-making by
Robinhood and other online trading platforms” 48 and are reviewing existing laws,
regulations, and enforcement practices.
a. Please describe the challenges that FINRA faces when regulating Robinhood and
other broker-dealers.
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i. To what extent has FINRA reviewed in recent months areas where current
regulations and guidance do not adequately protect market integrity or
stability, or protect consumers and investors? Please describe any findings.
ii. To what extent has FINRA reviewed in recent months areas where current
levels of enforcement personnel or resources do not adequately protect market
integrity or stability, or protect consumers and investors? Please describe any
findings.
Thank you for your consideration of this important matter, and I look forward to your response.

Sincerely,

_________________________________
Elizabeth Warren
United States Senator

CC:
Eileen Murray, Chairperson and Public Governor, Financial Industry Regulatory Authority
Allison Herren Lee, Acting Chair, Securities and Exchange Commission
Vladimir Tenev, Chief Executive Officer, Robinhood

