BEFORE THE NATIONAL ADJUDICATORY COUNCIL

NASD REGULATION, INC.

In the Matter of Redacted Decision
the Association of
Notice Pursuant to
X Rule 19h-1
Securities Exchange Act
asa of 1934
Generd Securities Representative SD98006
with
The Sponsoring Firm

This matter involves the association of X, a person subject to a statutory disqudification, as a
genera securities representative with the a member firm located in New Y ork ("the Sponsoring Firm™ or
"the Firm"). A hearing in the matter was held in December 1997 before a subcommittee ("Hearing
Pand") of the Statutory Disqudification Committee ("SD Committeg”) of NASD Regulation, Inc.
("NASD Regulation"). X appeared and was accompanied by counsd and by his proposed supervisor
("the Proposed Supervisor), agenera securities principa and branch manager at the Sponsoring Firm.

X issubject to a satutory disqudification as the result of his 1995 guilty pleain State 1 Superior
Court to one felony-equivaent count of cocaine possession. X was sentenced to 18 months' probation,
and fined $1,000. In addition, his driver's license was suspended for six months, and he was required
to pay various fees. His probation terminated without incident.

! The names of the Statutorily Disqudified individud, the Sponsoring Firm, the Proposed
Supervisor, and other information deemed reasonably necessary to maintain confidentidity have been
redacted.



X faled to disclose this gtatutorily disqudifying incident to the NASD, but now dams that his
failure was unintentiond.? X was represented in State 1 Superior Court by a court-appointed attorney
with limited crimind law experience. X and his family members repeatedly told his court-gppointed
attorney that X would plead guilty only to a misdemeanor and not to a felony. The attorney assured
them that, dthough State 1 did not classfy its offenses as misdemeanors or felonies, the cocaine
possession charge againg X was not a felony equivdent. Apparently, the attorney was mistaken.
When X learned that he had pleaded guilty to afdony - equivdent offense, he initiated an unsuccessful
proceeding to have his guilty plea nullified. The State 1 Superior Court denied X relief, despite the
attorney's career-threatening admisson that he had misnformed X that the offense was not a felony-
equivalent. Therefore, we conclude that X's failure to disclose this incident was not intentiond..®

X has attempted, unsuccesstully, to register with two member firms: Firm A (1996) and Firm B
(1996). X was permitted to resgn from Firm A for non-disciplinary reasons, and Firm B terminated his
associatiion when it discovered X's disqudifying incident. As described above, X mistakenly believed
that he was not required to disclose the incident. X testified that he has not performed any securities-
related business on behdf of the Sponsoring Firm and that his employment was limited to preparing for
the Series 7 examination, which he passed.

The Sponsoring Firm has been a member of the NASD since 1995. Currently, the Sponsoring
Firm has only one office, which is located in New York. The Sponsoring Firm's prior home office,
located in Texas, closed in 1997. The Sponsoring Firm employs Six registered principas and 27
registered representatives at its home office.  The Sponsoring Firm's three owners are dl in good
ganding with the Association and have no disciplinary histories. The Sponsoring Firm derives 90
percent of its revenues from stocks and 10 percent from bonds and options. The Sponsoring Firm
currently makes markets in three stocks, has completed severd private placements, and intends to
become involved in initid public offerings soon.  Until recently, the Sponsoring Firm's entire business
was done on an agency bads. The Sponsoring Firm is not a member of any other sdlf-regulatory
organizetion.

The Sponsoring Firm has one disciplinary vidlation. In 1997, the Sponsoring Firm entered into
a consent agreement with the Texas State Securities Board that imposed a $30,000 fine, a reprimand,
and suspension, based upon findings that the Sponsoring Firm violated Securities and Exchange

2 If X were collaterdly atacking a vaid judgment of a state or federd court, we would not

entertain his argument. Heis not doing so. Rather, X conceded the underlying facts and the vaidity of
the State 1 judgment, and Ssmply explained why he consdered the conviction to be for a misdemeanor
and not for afelony.

3 Earlier in 1995 X was sentenced to three years probation, 40 hours of community service, and

fines and fees of $865 for the following offenses.  one misdemeanor count of possesson of marijuana,
one sub-misdemeanor count of possesson of marijuana, one count of reckless driving, three counts of
gpeeding, and six other, ungpecified traffic offenses. X completed this probation without incident.



Commisson margin rules and dae, federd and sdf-regulatory organization record-keeping
requirements and used unregistered agents. The consent order required the Sponsoring Firm to retain a
compliance officer and to submit a compliance report within 90 days setting forth certain revisonsin the
Sponsoring Firm's compliance system. The Sponsoring Firm decided to close the Texas office and now
hasits sole office in New Y ork.

The Sponsoring Firm proposes to employ X as a regisered representative. X will be
supervised by the Proposed Supervisor who became a general securities representative in 1989, a
generd securities principa in 1996, and an options principd in 1997. The Proposed Supervisor
became a branch manager for The Sponsoring Firm in January of 1997, and he has no disciplinary
history.*

At the hearing and in written submissions the Sponsoring Firm outlined the following supervisory
plan:

@ X and the Proposed Supervisor will be located in close proximity in the office;

2 The Proposed Supervisor will persondly monitor and review X's business
correspondence, new account forms, and order tickets;

3 The Proposed Supervisor will make monthly cdls to X's active accounts and
engage in random call-monitoring; and

4 X'sactivities will be limited to retail businessin socks, bonds, and mutua funds,
X will not be permitted to open discretionary accounts.

The Sponsoring Firm employs no other individuas who are subject to a statutory disqudification, and
no familid reationship exists between X and his proposed supervisor. The Sponsoring Firm's last
examinaion was filed without action.

After careful review of the entire record in this matter, we conclude that The Sponsoring Firm's
gpplication to employ X as a general securities representative should be approved. We note that X's
probation was successfully terminated and that his falure to disclose his disqudifying incident was
unintentiona. The Sponsoring Firm gppears to be well structured to supervise X, in that the Sponsoring
Firm has only one office, has proposed a supervisory program to monitor X closdy, and has the
resources to implement that program. In addition, his proposed supervisor has no disciplinary history
and appears to undergand the serious responsbility he has agreed to undertake in supervisng a

4

The Proposed Supervisor's complete employment history is as follows. Firm C (1987 to
1994); Firm D (1994 to 1996); and the Sponsoring Firm. (1996 to present).



representative who is subject to a satutory disqudification. We certify that X meets al gpplicable
requirements for the proposed employment.

Accordingly, the gpplication of X to become associated as a genera securities representative
with the Sponsoring Firm will become effective in 30 days unless otherwise notified by the Securities
and Exchange Commission.

On Behdf of the National Adjudicatory Council,

Joan C. Conley, Corporate Secretary



