NASD Regulatory & Compliance

ALERT

National Association of Securities Dealers, Inc.

e

NASD Regulation

Volume 10, Number 3 November 1996

Announces Internet Site

In early August, NASD Regulation
launched an Internet site on the World Wide
Web to provide information to NASD" mem-
bers, individual investors, and the media. In
addition to a sophisticated searching tool, a
guest book, a site map, and easy access to
press releases, the NASD Regulation™
Internet site provides several arcas where
members can find important information.

Members Check Here

This arca of the Internet site is devoted to
NASD members and provides information
that helps them with their daily business.
Brokers can:

« read about the roles and responsibilities
of a registered representative;

* look up qualification examination
schedules and training locations;

« find information about the Continuing
Education Program; and

« search titles and read executive
summaries of the 1996 Notices to
Members.

Services Directory
The Services Dircctory provides members
with a listing of where to call for informa-
tion regarding services as well as regulatory
issues. The arca is organized by topic and
includes everything from advertising to
venture capital restrictions.,

(Continued on page 8)

Emphasizing Speculative And Low-Priced Securities

NASD Regulation Clarifies
Members’ Suitability Responsibilities

In May, NASD Regulation published
Notice to Members 96-32 1o inform mem-
bers of its concerns over unusual and
increased trading in speculitive or low-
priced securitics. The Notice, among other
things, reminded members of their fair
dealing and suitability responsibilitics (o
customers under NASD Rules. In
September, NASD Regulation published
Notice to Members 96-60 (o supplement
and clarify certain issues addressed in
Notice to Membery 96-32,

Notice to Members 96-32 urged members to
focus particular attention on certain rules,
regulations, and best practices when dealing
with customers in speculative or low-priced
seeurities. It focused on NASD Regulation™s
concern for potential abusive conduct in
connection with the sale of such sceurities,
including market manipulation, misrepre-
sentations, high pressure sales tactics, and
Iraudulent markups. In particular, the
Notice emiphasized suttabifity. disclosure,

{Continued on page 2)
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valuations, supervision, and cold calling
as areas in which members must take
special care in discharging obligations to
customers, especially when dealing in
speculative or low-priced securities.

Suitability Obligation

NASD Rule 2310 (formerly Article III,
Section 2 of the NASD Rules of Fair
Practice) provides that in recommending
to a customer the purchase, sale, or
exchange of any security, a member
shall have reasonable grounds for
belicving that the recommendation is
suitable for such customer upon the
basis of facts available, including other
security holdings, financial situation,
and needs.

The suitability rule was amended in
1990 to require that, for all accounts
opened and recommendations made
after January 1, 1991, members make
reasonable efforts to obtain certain
information from each non-institutional

customer before executing a recom-
mended transaction (excluding transac-
tions in money market mutual funds),
including the customer’s financial sta-
tus, tax status, investment objectives,
and other information considered to be
reasonable in making recommendations
to customers.

In discussing suitability determinations,
Notice to Members 96-32 included a
statement that the NASD Rules of Fair
Practice “requires a careful review of
the appropriateness of transactions in
low-priced, speculative securities,
whether solicited or unsolicited.” It is
the reference to unsolicited transactions

that NASD Regulation wishes to clarify.

A member’s suitability obligation under
Rule 2310 applies only to securities that
have been recommended by the mem-
ber. It would not apply, therefore, to sit-
uations in which a member acts solely
as an order-taker for persons who, on
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their own initiative, effect transactions
without a recommendation from the
member (See SEC Release No. 34-
27160, August 22, 1989). However, a
broad range of circumstances may cause
a transaction to be considered
recommended, and this determination
does not depend on the classification of
the transaction by a particular member
as “solicited” or “unsolicited.” In partic-
ular, a transaction will be considered to
be recommended when the member or
its associated person brings a specific
security to the attention of the customer
through any means, including, but not
limited to, direct telephone communica-
tion, the delivery of promotional mater-
ial through the mail, or the transmission
of electronic messages.

Questions regarding this subject matter
may be directed to Daniel M, Sibears,
Member Regulation, at (202) 728-691 1
or David Spotts, Office of General
Counsel, at (202) 728-8953. 0
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Regulation

Ongoing Responsibilities When Customers’

Investment Objectives Or Financial Circumstances Change

Supervisors and registered representa-
tives are reminded that they are obliga-
ted under the NASD suitability and
recordkeeping rules to take appropriate
action when they learn of material
changes in the investment objectives or
financial circumstances of their
customers.

As stated in NASD Rules 2310 and
3110 (formerly Article 11, Sections 2
and 21(c) of the Rules of Fair Practice,
respectively), when recommending to
customers the purchase, sale, or
exchange of any security, a member
must have reasonable grounds for
believing that the recommendation is
suitable for the customers, based on the
facts disclosed by the customers as to
their security holdings and financial sit-
uations and needs. According to the

Rules, before executing a transaction
that is recommended to a customer, a
member must make reasonable efforts to
obtain information about:

 the customer’s financial status;
¢ the customer’s tax status;

* the customer’s investment objectives;
and

* such other information to be used
in making recommendations to the
customer.

These Rules do not apply to transactions
with institutional customers or where
investments are limited to money mar-
ket mutual funds.

NASD Sales Practice Rules Apply
To Government Securities Transactions

On August 20, 1996, the Securities and
Exchange Commission (SEC) approved
NASD rule changes expanding the
scope of its sales practice requirements
{o include transactions in government
securities. These changes do not apply
to municipal securities, which are sub-
ject to rules adopted by the Municipal
Securities Rulemaking Bourd.

Authority to regulate sales practice
activity was granted to the NASD under
the Government Securities Act Amend-
ments of 1993. Previously, NASD
regulation of government securities was
restricted to financial and operational
activities, advertising requirements,
and limited recordkeeping and supervi-
ston rules,
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To implement its expanded authority,
the NASD received approval to apply its
Conduct Rules (formerly the NASD
Rules of Fair Practice (RFP)) to transac-
tions in government securities for the
tirst time. Also, the NASD deleted its
separate Government Sccurities Rules
and merged any unique requirements
into corresponding Conduct Rules,

With limited exceptions, members must
comply now with all applicable Conduct
Rules. Members are granted an exten-
sion until November 18, 1996, to com-
ply with the requirements of Rule 3110
(formerly Article 1L, Section 21, RFP)
regarding Books and Records; Ruie
3010 (tormerly Article I, Section 27,
REP) regarding Supervision: Rule 3020

Supervisors and registered representa-
tives are reminded that a material
change in a customer’s investment
objective or financial circumstances
must be properly documented and
requires that a new suitability determi-
nation be made in light of any changes.
In this regard, members are encouraged
to undertake a periodic review of
customer accounts and, where nec-
essary, update suitability information.
Member firms are advised to create and
maintain appropriate documentation
demonstrating the actions taken in com-
pliance with these responsibilities.

Further information about requirements
under NASD Rules 2310 and 3110 may
be directed to Thomas R. Cassella,
Compliance Department, at (202)
728-8237. 4

(formerly Article II, Section 32, RFP)
regarding Fidelity Bonds; and Rule
2340 (formerly Article TH, Section 45,
RFP) regarding Customer Account
Statements, The extension allows mem-
bers sufficient time to change their inter-
nal procedures.

Certain interpretations that deal with
activitics, such as markups/markdowns
and front-running, were designed specif-
ically to apply 1o equity securities,
These interpretations are not immedi-
ately applicable to transactions in gov-
crnment securities. The NASD
currently is reviewing them to determine
whether changes are necessary.
However, members should note that, if
NASD Regulation uncovers conduct in
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these areas that is inconsistent with just
and equitable principles of trade, appro-
priate action will be taken under Conduct
Rule 2110 (formerly Article I, Section |,
RFP).

Notice to Members 96-66 describing
these changes in detail appeared in the
October 1996 issue. Questions concern-
ing these changes may be directed to
Samuel Luque, Compliance Department
at (202) 728-8472 or Thomas R.
Cassella, Compliance Department at
(202) 728-8237. 1

member’s recommendation.

Concurrent with its approval of changes to NASD Rules for government secu-
rities transactions, the SEC approved an Interpretation of the NASD Board of
Governors under Conduct Rule 2310 (formerly Article I, Section 2 of the
Rules of Fair Practice) regarding suitability obligations to institutional
customers. The Interpretation states that, in making recommendations to an
institutional customer, members must consider two important issues: 1) the
customer’s ability to evaluate investment risk independently and 2) the extent
to which the customer s exercising independent judgment in evaluating the

The Interpretation. which is applicable to al! securities transactions, except for
municipal sccurities transactions, appears in Notice to Members 96-66, October
1996. Questions concerning the Interpretation may be directed to John Pilcher,
Office of the General Counsel at (202) 728-8287.

Compliance Questions & Answers

Q. Is the lender of an cquity subordi
nated loan required to owin common oi
preferred stock in a member firm that i
arganized as a corporation?

A The lender must own common
stock. As a rule, the Iender must be a
direct owner of the broker/dealer to
qualify as an equity lender. The lender
must also be a stockholder in order to
have the loan considered an equity loan,
although one share of stock is sufficient
to qualify someone as an equity lender.

Q. After infusing capital into a
broker/dealer, how long must the capi
tal remain in the firm for the funds to be
considered permanent capital, for net
capital purposes, instead of a loan’”

A. Aninfusion of capital must remain
with the broker/dealer for a period of at
least 12 months to be considered perma-
nent capital for net capital purposes. For
any length of time less than 12 months,
the infusion would be considered a loan
unless the firm has received a “No
Action” letter from the SEC authorizing
the early withdrawal.

A letter from the Division of Market
Regulation of the SEC to the NASD
{September 8, 1980), specified that if a
principal shareholder of a broker/dealer
personally borrows money and

contributes it to a firm as paid-in-capital
shortly before some extraordinary
occurrence (c.g. an underwriting or the
firm’s annual audit), and withdraws the
funds again shortly thereafter without
further justification, the money that is
contributed should be regarded as a loan
and considered an unsubordinated liabil-
ity on the books of the broker/dealer.
Further, the SEC specified that the
burden is on the broker/dealer to
demonstrale that a capital contribution,
rather than a loan, was made (See NASD
Guide to Rule Interpretations, page 38).

Q. Under the new regulations govern
mg FOCUS filing requirements, which
firms are exempt from filing monthl
FOCUS I reports, and which firms must
continue to do so

A. Commencing for the month-ending
June 30, 1996, firms are no longer
required to file FOCUS I reports. All
firms must file either the FOCUS 11
report or the FOCUS IIA report.
Generally, firms with a minimum net
capital requirement of $100,000, or
more, are required to file FOCUS Il or
I1A reports on a monthly basis. Firms
with a minimum net capital requirement
of less than $100,000 must file a FOCUS
[1A report quarterly. FOCUS reports
must be submitted by the 17th business
day following the month-end (for
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monthly filings) and by the 17th busi-
ness day following the end of the quarter
(for quarterly filings). However, NASD
Regulation retains the right to require
members to submit financial and opera-
tional information more frequently as
conditions or events warrant.

Q. If an adverse arbitration award is

rendered against a member firm, should

the interest pavable on the award, in

acddition to the award uself, be aken

as a charge in the computation of net
pital

A. Rule 10330 (formerly Section 41) of
the Code of Arbitration Procedure (the
Code) specifies that all monetary awards
are payable within 30 days of receipt
unless a motion to vacate has been filed
with a court of competent jurisdiction.
Further, the Code states that an award
shall bear interest from the date of the
award: (1) if not paid within 30 days of
receipt; (ii) if the award is the subject of
a motion to vacate which is denied; or
(ii1) as specified by the arbitrator(s) in
the award.

If an award bears interest, due to any
of the above-described events, the firm
must charge the interest and the amount
of the award in the computation of net
capital.
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Q. If a customer has fuldly paid mutnal
Sund shares in a margin account, and
exchanges those shares for shares of
another fund within the same fund com-
plex or family, does this exchange trig-
ger a new 30-day pertod in which the
new shares are not marginable?

A. No. SEC Rule 11d1-2 permits mar-
gin to be extended on registered open-
end investment company shares,
provided the shares have been owned by
the customer for more than 30 days or
purchased by the customer pursuant to a
plan for the automatic reinvestment of
the dividends of the fund. In a No-
Action Letter dated May 8, 1986, the
SEC staff indicated that if the customer
chooses to exchange mutual fund shares
for other shares within the same mutual
fund complex after the initial 30-day
holding period ends, no new 30-day
holding period begins. Moreover, if the
exchange occurs within the initial 30-
day holding period, no additional hold-
ing time is required, and the initial
30-day period would lapse on schedule.
The stafT also noted that the exchange of
UIT shares in one series for UIT shares
in another series would be treated in the
same manner and would not (rigger 4
new holding period.

Q. If a firnt enters into a pigevbacking
clearing arrangement with a broker/
dealer that clears its transactions on a
Sudly disclosed basis, what type of clear-
ing agreement is required benveen the
o introducing firms? Which entity is
actually carrving the customer accounts?

A. The two introducing lirms are
required o maintain a writlen clearing
agreement with each other stipulating
cach firm’s respective responsibilities.
This agreement is not required to adhere

to the provisions in Rule 3230 (formerly
Article 11, Section 47 of the Rules of
Fair Practice.) The middle firm and the
ultimate clearing firm must, however,
have an agreement in place that covers
all of the issues specified in Rule 3230.

The clearing firm is carrying all of the
customer accounts ol both its introducing
firm and the piggybacking firm. Accord-
ingly, the clearing firm retains responsi-
bility for sending account statements
directly to customers of'its introducing
firm and the piggybacking firm with
appropriate required disclosures (e.g.
such as the names ol all three firms).

If the middie firm were to be designated
as the enltity carrying its customer
accounts and the accounts of the piggy-
backing firm, the middle firm would
incur an increased minimum net capital
requirement.

Q. Assume the following facts in this
piggvbacking clearing arrangement:
Firmt A introduces its customer aceoms
to Firm B, who in turn introduces its
customer accounts to Firm C. Firm A's
trading account at Firm C is titled
“Firm B for the benefit of Firm A"
Firm B's accowntant maintains that
Firm B must show that account on its
own books and records. Must Firm B
adliere 1o us accomntant’s advice?

A. Il the account is titled “Firm B for
the benefit of Firm A, Firm B should
show the account on its books and
records, Firm B may avoid showing the
account on its books and records if the
account is retitled “Firm A and carried
by Firm C.

Q. What duties and functions may a
Registered Options Principal (ROP} per-

Sorm? How do these functions differ if the

ROP is qualified as a General Securities
Principal (Series 24) or u General
Securities Representative (Series 7)7

A Rule 2860 (b)(18)(A) and (b)(20),
(formerly Article II1, Section
33(h)(18) A) and (b)(20) of the Rules of
Fair Practice), specify that an ROP, who
has qualified as such via the Series 4
examination, may review and
specifically approve or disapprove (in
wriling) new oplions accounts, includ-
ing discretionary accounts. The ROP
must maintain a record of the basis for
determining that a discretionary options
customer was able to understand and
bear the risks of the strategies or transac-
tions proposed. The ROP may approve
cach discretionary order on the day
entered and ensure that cach order tickel
is marked as (0 its discretionary status.

Once an ROP is qualified as such, the
ROP may conduct the above-specified
options functions, regardless of
additional registration as a Series 24.

A Series 24 examination qualifies the
individual as a General Sceurities
Principal, with the ahility to perform
supervisory functions for general seeuri-
ties. excluding options and municipals. If
an individual was qualified as an ROP
and a General Securities Principal, then
the individual would have the ability to
perform supervisory tunctions for general
securities, as well as for options. This
individual would not, however, be quali-
tied to review municipal transactions.

The Series 7 qualification examination
does not affect an ROP's duties regard-
ing aptions accounts, but is a prerequi
site for qualification for the Series 4 and
24 examinations, J

All FINOPs Are Subject To NASD Rule 1022(b)

NASD Regulation and its National

Business Conduct Committee (NBCC)
wish to remind NASD members that all
registered financial and operitions prin-
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cipals (FINOPs), whether they are full-
or part-time, are responsible for cach
duty in NASD Rule 1022(b) (formerly
Schedule Cib)ii) to the NASD By-

Laws). These duties include:

* final approval and responsibility tor
the accuracy of financial reports sub-
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mitted to any securities industry regu-
latory body;

= final preparation of such reports;

* supervision of and responsibility for
individuals who maintain the
member’s books and records for
which such reports are derived;

* supervision and/or performance of the
member’s responsibilities under all
financial responsibility rules promul-
gated pursuant to the provisions of the
Securities and Exchange Act of 1934,

* overall supervision of and responsibil-

ity for the individuals who are
involved in the administration and
maintenance of the member’s back
office operations; and

* any other matters involving the finan-
cial and operational management of
the member.

Unless the responsibilities above have
been properly delegated to another
appropriately registered person, the reg-
istered FINOP remains fully responsible
for them.

NASD Regulation has undertaken disci-
plinary actions in which a claim of part-

COMPLIANCE SHORT TAKES

On August 13, 1996, the SEC
approved amendments to NASD Rule
8210 (formerly Article IV, Section §
of the Rules of Fair Practice) that
expressly state the NASD’s authority
to require members to respond to
requests for information in
connection with investigations being
conducted by other self-regulatory
organizations.

Although the NASD believes that Rule
8210 contained sufficient authority to
require such responses before these
amendments, the Rule language now
expressly states it. Specifically, the
amendments allow the NASD Board of
Governors, any District Business
Conduct Committee, and the Market
Surveillance Committee to require
members and their associated persons
to report to other SROs, on the record
or informally, regarding investigations,
market surveillance matters, or enforce-
ment actions. The amendments also
allow the SROs to investigate the
books, records, and accounts of mem-
bers or their associated persons in con-
nection with these inquiries. The
changes apply to regulatory requests
from all SROs with whom the NASD

National Association of Sec

has information-sharing agreements
through the Intermarket Surveillance
Group. For additional details, please
see Notice to Members 96-58.
Questions may be directed to Joseph
Alotto, Market Surveillance, at
(301) 590-6845. 1

NASD asks for comments on proposed
amendments to Rule 3010 (formerly
Article HI, Section 27 of the Rules of
Fair Practice) that would require cer-
tain members to tape-record
telephone conversations between their
associated persons and customers.

According to the proposal, any member
that is a “disciplined firm,” as defined in
the Rule, would be required to establish,
maintain, and enforce special written
supervisory procedures for its telemar-
keting activities, including tape-record-
ing all telephone conversations between
its associated persons and both existing
and potential customers. A member
would be required to maintain these pro-
cedures for a minimum of two years.
Similarly, whenever more than 20 per-
cent of a member’s work force is com-
prised of persons who have been
employed previously by a “disciplined

es Dealers, Inc

{ime status was raised by registered
FINOPs to defend their failure to fulfill
their regulatory responsibilities. This
contention has not been accepted as a
defense. See In re: Gilad J. Gevaryahu,
Securities Exchange Act Release No.
33038 (October 12, 1993) and cases
cited therein. NASD Regulation
reminds those FINOPs that are part-time
that they remain fully responsible for all
duties as listed in NASD Rule 1022(b).

Questions concerning the responsibili-
ties of FINOPs may be directed to
Thomas R. Cassella, Compliance
Department, at (202) 728-8237.

firm,” the member would be required to
comply with these provisions.

This proposal is one step the NASD is
taking to require a heightened level of
supervision by members of their sales-
practice activities. NASD efforts to
increase supervision respond to
concerns expressed in the Report of the
Joint Regulatory Sales Practice Sweep,
an initiative involving the NASD, the
SEC, the New York Stock Exchange,
and representatives of the North
American Securities Administrators
Association that sought to identify pos-
sible problem registered representatives
and review the hiring, retention, and
supervisory practices of the firms
employing them. In the future, the
NASD plans to propose additional
changes, such as requiring members to
place persons with a disciplinary history
under special supervision.

A detatled discussion of the proposed
amendments is found in Norice to
Members 96-59. Questions may be
directed to Mary Revell, Office of the
General Counsel, at (202) 728-8203. .
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SEC Adopts Order Execution Rules

On August 28, 1996, the Securities and
Exchange Commission (SEC) adopted
new requirements for handling and exe-
cuting equity securities transactions for
individual investors. The changes
include a new limit order display rule
(SEC Rule 11Ac1-4) and amendments
to the SEC’s quote rule (Rule 11Acl-1).

Key Points:

* Market makers must display immedi-
ately the price and full size of
customer limit orders when they rep-
resent a better price than their dissem-
inated quotes.

» Market makers must increase the size
of their public quotes to reflect a limit
order of greater size (i.e., more than
10 percent) when a limit order is

Municipal Securities

Regulatory Roundup

NASD members engaged in a municipal
securities business should he aware of
recent developments emanating from
the Municipal Securities Rulemaking
Board (MSRB) that may affect the way
they conduct their municipal business.

Time-Of-Trade

Reporting Requirement

As of July 1, 1996, broker/dealers are
required to report the time of trade exe-
cution for inter-dealer transactions in
municipal sccurities when submitting
other trade information required by
MSRB Rule G-14. This new reporting
requirement is part of the MSRB’s
multi-phase Transaction Reporting
Program designed to increase
transparency in the marketplace.

According to the MSRB, both the scller
and the buyer must submit time-of-trade
information for most primary and scc-
ondary market transactions. However,
for transactions in which bonds are pur-
chased by syndicate members at a spe-
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priced equal to the disseminated quote
and equals the national best bid or
offer.

¢ The limit order display requirements
apply to all customer limit orders for
Nasdaq National Market securities
and SmallCap securities and
exchange-listed securities, including
orders transmitted by a broker/ dealer
for a customer.

¢ Market makers that place orders
through private trading systems
(Electronic Communication Networks
or ECNs) at better prices must change
their public quotes to reflect the better
price.

e Market makers that trade more than

cial “take down” price, only the scller is
required to submit the time-of-trade
information. Moreover, the time-of-
trade submitted for syndicate allocations
of new issues must not precede the time
of award for competitive issucs or, for
negotiated issues, the time that the bond
purchase agreement is signed.

Firms must report their information to
the National Securities Clearing
Corporation (NSCC) as the MSRB’s
agent for receiving this information.
Each day NSCC produces a public
report of price and volume information
for inter-dealer transactions that were
cxecuted the previous business day. A
firny’s failure to submit trade data in a
timely and accurale manner may consti-
tutea violation of Rule G-14 and,
because the transaction reports are pro-
vided in the context of the automated
comparison process, also may violate
MSRB Rule G-12.

Future phases of the MSRB's program

one percent of the aggregate trading
volume for an exchange-listed
security must publish their quotes.

Implementation Schedule

The Quote Rule Amendments are effec-
tive January 10, 1997. The Limit Order
Display Rule is effective January 10,
1997 for the 1,000 most liquid Nasdaq®
securities and all exchange-listed securi-
ties. The next 1,500 and 2,000 Nasdaq
securities will be phased-in on March 28,
1997 and June 30, 1997 respectively, with
the remaining Nasdaq securities to be
covered on August 28, 1997, the first
anniversary of the Rule’s adoption.

The NASD will provide additional
information to members prior to the
effective date. O

will include reporting requirements for
institutional customer transactions, retail
customer transactions, and intra-day
reporting of trade data for dissemination
to the public.

Form G-37/G-38 Replaces Form G-37
MSRB Rule G-38, which requires
municipal securilics broker/dealers to dis-
close information about their consultant
arrangements, became cffective March
18, 1996. With the adoption of this rule,
the MSRB revised and renaned Form
G-37, as Form G-37/G-38,

Members must use Form G-37/G-38 to
submit summary information on their
municipal securities business, report
political contributions to issuer officials
and payments to political parties, and
describe their new or continuing consul-
tant arrangements to the MSRB
quarterly. If a member has a continuing
arrangement with a consultant, it must
report certain information about the con-
sultant every quarter, whether or not
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compensation is paid to the consultant
during the reporting period.

MSRB Withdraws “On The Ballot”
Interpretation Under Rule G-37

In the July 1995 issue of MSRB Reports,
the MSRB published a question-and-
answer (Q&A) notice concerning Rule
G-37 stating that, {or purposes of making
the de minimis contribution permitted
under the rule, a municipal finance pro-
fessional may do so if he/she is entitled
1o vole for an issuer official whose name
is on the ballot in the locality in which
the municipal finance professional may
vote. This Q&A (number 2) was with-
drawn by the MSRB in January 1996.

The MSRB withdrew the interpretation
due to concerns that candidates may fail
(o meet the requirements for having

MSRB Rule Filings

New Telemarketing Rules

The MSRB has filed with the SEC a
proposed new Rule G-39 on telemarket-
ing that identifies the time period during
which dealers can make telephone solic-

MSRB Reminder

Rule G-36

MSRB Rule G-36 requires a broker/
dealer acting as an underwriter (or the
managing underwriter of a syndicate) in
a primary offering of a municipal secu-
rity to forward to the MSRB two copies

tfmernet Site, from page 1)

Other Valuable Information

The Internet site also offers general
information about NASD Regulation,
including a detailed corporate profile.
Additionally, the Internet site has areas
ol interest to individual investors, includ-
ing information on the public disclosure
program, instructions on how to file a
complaint, and NASD Regulation’s
recent enforcement actions.

his/her name actually placed on the bal-
lot or may withdraw from an clection at
any point up to the day of the clection
and, therefore, firms cannot be assured
that the candidate’s name will actually
appear on the ballot until clection day.
The MSRB's current position states that
a municipal finance professional is enti-
tled 1o vote for an issuer official if the
numicipal finance professional’s princi-
pal residence is in the locality in which
the candidate seeks election.

Payments To State And Local
Political Parties/PACs Raise
Compliance Concerns

Members that make contributions or pay-
ments to political parties or political action
committees (PACs) that primarily support
state and local issuer officials may trigger
Rule G-37’s two-year ban on municipal

itations and the information they must
disclose to the person being called. At
the same time, Rule G-8 is to be
amended to require recordkeeping of
certain information including a “do-not-

of both the final official statement and
the completed Form G-36 within one
business day after receipt of the final
official statement from the issuer, but no
later than 10 business days after any
final agreement to purchase, offer, or

Plans For The Future

Please visit the Internet site at
“www.nasdr.com” and sign the guest
book. Your comments and suggestions
for future enhancements are appreciated.

For more information, please contact
Mark Susens, Enforcement, at
(301) 208-2840. 1
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business, despite the fact that the rule does
not prohibit these contributions per se.

Members should exercise extreme
diligence to determine the ultimate bene-
ficiaries of their political contributions.
For instance, if contributions are made Lo
political parties or PACs, members
should find out what the party or PAC is
doing with the money. If the party or
PAC uses the money to support only one
or two candidates who are issuer officials,
firms may find themselves banned from
doing business with those issuers for two
years. Firms that aren’t vigilant may find
themselves in that situation.

Questions concerning these issues may
be directed to Sam Luque, Compliance
Department, at (202) 728-8472. .1

call” list of persons who do not wish to
receive telephone solicitations. For full
details, see SEC Release 34-37626.

sell the securities. Members are
reminded that the “final agreement datc”
is the date of the closing and, therefore,
the 10-business~day countdown begins
from that date.

NASD Regulation jumps on
the information superhighway,
come visit us.

http://www.nasdr.com
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Advertising

“Ask The Analyst”

provides member firms a

forum to pose questions regarding
communications with the public. Not
all questions are answered in this publi-
cation. We respond to some questions
by contacting the member directly. If
members have any questions or com-
ments, please contact the Advertising
Regulation Department at (202)
728-8330.

Q. What is the minimum camount of time
that disclosure information must appear
on a screen during a television adver-
tisement or video presentation?

A.. NASD Rules do not specify a time
limit or method of communicating dis-
closure. Members must ensure their
communications present material infor-
mation (for example, risk factors, costs,
or conflicts of interest) in a clear and
casily understood manner. In the case of
a television commercial, it is unrealistic
to assume that the viewer can read an
on-screen footnote at the same time a
sales message is presented in the audio
and video portions of the advertisement.
Therefore, written disclosure may be
inadequate unless it is the sole informa-
tion displayed on screen, the type is eas-
tly rcad, and it appears long enough to
be reasonably read by the average
viewer. Members may need to disclose
malterial information as part of the audio
portion of the commercial in addition to
relying on on-screen disclosure.

Members should note that there are
three special situations to consider:

* NASD Rules require certain disclo-
sures in the audio portion of CMO

NASD Regulatory & Compliance Aler
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radio and television commercials.

* SEC Rule 482 specifies that the offer
of a prospectus be conspicuous in
mutual fund advertising.

* SEC Rules require that all advertise-
ments for money market mutual funds
contain prominent disclosures regard-
ing their lack of guarantees and risks.

Q. When nuist communications with the
public include an explanation of the spe
cial risks associated with international
investing?

A. All communications with the public
must provide a balanced presentation of
risk and reward. Any discussion of the
merits of investing outside the United
States must be balanced by a commen-
surate discussion of the risks associated
with such an investment. The level of
detail provided about the security and
the characteristics of the sccurity itself
determine the extent of the required risk
information.

For example, merely mentioning that a
mutual fund invests internationally may
require a brief stalement that the
investor should see the risk factors see-
tion in the prospectus for details regard-
ing this strategy. In contrast, « longer
discussion of the merits of international,
as opposed to domestic, markets
requires further and more specific dis-
closure in the communication itsell. For
example, in addition to a reference to
the prospectus for information on inter-
national risk, such a communication
must dentify specific risks such as cur-
rency fluctuations, ditferences in
accounting practices, and political fuc

tors. Finally, a communication that
devoted several pages of text lo a
description of an international fund’s
merits and the merits of investments
abroad would need to provide a more
substantial risk factors section.

The relative risk of the fund may also
change the level of risk disclosure
required. For example, an advertisement
for a fund exclusively devoted to invest-
ments in overseas emerging markets
must reflect a higher degree of risk dis-
closure than a similar advertisement for
a fund that invests in large capitalization
stocks in developed markets overseas.

Q. May I compare a growth mutual

Sund to a certificate of deposit (CD) in

communications wuh the public? If so,
what disclosures nust Iinclude?

A. The Rules permit comparisons in
communications with the public,
provided that you clearly explain the rel-
evant differences between the products
and state the purpose of the comparison.

Any comparison between investment
sccurities (including mutuval funds,
stocks, or bonds) and CDs must
disclose, at minimum, that, unlike CDs,
which are insured by the FDIC and offer
a fixed rate of return, the principal value
and investment return of securities will
fluctuate with changes in market condi-
tions. Depending on the emphasis given
to the comparison, you may need (o
include this information in the main
body of the text rather than a footnote.

Depending on the subjects of the compa-
1son, further material differences between
the products may need to be explained.
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For example, if you compare a stock
mutual fund to six-month CD, it should
be clear that a stock mutual fund is gen-
crally considered a long-term
investment, whereas a six-month CD is
designed for short-term savings needs.
Similarly, when comparing a bond
mutual fund to a CD, it is important to
explain that should interest rates rise, the
value of the bond mutual fund will fall,

whereas the value of the CD will remain
fixed until maturity. Please sce Notices
10 Menmbers 93-87 and 91-74 for more
information regarding the offer of mutual
funds to replace maturing certificates of
deposit.

Q. Is it ever required to quote a
mutual fund's public offering price in
advertising or sales literature ? Must

any additional disclosures accompany
the public offering price?

A.. No, you are not required to disclose
a mutual fund’s public offering price.
Should you choose to include the pub-
lic offering price, the date of the price
should be disclosed as well. [

Blended Fund Family Performance
Concerns NASD Regulation

At its March 1996 meeting, the NASD
Regulation Investment Companies
Committee confirmed an NASD
Regulation staff position that blended
fund family performance must not be
used with members of the general pub-
lic. The NASD Regulation staff has
observed a recent increase in requests by
members to distribute communications
with the public that include the blended
performance of some or all of the funds
in a fund family. Some communications
show the blended performance as a per-
centage figure, and some include rank-
ings of various mutual fund families
based on the blended performance.

The use of blended performance is pro-
hibited except in limited situations, such
as in asset allocation illustrations that
include the performance of each fund
used in calculating the blended perfor-
mance, or with institutional clients that
invest in a portfolio of funds. Such illus-
trations must be preceded or accompa-
nied by prospectuses for each fund in
the investor’s portfolio.

NASD Regulation bases this prohibition
ol blended performance with the general
public on the following concerns:

 Sales material containing blended per-
formance is intended for use early in
the sales process, before the registered
representative has determined which
fund is most suitable for the investor.
There is great potential for misuse in
the sales process whereby an investor
could easily be directed into a poorer
performing fund, after being
introduced to the fund family through
sales material which promotes higher,
blended performance.

¢ Unlike individual fund performance
which must comply with SEC
requirements, there is no standardized
method of calculation for measuring
blended performance.

 The material also raises concerns with
regard to selectivity. Many of these
communications include blended per-
formance, and rankings based on such
performance, that have been
excerpted from financial publications.
The data on which the publications’
rankings are based are obtained from
the various mutual fund information
services (such as Lipper and
Morningstar). In the course of defin-

National Association of Securities Dealers, Inc.

ing the universe of fund families, the
publications typically eliminate fund
families for reasons such as fund size,
variety of funds, or other criteria that
may appear arbitrary. The reader may
not be aware that the rankings are not
based on the entire universe of fund
families, or that fund families with
higher performance may have been
excluded from the reprint. This
exclusion does not provide the reader
with a sound basis for evaluating the
offered product or products, as
required by NASD Rule 2210(d)(1)(A)
(formerly Article I, Section 35 of the
Rules of Fair Practice).

* Presentations of blended performance
rankings are imbalanced, as they omit
material disclosure as to relevant dif-
ferences between the ranked fund
families.

If you have questions about sales litera-
ture containing blended fund family per-
formance, please contact the Advertising
Regulation Department at (202)
728-8330.12

November 1996

10




Guide To Locating Advertising And Sales Literature Rules

In reviewing member advertising and sales literature, the Advertising Regulation Department staff generally refers to NASD,
Municipal Securitics Rulemaking Board (MSRB), and SEC advertising rules and guidelines. The following list of applicable
rules and regulations frequently cited by the Advertising Regulation Department reflects the NASD Manual revisions published

in May 1996.

NASD Rules

Approval, Filing Requirements And
Standards For All Communications
With The Public Including Proper
Broker/Dealer Identification

* Rule 2210 of the NASD Rules
(formerly Article II1, Section 35 of
the RFP)

* NASD Manual (page 4171)

Approval, Filing Requirements And
Standards For Government
Securities Advertising And Sales
Literature

e Rule 2210 of the NASD Rules
(formerly Section 8, NASD
Government Securitics Rules)

o Refer to Notice to Members 96-66,
October 1996, for information on
the merging of the Government
Sccurities Rules into the Conduct
Rules and other applicable Rules

Restrictions On Advertising Non-

Branch Office Locations

* Rule 3010(2)X2) of the NASD Rules
(formerly Article III, Section
27(g)(2) of the RFP)

¢ NASD Manual (puage 4833)

Approval, Filing Requirements And

Standards For Options-Related

Communications With The Public

¢ Rule 2220 of the NASD Rules
(formerly Article T, Section 35A
of the RFP)

o NASD Manual (page 4207)

Communications With The Public
About Collateralized Mortgage
Obligations (CMOs)

* Rule IM-2210-1 of the NASD
Rules (formerly Guidelines under
Article 1, Section 35 of the RFP)

* NASD Manual (page 4179)

Communications With The Public
About Variable Life Insurance And
Yariable Annuities

* Rule IM-2210-2 of the NASD
Rules (formerly Guidelines under
Article HI, Section 35 of the RFP)

* NASD Manual (page 4202)

Use Of Rankings In Investment

Companies Advertisements and

Sales Literature

* Rule IM-2210-3 (formerly
Guidelines under Article 111,
Section 35 of the RFP)

* NASD Manual (page 4204)

SEC Rules

Communications Not Deemed A

Prospeclus

* SEC Rule 134, Securities Act of
1933

* NASD Manual (page 8011); CIFR
230.134

Generic Advertising

= SEC Rule [35A, Sccurities Act
of 1933

* NASD Muanual (page 8015); CFR
230.135a

Advertising By An Investment
Company As Satisfying
Requirements Of Section 10

e SEC Rule 482, Securities Act of 1933

¢ NASD Manual (page 8017); CFR
230.482

Investment Company Sales
Literature

¢ SEC Rule 156, Securities Act of 1933

* NASD Manual (page 8016); CFR
230.156

Sales Literature Deemed To Be

Misleading

* SEC Rule 34b-1, Investment
Company Act of 1940

e NASD Manual (page 8342); CFR
270.34b-1

Other Rules

Approval Requirements And
Standards For Municipal Securitics
Sales Material

* MSRB Rule G-21

e Paragraph 3601, MSRB Manual
(page 4870)

Requirements For Identifying
Securities Investor Protection
Corporation (SIPC) Membership In
Advertising

* Article 11, Section 4, SIPC By-Laws

* Available from Advertising
Regulwtion Department Staff at
(202) 728-8330. J
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Corporate Finance

Members Reminded To Complete
Firm-Commitment Underwritings

The Corporate Financing Committee
recently noted an increase in the number
of public offerings where members
failed to complete firm-commitment
underwritings after being declared effec-
tive by the SEC, executing the
underwriting agreement, completing the
distribution of securities to investors,
and commencing aftermarket trading
activity. Over the last 18 months, six
firm-commitment offerings failed to
close for reasons not contemplated by
the terms of the underwriting
agreement. As a result, the Committee
thought it was important to remind
members of their obligation to complete
firm-commitment underwritings.

While the number of failed firm
commitments is small in proportion to
the number of successfully completed
offerings, the Committee is concerned
about the ramifications of underwriters’
failure to complete firm commitments.
First and foremost, issuers are denied
offering proceeds and must undertake
the task of engaging a new underwriter.
Second, failed underwritings erode
investor trust and confidence in the capi-
tal formation process and the ability of
NASD members to complete underwrit-
ings. Finally, from an operational point
of view, the placement of and trading in
the offered securities that has occurred
during the period between the effective
date and the notice of termination must
be unwound and canceled. This places a
burden on members and customers who
have engaged in primary and secondary
transactions in the offered securities.

The Committee looked at about 31 pub-
lic offerings between 1983 and the pre-
sent where NASD members terminated
firm-commitment underwritings. A
number of the canceled offerings, how-
ever, resulted from what appeared to be
bona fide actions on the part of under-
writers to protect the investing public
where material events had occurred or
defects in the offering document were
discovered that called into question the
integrity of the disclosures and thus the
distribution. The Committee’s concerns
are directed to those situations where
underwriters fail to fulfill their firm-
commitment obligations for reasons
unrelated to the lack of disclosure of
material facts or the occurrence of other
adverse events or circumstances.

The Committee noted that “adverse
market conditions™ were often cited by
underwriters as the reason for terminat-
ing offerings. However, the Committee
believes that general market conditions
surrounding these offerings were not
materially adverse, such that the “‘mar-
ket-out” clause of the underwriting
agreement could be properly invoked.
The market conditions cited by the
underwriters are the conditions
surrounding the newly issued security,
which have usually fallen below the
public offering price, rather than general
market conditions.

The SEC indicated in a no-action letter
to the First Boston Corporation in 1988
that a market-out provision may be
exercised appropriately in the context of

National Association of Securities Dealers, Inc.

a firm-commitment underwriting only
upon the occurrence of “a material,
adverse event affecting the issuer that
materially impairs the investment qual-
ity of the offered securities; and that, in
any event, a market-out clause in a firm-
commitment underwriting may not per-
mit the underwriter to abrogate its
obligation to purchase the offered secu-
rities from the issuer based upon an
inability to market the securities.” In
other words, the inability of the under-
writer to redistribute the securities is not
a factor and is not an appropriate reason
for a member to fail-to-deliver the pro-
ceeds of the offering at closing.

The Committee is reminding members
of the importance of fulfilling their firm-
commitment underwriting obligations.
If market-out termination clauses in
underwriting agreements are improperly
invoked or if members otherwise unjus-
tiftably fail to complete a firm commit-
ment, the member or members involved
may be found in violation of their oblig-
ation to comply with just and equitable
principles of trade under NASD Rule
2110 (formerly Article III, Section 1 of
the Rules of Fair Practice), which regu-
lates the business conduct of members.

Questions relating to members’ obliga-
tions in firm-commitment underwritings
may be directed to Richard J.
Fortwengler, Corporate Financing
Department, at (301) 208-2744.
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Corporate News

New NASD Chairman Heads Search Commuittee
To Find Successor For NASD President And CEO

Daniel P. Tully, Chairman and Chief
Executive Officer of Merrill Lynch &
Co., Inc., was announced in July as the
new Chairman of the NASD Board of
Govemors. Tully’s first task was to
select a Search Committee to find a suc-
cessor to Joseph R. Hardiman, NASD
President and Chief Executive Officer,
who announced his intention to retire.

The Search Committee is composed of
seven members and includes industry,
non-industry, issuer, and public repre-
sentatives. Each member of the Search
Committee currently serves on the
Board of NASD, NASD Regulation,
Inc., or The Nasdaq Stock Market, Inc.

In addition to Tully, who chairs the
Search Committee, the members of the
Committec are:

* John H. Biggs, Chairman and Chief
Executive Officer of the Teachers
Insurance Annuity Association
(TIAA) and the College Retirement
Equity Fund (CREF) in New York.

¢ Elaine L. Chao, President and Chief
Executive Officer of the United Way

of America in Alexandria, Virginia,
former Director of the Peace Corps,
and former Deputy Secretary of the
U.S. Department of Transportation.

¢ Jon S. Corzine, Chairman of

Goldman, Sachs & Company in New
York and Chairman of the firm’s
Management Committee.

* Richard M. DeMartini, President
and Chief Operating Officer of Dean
Witter Capital and member of the
Management Committee of Dean
Witter, Discover & Co., in New York
and current chairman of the Nasdaq
Board of Directors.

* Robert R. Glauber, adjunct lecturer
at the Center for Business and
Government of the Kennedy School,
Harvard University in Cambridge,
Massachusetts, and former Under
Secretary of the U.S. Treasury for
Finance in the Bush Administration.

¢ James S. Riepe, Managing Direclor,
member of the Management
Committee and Director of T. Rowe
Price Associates, Inc., a Nasdag-listed

company, and a former chairman of
the Investment Company Institute.

“Our Committee will conduct a
thorough search in finding a successor
to Joe Hardiman,” said Tully, “with
consideration given to qualified candi-
dates in- and outside the securities
industry. The NASD and its subsidiary
organizations play a critical role in our
capital markets. We will focus specifi-
cally on individuais with proven leader-
ship abilities and the management
experience essential to overseeing these
important regulatory activities and vast
market operations.”

In September, Hardiman announced
plans to retire by the end of 1996, car-
lier than previously indicated. The
Committee, which has begun its work
already, expects to submit its recom-
mendations to the NASD Board of
Governors in time for the Board to
name a successor by November 30.

For more information, direct questions
to NASD Media Relations Department
at (202) 728-8884.

NASD Establishes Individual Investor Office

The NASD recently created a new
department to serve as an investor out-
reach program to target individual
investors, who are facing increasingly
complex decisions and investment
choices. The Oftice of Individual
[nvestor Services was created to serve
the needs and promote the interests of
individual investors while working with
existing organizations representing indi-
vidual investors, as well as other regula-
lory and self-regulatory organizations.

NASD Regulatory & Compliance Alert

The Office’s primary responsibility will
be to work with NASD Regulation and
The Nasdaq Stock Market to develop
investor education and protection pro-
grams. The Office will also analyze
trends in customer complaints and disci-
plinary actions, organize investor
forums, and develop and distribute
investor education materials. “Making
information available to investors
through forums, publications, and
today's communications technologies,
such as the Internet, is an ever-increas-

ing responsibility for securities industry
professionals and the organizations that
regulate them,” said NASD President
and Chiel Executive Officer Joseph R.
Hardiman.

The Director for the new Oflice,
Michael Jones, was the former Deputy
Director for the SEC’s Oftice of Public
Affairs, Policy Evaluation, and
Research. Jones has a broad understand-
ing of the issues involved and over two
decades of experience in communici-
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tions and securitics law. “In view of the
phenomenal rise in the number of indi-
vidual investors over the past decade,
there is a growing need to identify and
address emerging issues pertaining to
this important segment of the market,”
Jones said. “1 am pleased to be a part of

the NASD’s continuing efforts (o take a
proaclive approach to investor protec-
tion.”

The creation of this office was one of
the many changes endorsed by the
NASD Select Committee on Structure

NASD Creates Ombudsman Office

In response to recommendations made
by the NASD Select Committee on
Structure and Governance, the NASD
created an Office of Ombudsman within
the NASD Department of Internal
Review. The Committee recommended
that an independent office be established
to receive and address “concerns and
complaints, whether anonymous or not,
from any source (within or outside of
the NASD) concerning the operations,
enforcement, or other activities of the
NASD, NASD Regulation, or Nasdaq,
or any staff members.”

Bernard Thompson is the Ombudsman
for the NASD and its subsidiaries,
NASD Regulation and The Nasdaq
Stock Market, Inc. Thompson has been
with the NASD since 1977 and was pre-
viously the Assistant Director of Market
Regulation.

The Ombudsman will serve as an alter-
native dispute resolution practitioner by
suggesting actions or policies that are
intended to be equitable to all parties.
One of the major functions of the Office
of Ombudsman will be to provide confi-
dential assistance to parties inside and
outside the NASD regarding a
complaint or a concern. The
Ombudsman will help all parties iden-
(ify and evaluate options for positive
actions and remain neutral in doing so.

The Ombudsman’s role will not displace
the NASD’s existing procedures for
handling customer complaints,
members’ disciplinary grievances, arbi-
tration matters, or issuer concerns.

Matters that may be reviewed by the
Ombudsman include:

« Inconsistent Decisions By NASD
Staff—Complaints that decisions
made or actions taken by NASD staff
may be inconsistent, biased, or result
in disparate treatment may be directed
to the Ombudsman.

¢ Weak Procedures—The Ombudsman
will review complaints of weaknesses
in NASD controls, practices, or proce-
dures submitted by persons who are
aware of control weaknesses but, for
whatever reason, do not report them to
NASD management or who wish to
remain anonymous.

* Failure To Provide Information—
Complaints that the NASD staff has
not provided information to which
complainants believe they are entitled
are situations that may be reviewed by
the Ombudsman.

Matters that will not be reviewed by the
Ombudsman include:

 Complaints, where established proce-
dures currently exist regarding appli-
cation of rules, policies, procedures,
or interpretations, will be directed to
the appropriate office.

¢ Complaints from member firms
and/or their associated persons’
regarding disciplinary rulings, issuers
regarding listing proceedings, mem-
ber firms regarding the staff of market
operations application of existing
rules, staff misconduct during an
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and Governance headed by former
Senator Warren Rudman of New
Hampshire.

For more information, please contact
Michael Robinson, Media Relations
Department, at (202) 728-8304. 4

investigation, prosecutorial bias, bias
by a Hearing Panel, or a conflict of
interest by a Hearing Panel member
are subject to review under the exist-
ing NASD appellate procedures and
processes. Where a structured dispute
resolution and/or appellate process
currently exists, that process should
continue to be used by parties seeking
a redress.

* Arbitration And Mediation—
Complaints from parties in arbitration
or mediation dealing with arbitrators’
rulings, conduct, or awards will not be
the focus of the Ombudsman. The arbi-
tration staff currently investigates and
responds to complaints regarding the
arbitration and mediation processes.

* Member Complaints—Members that
complain about the actions of another
member (or associated person) will be
directed to pursue the matter through
arbitration when it relates to monetary
disputes or in the case of violative
conduct, the complainants will be
directed to call the District Office in
their region. Complaints that are
clearly within the jurisdiction of
another department or organization
will be referred by the Ombudsman to
those areas that have the jurisdiction
and expertise to handle them.

¢ Board Actions, Rulemaking, Or

Policy Decisions—As a matter of
policy, any complaints of disparate
impact resulting from all Boards’ (or
Board Committee) actions, rulemak-
ing, or policy decisions will not be
handled by the Ombudsman.
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Questions relating to these types of
complaints will continue to be
directed to the Corporatc Secretary,
or the staff liaison for a particular
Board Committee. To the exlent
someone believes he/she has been
aggrieved by a Board decision,
he/she should petition the Board to
reverse itself or challenge the

decision at the SEC or in court,

Rules

where the complainant’s arguments
can be fully aired.

If a member, associated person, investor,
issuer, or other has a complaint or com-
ment appropriate for the Ombudsman as
described above, that person should con-
tact the Ombudsman by phone, at (202)
728-8442 or (888) 700-0028; by E-mail:
ombuds@nasd.com, or by writing to:

NASD RULE FILING STATUS

Following is a list of rule filings by the
NASD regarding broker/dealer regulation
that are pending at the SEC or recently
approved. The information below is cur-
rent as of September 12, 1996. Copies of
rule filings (and any amendments), the
SEC release publishing the rule proposal
for comment, and the SEC release
approving the rule change are available
from the SEC Public Reference Room at
(202) 942-8090 or Kristine Gwilliam,
NASD Office of General Counsel, at
(202) 728-8821 (in certain cases a fee
may be required). NASD rule changes
are not effective until the date approved
by the SEC.

Rule Filings That Have Not Been
Published For Comment

96-34—Amend Rule 10335 (formerly
Section 47) of the Code of Arbitration
Procedure (o clarify that parties are
required to expedite any proceeding
where a court has issued temporary
injunctive reliel and that failure to
expedite a proceeding under the Rule
will constitute a failure to arbitrate in
violation of NASD Rulcs.

96-32— Amend Rule IM-8310-2 (Tor-
merly Article V, Section 1 of the
Rules of Fair Practice) to permit the
Association (o provide a copy of any
disciplinary complaint or decision
upon request and require that such
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copy be accompanied by a disclosure
statement in certain circumstances.

96-31—Amend Rule 8210 (formerly
Article 1V, Section 5 of the Rules of
Fair Practice) to require members to
submit information requested for an
investigation in electronic form.

-

Rule Filings That Have Been
Published For Comment But Have
Not Been Approved By The SEC

96-30—Implement Rule 3350, Short
Sale Rule, (formerly Article 111,
Section 48 of the Rules of Fair
Practice) on a permanent basis and
extend the effectivencess of the pilot
progranm. Partial accelerated approval
granted by the SEC and published for
comment in Rel. No. 34-37492
(7/29/96). 61 FR 40693 (8/5/96).

96-28—Add new Rule 2211 and amend
Rule 3110 (formerly Article 11,
Scction 21 of the Rules of Fair
Practice) to impose time restriction and
disclosure requirements on telemarket
ing calls. Published for comment by
the SEC in Rel. No. 34-37475
(7/24/96); 61 FR 39686 (7/30/96).

95-63—Amend the Rules of Fair
Practice to adopt a new section Lo reg-

NASD Ombudsman

Bernard Thompson

1735 K Street, NW
Washington, DC 20006-1500.

Questions regarding this information
should be directed to the NASD
Department of Internal Review at
(202) 728-8973 or (202) 728-8442.

96-29

ulate the conduct of a broker/dealer
on the premises of a financial institu-
tion. Published for comment in Rel.
No. 34-369890 (3/15/96); 61 FR
11913 (3/22/96).

95-61—Amend Rules 2830 and 2820

(formerly Article I, Scctions 26 and
29 of the Rules of Fair Practice) to
regulate the receipt by members and
their associated persons of cash and
non-cash compensation lor the sale of
investment company and variable
contract sceuritics. Published for com-
ment by the SEC in Rel. No. 34-
37374 (6/26/96); 61 FR 35822
(7/8/96). Comment period extended
by the SEC in Rel. No. 34-37528
(8/5/96); 61 FR 41816 (8/12/96).

95-40—Amend Rule 5300, The PORTAL

Market, (formerly Schedule 1 to the
By-Laws) to adopt a pilot program for
reporting transactions in PORTAL
sceuritics. Published for comment by
the SEC in Rel. No. 34-37317
(6/17/96); 61 FR 33156 (6/26/96).

2l

Rule Filings Recently Approved By
The SEC

Permanent approval requesied
for the Plan of Allocation and
Delegation setting forth the purpose,



function, governance, procedures and
responsibilities of the NASD, NASD
Regulation, and Nasdaq. Temporary
accelerated approval granted by the
SEC and published for comment in
Rel. No. 34-37425 (7/11/96); 61 FR
37518 (7/18/96).

96-21—Amend the By-Laws for
mandatory electronic filing of regis-
tration-related filings. Published for
comment by the SEC in Rel. No. 34-
37291 (6/7/96); 61 FR 30269
(6/14/96). Approved by the SEC in
Rel. No. 34-37439 (7/15/96); 61 FR
37950 (7/22/96).

96-20—Amend the By-Laws to make
them consistent with the Delegation
Plan. Published for comment by the
SEC in Rel. No. 34-37282 (6/6/96);
61 FR 29777 (6/12/96). Temporary
accelerated approval granted by the
SEC in Rel. No. 34-37424 (7/11/96);
61 FR 37515 (7/18/96).

96-19—Adopt amendments to Forms
U-4 and U-5. Published for comment

NASD DISCIPLINARY ACTIONS

In June, July, and August 1996, the NASD announced the
Jollowing disciplinary actions agamst these firms and indi-
viduals. Publication of these sanctions alerts members and
their associated persons 1o uctionable behavior and the
penalties that may result.

District 1—Northern California (the counties of
Monterey, San Bentlo, Fresno, and inyo, and the
remainder of the state north or west of such counties)
northern Nevada (the counties of Esmeralda and Nye
and the remainder of the state north or west of such
counties) and Hawaii

June Actions
None
July Actions

Robert Martin Dickerson (Registered Representative,
San Francisco, California) was fined $20,000, suspended
Irom association with any NASD member in any capacity
for 90 days, and ordered to requalify by exam in any
capucity. The National Business Conduct Committee
(NBCC) imposed the sanctions following review of a San
Francisco District Business Conduct Committee (DBCC)
decision. The sanctions were based on findings that
Dickerson mamtained securities accounts with two mem-
ber firms without notifying his member firm of the
accounts and without nou%ym the other firms of his asso-
ciation with his member firm. In contravention of the
NASD Board of Govemors Free-Riding and Withholdin,
Interpretation, Dickerson purchased secunties that trade

at a premium in the immediate aftermarket. Dickerson also
failed to respond to NASD requests for information in 2
complete and timely manner.

by the SEC in Rel. No 34-37289
(6/7/96); 61 FR 30272 (6/14/96).
Accelerated approval granted by the
SEC in Rel. No. 34-37407 (7/5/96),
61 FR 36595 (7/11/96).

96-17—Amend Rule 2720 (formerly
Schedule E to the By-Laws) to define
“bona fide independent market” and
“bona fide independent market
maker.” Published for comment by the
SEC in Rel. No. 34-37223 (5/17/96);
61 FR 26239 (5/24/96). Approved by
the SEC in Rel. No. 34-37471
(7/23/96); 61 FR 40054 (7/31/96).

96-15—Amend Schedule A to the By-
Laws to modify the exception for inter-
est and dividend income from gross
revenue for assessment purposes.
Published for comment by the SEC in
Rel. No. 34-37169 (5/6/96); 61 FR
21517 (5/10/96). Approved by the
SEC in Rel. No. 34-37310 (6/13/96);
61 FR 31604 (6/20/96).

96-14—Amend Rule 8210 (formerly
Article IV, Section 5 of the Rules of

Dennis Patrick Hipps (Registered Representative,
Pacifica, California) submitted an Offer of Settlement
pursuant to which he was fined $45,000. Without admit-
ting or denying the allegations, Hipps consented to the
descnibed sanction and to the entry of findings that he rec-
ommended to a public customer the purchases and sales of
mutual funds without having reasonable grounds for
believing that the recommendations were suitable for the
customer based on the customer’s secunty holdings, finan-
cial situation, needs, and the number of transactions.

Catherine Ann Jensen (Registered Representative,
Manhattan Beach, California) submitied an Offer of
Settlement pursuant to which she was fined $10,000 and
suspended from association with any NASD member in
any capacity for 15 business days. Without admitting or
denying the allegations, Jensen consented to the described
sanctions and to the entry of findings that she exercised
effective control over the account of a public customer and
recommended to the customer the purchase and sale of
securilies without having reasonable grounds for believing
that such recommendations were suitable for the customer
1 view of the size and frequency of the recommended
transactions and the customer’s other security holdings,
financial situation, and needs.

Jensen’s suspension began June 17, 1996, and concluded
July 8, 1996.

August Actions
Kraig Phillip Hanadel (Registered Representative,
Bakersfield, California) was fined $10,000 and suspend-

ed from association with any NASD member in any capac-
ity for 90 days and thereafter, until an arbitration award is

National Association of Securities Dealers, Inc.

Fair Practice) to require members to
provide information in response to
requests by other regulators for regula-
tory information. Published for com-
ment by the SEC in Rel. No. 34-37150
(4/29/96); 61 FR 20299 (5/6/96).
Approved by the SEC in Rel. No. 34-
37561 (8/13/96); 61 FR 43107
(8/20/96).

95-39—Amend Rules of Fair Practice to
apply the Rules of Fair Practice to
exempted securities (except municipal
securities), including government sec-
urities, and amend Rule 2310 (form-
erly Article III, Section 2 of the Rules
of Fair Practice) to adopt a new Inter-
pretation of the Board of Governors—
Suitability Obligations to Institutional
Customers. Published for comment in
Rel. No. 34-36383 (10/17/95); 60 FR
54530 (10/24/95). Republished for com-
ment in Rel. No. 34-36973 (3/14/96),
61 FR 11655 (3/21/96). Approved by
the SEC in Rel. No. 34-37588
(8/20/96), 61 FR 44100 (8/27/96).

-

satisfied. The sanctions were based on findings that
Han:;icl failed to pay a $61,720.57 NASD arbitration
award.

Roger James Molloy (Registered Principal, San Jose,
California) was fined $302,500 and barred from associa-
tion with any NASD member in any capacity. The sanc-
tions were hased on findings that Molloy received
$132,173.97 from public customers for investment purpos-
es but converted the funds for his own use and benefit.
Molloy also prepared and provided to customers fictitious
account statements reflecting that the customers owned
stocks and failed to respond to NASD requests for infor-
mation.

Jin Hwy Shin (Registered Representative, Sunnyvale,
California) was fined $20,000 and barred from association
with any NASD member in any capacily. The sanctions
were based on findings that Shin failed to respond to
NASD requests for information.

Richard George Wiwi (Registered Representative,
Moraga, California) was fined $50,000 and barred from
association with any NASD member in any capacity. The
sanctions were based on findings that Wiwi participated in
private securities transactions without providing prior writ-
ten notice to his member firm.

t
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June Actions

Michael Dzurko (Registered Representative, Howard
Beach, New York), Peter David Ragofsky (Registered
Principal, Brookiyn, New York), and Jay Nance
{Registered Principal, Las Vegas, Nevada) submitted
Offers of Settlement pursuant to which Dzurko was fined
$5,608.40 and suspended from recommending any penny
stock transactions for two years. Ragolsky was fined
$3.125.71 and suspended from recommending any penny
stock transactions for two years. Nance was hned $5,(00
and suspended from association with any NASD member
as a general securities principal for 15 days. Without
admitting or denying the allegations, the respondents con-
sented to the described sanctions and to the entry of find-
ings that Dzurko and Ruiofsky cffected $50,982 in penny
stock transactions for public customers in contravention of
Section 15g of the Securities Exchange Act of 1934
(Exchange Act). The lindings also stated that Nance failed
to supervise two sales representatives to prevent ongoing
ey stock violations and faled to respond adequately to
red (lag wamning signals indicating that the sales represen-
tatives were continuing lo violate the penny stock rules by
improperly refying on the non-recommended transaction
exemption. The NASD found that Dzurko solicited
investors to purchase penny stocks and that Dzurko
accepted orders from customers without being registered
with the NASD.

Jonathan G. Fink, (Registered Representative, Los
Angeles, California) and Graham A, Rowe (Registered
Principal, Los Angeles, California) submitted Ollers of
Settlement pursuant to which Fink was suspended from
association with any NASI) member in any capacity for 60
days and ordered to requalify by exam as a general securi-
ties representative. Rowe was fined $5,000, jointly and
severally with a member firm, suspended from association
with any NASD member as a general securitics principal
for 15 days, and required to requalily by exam as a general
securities principal. Without admitting or denying the alle-
gations, the respondents consented to the described sanc-
tions and to the entry of findings that Fink engaged in
numerous purchase and sales transactions in various secu-
rities for the account of a public customer that were exees-
sive in size or frequency in view of the financial resources
and character of the gecount. The NASD found that Rowe
{uiled to establish or follow adequate procedures reason-
ably designed to carry out the supervision of Fink to
ensure compliance with applicable rules and failed to
respond when confronted with various situations that indi-
ated that the recommendations by Fink were unsuitable.
The findings also stated that Rowe lailed to approve
promptly in writing cach discretionary order entered in the
diseretionary account or to review such account at frequent
intervaly to detect and prevent the trmsactions,

Richard Francis Norris (Registered Principal, Los
Angeles, California) submitted an Offer of Settlement
pursuant o which he was lined $10,000, suspended from
association with any NASD member as a general securities
pancipal for 15 days, and ordered to requatify by exam s
u general securities principal. Without admitting or deny
ing the allegations, Norris consented to the described sane
tioms and 1o the entry of findings that he failed to supervise
the activities of an individual to assure compliance with
the rules and Failed (o respond adequately to red flags
when reviewing order tickets and monthly account stite-
ments that revealed unsuitable trading activity.

Sergio Silver (Registered Representative, Colver City,
California) was fined 3120000, barred from association
with any NASD member in any capacity, and ordered
pay $32.000 in restitution to a customer. The sanctions
were based on indings that Silver reeeived frome public
custoner live cheeks totaling $32,000 [or investment put
poses, cashed the cheeks, and converted the fids. Silver
also Tailed to respond to NASD requests for imformation.

July Actions

Jason Brian Barshop (Registered Representative,
Malibu, Californin) was tined $25,000. based from dsso-
cration with any NASI member in any capacity, sund
ordered to pay $HL0M0 in restitwtion o customers. The
sanctions were based on lindings that Baishop participated
maprivate seeurities transaction and Enled o provide
prior written notification to lus member B, Barshop also
Lailed to respand to NASD requests Tor mlosmation.

NASD Regulatory & Compliance Alert

Robert A. Grunburg (Registered Principal, Marina Del
Rey, California) was lined $5,000, .\'uspcudcd from asso-
ciation with any NASD member as a principal for 30 days,
and required to requalify by exam as a pnncipal. The
NBCC imposed the sanctions followmng appeal of a Los
Angeles DBCC decision. The sanctions were based on
tindings that Grunburg approved newspaper advertise-
ments that cantained misleading or exaggerated
staterments about the ranking ol mutual tunds and failed 10
file the advertisements with the NASD within 10 days of
the first use of the advertisements as required
Furthermore, Grunburg entered into & special sitkes con-
cession arrangement with another member firm relating 1o
the sale of mutual funds on an oral basis with no written
agreement executed and without disclosing this fact in the
Tunds' prospectuses. Grunburg also failed to establish and
maintain adequate written supervisory procedures.

Grunburg has appealed this action to the Securities and
Exchange Commission (SEC) and the sanctions are not in
effect pending consideration of the appeal.

Atiq Ur Rahman (Associated Person, Pasadena,
California) was lined $40,000 and barred from assucia-
tion with any NASD member in any capacity. The sanc-
tions were hased on lindings that Rahman participated in
private securities transactions while lailing (o provide
prompt wrilten notification to his member i before
participating in such transactions. Rahman also Failed 0
respond to NASD requests for information.

James Arthur Revels (Registered Representative, San
Diego, California) submitted an Offer of Settfement pur-
suant to which he was fined $4.672.50 and suspended
(rom recommending any transactions in peany stock for
two years. Without admitting or denying the allegations,
Revels consented to the described sanctions and to the
eatry of lindings that he effected $12,705 in penny stock
transactions for public customers in contravention of
Section 15g of the Exchange Act.

Kevin Marshall Sylvia (Associated Person, Sun Luis
Ohispo, California) was lined $32,500, barred from asso-
ciation with any NASD member in any capacity, and
ordered to pay $2,500 in restitution to a customer. The
sinctions were hased on lindings that Sylvia reeeived lrom
a public customer $2.500 for the purchase ol stock, Failed
to purchase the stock and, instead, cashed the check and
converted the Tamds. To coneeal the conversion, Sylvia
Tabricated a customer conlirmation statement that [alsely
represented the stock had been parchased for the customer
when, m Fuet, the shares had not been purchased tor the
customer ad no such account existed. Sylvia also Failed o
respond (0 NASE requests for informiaton.

Erik Wilhelm Wachtmeister (Registered
Representative, New York, New York) submitted an
Oiter of Settlement pursuwan 1o which he was lined
SO0, Without adinutting or denying the allegations,
Wachtmeister consented 10 the described sanction and o
the emry of findings that he participated m private seeun
ties ransactions ad Lailed to provide prompt, written not
heation to s member om of s panticipation in such
activities

August Actions

William K. Cantrell (Regisiered Principal, Los
Angeles, California) was lined 32,500, suspended Trom
association with any NASE member as i tmancial and
aperations prncipal for 10 day s, and ordered to requality
by exam as a imancial and operations principal. The
NBCC allirmed the sanctions toflowing appeal of a Los
Angeles DBCC deeston. The sanctions were bised on
fundings that Cantrell permitted fus member fiom to elfect
seenrities trnsactions while Taslng o naiatain the mini-
i reguired nel capital

This action lis been appealed o the SEC and the sane-
trons are nol i elfect pending consideration of the appeal.

Scott L. Lenez (Registered Representative, Studio
City, California) was fined 520,027, The NBCC mposed
the sanction following appeal of & Los Angeles DBCC
deersion. The sanctton was based on ladings that Lencs,
engaged i the secunties busiiess without bemnyg registered
with the NASD iy capacity . muradueed custonees o
his mesber by, id recerved compensation from the
e for such achivities

District 3—Alaska, Arizona, Colorado, ldaho, Montana,
New Mexico, Oregon, Utah, Washington, and Wyoming

June Actions

Schaeider Securities Inc. (Denver, Colorado) submitted
an Otfer of Settlement pursuant to which the firm was
tined $12,500, jointly and severally with two individuals.
Without admitting or denying the allegations, the firm
consented to the described sanction and to the entry of
findings that it engaged in an offering of securities in
which investor funds were released from escrow before the
receipt of the minimum subscription amount described 10
the offering circular. The findings also stated that the firm
Tailed to supervise the conduct of the contingency offering
in a manner reasonably designed to achieve compliance
with NASD Rules and 10 supervise properly the office
Trom which the offering was conducted. The NASD also
found that the firm (ailed o establish, maintain, and
enforee procedures to achieve compliance with SEC and
NASD rules pertaining (o sales literature and adverlising.

Steven J. Sogard (Registered Principal, Phoenix,
Arizona) submitted an Offer of Settlement pursuant to
which he was fined $15,000 and ordered to be subject to
the requirement that should he wish to offer to sell any
qualifying security, such offer to sell or sale must be made
on the condition that all investor funds are deposited into
and remiin in an escrow account established and man-
taned in conformity with SEC Rule [5¢2-4 until the carli-
erof the effective date of the issuer’s registration as
broker/dealer or the date upon which the offering docu-
ments provide for the return of iovestor funds if
hroker/dealer registration has not oceurred. Without admit
ting or denying the allegations, Sogard consented to the
described sanctions and 1o the entry of lindings that he
offered and sold secunties pursuant to three olfering mem-
oranda that cotained material misrepreseatations and
onissions,

July Actions

Walnat Street Securitices, Ine. (St Louis, Missouri) sub
mitted an Offer of Settlement pursuant o which the firm
was fined $15,000. Withowt adminting or denying the alle
gations, the firm consented to the deseribed sanction and to
the entry of lindings that it [aifed to enforee its written
supervisory procedures with respect to the issuance of a
sipnature guarantee stamp and otherwise luled to super
vise adlequately the activities and registration of i repis
tered representative (o deteet amd prevent the improper use
ol customer funds by the representative. The lirm also
latded to maintain adequate supervisory procedures
acldressing the supervision of outside business activities of
1t assowiated persons.

W.IB. McKee Securities, Inc. (Phoenix, Arizona) was
fined $20.000. The NBCC tmposed the sanctions folfow-
ing appeal of a Denver DBCC decision. The sanctions
wure based on findings that the hin conducted a seeurities
husiness while fuling to nintam its minimuen required
net capital and Failed to tile a FOCUS Part | repont reveal-
g the deticiency. The fiom abso Gailed o maintain acen-
tite books and records.

David Bahr (Registered Representative, Newport
Beach, Californta) submitied a Letier of Aceeplance,
Waiver and Consent pursiant to which he was lined
ST74,000 and barred Trom association with any NASD
member in any capacy. Without adnntting or denying the
allegations, Bahe consented to the deseribed sanctions il
to the entry of lindings that he received from public cus-
torers $20,000 for investiment purposes, laied to invest
the Tunds, and used $ER.000 of the funds for his own bene-
it "The tindings also stated hat Babe solicited and entered
seeurities transictions for public customers and received
compensation while in an unsegastered capacity. The
NASD found thit Babr sold shates of stock to @ public
customier ind Lailed to provide prior witen aotice to ns
niember b deseribing in detat the proposed transac
tions, his role therein, and whether he would receive sell
ing compeasation in connection with the traansactions

Patricia A, Batlista (Associated Person, Aurora,
Calorado) submitted an Offer of Settlentent pursuant to
which she was tined $10000 and suspended rom associa-
tion with any NASLY member in any capacity lor 60 days
Without adinitting or denying the allegations, Batisti con
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senled to the descnbed sanctions and to the entry of find-
ings that while seated, before the Series 7 exam began, she
was found in possession of matenals pertaining to the
exam.

Mark Eugene Hendrickson (Registered Representative,
Bothell, \E’nshlnglon) subnutied an Offer of gclllcmcm
pursuant to which he was fined $7.500 and suspended
from association with any NASD member in any capacity
for two years. Without admitting or denying the allega-
tions, Hendrickson consented to the described sanctions
and to the entry of findings that he submitted a false and
inaccurate Uniform Application for Secunties Industr
Registration (Form U-4) to his member firm which failed
to disclose a felony charge and conviction.

Lamar Nathan Jensen (Registered Representative,
Kirkland, Washington) submitted an Offer of Settlement
pursuant to which he was fined $90,000 and barred from
association with any NASD mewber in any capacity.
Without admitting or denying the allegations, Jensen con-
sented to the described sanctions and to the entry of lind-
ings that he recommended to and effected for public
customers investments and failed to provide prior writien
notice to his member firm describing in detail the proposed
transuctions, his role therein, and whether he would
receive selling compensation in connection with the trans-
actions. The findings also stated Jensen failed 1o forward
customer funds to the issuer and, instead, deposited the
funds into a bank operating account over which he had
control.

Craig L. Niebuhr (Registered Representative, Murray,
Utah% submitted an OI'Fer of Seitlement pursuant to which
he was fined $10,000, suspended from association with
uny NASD member in any capacity for five business days,
required to disgorge $12,000 to the NASD, and required to
requalify by exam as a general securities sales representa-
live. Without admitting or denying the allegations,
Niebuhr consented to the described sanctions and 1o the
catry of findings that he maintained a securities account
with a member firm other than his employer and cxecuted
transactions in this account, but failed to notify his mem-
ber firm of this account in writing. The findings also stated
that Niebuhr participated in business activities outside the
scope of his relationship with his member firm without
providing prompt written notice to the firm. The NASD
also determined that Niebuhr sold shares of a secunty to
another individual for compensation without providing
prior written notice to, and without receiving approval
{rom, his member firm to participate in this transaction.

Wendy Kay Probstfield (Registered Representative,
Yacolt, Washington) submitted an Offer of Settlement
pursuant to which she was fined $20,000 and barred from
association with any NASD member in any capacity.
Without admitting or denying the allegations, Probstfield
consented to the described sanctions and to the entry of
findings that she failed to respond to NASD requests for
information about her termination from a member firm.

Donald K. Railshack (Registered Representative, Salt
Lake City, Utah) submitted a Letter of Acceptance,
Waiver and Consent pursuant to which he was fined
$100,000, barred from association with any NASD mem-
ber in any capacity, and required to continue paying resti-
tution pursuant to previous agreement. Without admitting
or denying the allegations, Railsback consented to the
deseribed sanctions and to the entry of findings that while
acting in a fiduciary capacity with respect to funds entrust-
ed to him for management and investment, he invested the
funds in a manner contrary to the instructions and expecta-
tions of the beneficial owners and used a portion of the
funds for his own benefit.

Beatrice Lynn Stonebanks (Registered Representative,
Los Lunas, New Mexico) submitted a Letter of
Acceplance, Waiver and Consent pursuant to which she
was fined $100,000, barred from association with any
NASD member in any capacity, and must pay $792,000 in
weslitution to four entities. Without admisting or denying
the allegations, Stonebanks consented to the described
sanctions and to the entry of findings that she obtained
$792,000 from four entities by representing that such
funds would be used to purchase certificates of deposit.
Contrary to such representations, Stonebanks deposited the
lunds for her awn benefit into one or more bank accounts
of an entity she solely or jointly controlled. The findings

also stated that Stonehanks conducted o business through
an cntity that represented itself and functioned as a bro-
kcr/deuf;r without complying with the broker/dealer regis-
tration provisions of the Exchnngc Act

David Keith Weaver (Registered Principal, La Junta,
Colorado) submitted a Letter of Acceptance, Waiver and
Consent pursuant to which he was fined $25,000, required
to disgorge $60,251.82, and barred from association with
any NASD member in any capacity. Without admitting or
denying the allegations, Weaver consented 1o the described
sanctions and to the entry of findings that he participated in
soliciting the purchase of shares of stock outside the scope
of his employment with his member firm without provid-
ing prior written notice to the firm of his participation in
such activitics. The NASD also found that Weaver failed
to provide full and complete responses to NASD requests
lor information.

Robert Zakian (Registered Representative, Scottsdale,
Arizona) submitted a Letter of Acceptance, Waiver and
Consent pursuint to which he was fined $5,000 and barred
from association with any NASD member in any capacity
with the right 10 reapply afier two years in any representa-
tive capacity and i any principal capacity after five years.
Without admitting or denying the allegations, Zakian con-
sented to the described sanctions and to the entry of find-
ings that while taking the Series 24 exam, he used
unauthorized exam materials.

Michael J. Dormanen (Registered Principal, Tucson,
Arizona) was fined $15,000, ordered to disgorge
$4,478.08 to the NASD, and ordered 10 pay $2,076.45 in
restitution to a customer. The NBCC inposed the sanc-
tions following appeal of a Denver DBCC decision. The
sanclions were based on findings that Dormanen recom-
mended the purchase of securities on margin to a customer
without having reasonable grounds for behieving that the
recommendations were suitable for the customer.

This action has been appealed 10 the SEC and the sanc-
tions are not in effect pending consideration of the appeal.

Craig F. Edelman (Registered Representative,
Littleton, Colorado) was fined $20,000 and required to
dis%orfc $1,837 10 the NASD. The sanctions were based
on findings that Edelman caused transactions to be effected
in the account of a public customer and received commis-
sions for these transactions prior to his effective registra-
tion with the NASD. Edelman also failed 1o disclose a
felony conviction on his Form U-4,

Jose Padilla (Registered Principal, Denver, Colorado)
submitted an Offer of Settlement pursuant to which he was
fined $10,000. Without admitting or denying the allega-
tions, Padilla consented to the described sanction and to
the entry of findings that he failed to supervise adequately
the activities of a registered representative to detect and
prevent excessive trading. Padilla also failed to establish,
maintain, and enforce written procedures o supervise the
activities of registered representatives to prevent and
detect excessive trading aclivity.

Bradley D. Whitener (Registered Representative,
Memphis, Tennessee) submitted a Letier of Acceptance,
Waiver and Consent pursuant to which he was fined
$10,000. Without admitting or denying the allegations,
Whitener consented to the described sanction and to the
entry of findings that he effected unauthorized transactions
for the account of a public customer.

August Actions

Chatfield Dean & Co. (Greenwood Village, Colorade)
and Scott Carothers (Registered Principal, Greenwood
Village, Colorado) submitted a Letter of Acceptance,
Waiver and Consent pursuant to which they were fined
$25,000, jointly and severally. Carothers was suspended
from association with any NASD member as a financial
and operations principal for 10 business days and required
to rea;mlify by exam as a financial and oFerations pninci-
pal. Without admitting or denying the allegations, the
respondents consented to the described sanctions and to
the entry of findings that the firm, acting through
Carothers, conducted a securities business while failing to
maintain its minimum required net capital.

Steven S, Etkind (Registered Representative,
Albuquerque, New Mexico) submitted a Letter of
Acceptance, Waiver and Consent pursuant to which he
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was fined $30,000, and barred from association with any
NASD member in any capacity with the right 1o reapply to
hecome associated with an NASD member after three
years. Without admitting or denying the alicgations,
Etkind consented to the described sanctions and to the
cntry of findings that he participated in private securities
transactions without providing written notification to his
member firm. The findings also stated that Etkind offered
securities subject to SEC Rule 10b-9 without complying
with the Rule and engaged in activities for which
broker/dealer registration is required without being regis-
tered as a broker/dealer.

Elijah Johnson, HI (Registered Representative,
Portland, Oregon) was ﬁned $15,000 and barred from
association with any NASD member in any capacity. The
sanctions were based on findings that Johnson failed to
fully and timely respond to NASD requests for informa-
tion about his termination from a member firm.

Ronald H.V. Justiss (Registered Representative,
Denver, Colorado) was barred from association with any
NASD member in any capacity. The SEC affirmed the
sanction following appearofa May 1995 NBCC decision.
The sanction was based on findings that while taking the
Series 65 exam Justiss was observed reviewing unautho-
rized materials that contained information relating to the
exan.

James C, Placet (Registered Representative, Paradise
Valley, Arizona) was tined $15,000 and barred from asso-
ciation with any NASD member in any capacity with a
nght to reapply after one year. The sanctions were based
on findings lfml Placet misused customer funds totaling
$35,000 by using for his own benefit the proceeds of a
check drawn on the customer’s bank account that was
made payable to his member firm.

District 4—lowa, Kansas, Minnesota, Missoun,
Nebraska, North Dakota, and South Dakota

June Actions

Mark S. Shaner {Registered Principal, Fairfield, Iowa)
submitted a Letter of Acceptance, Waiver and Consent
pursuant to which he was fined $100,000, barred from
association with any NASD member in any capacity, and
required to pay $621,805 in restitution. Without admitting
or denying the allegations, Shaner consented to the
described sanctions and to the entry of findings that he
withdrew funds from a limited partnership offering, uscd
$675,000 of the funds to purchase a cenigcalc of gepmu
that he used as collateral on a home construction loan, and
withdrew $621,805 from the certificate of deposit to pay
off the construction loan and various personal and busi-
ness obligations without the knowledge or consent of the
limited partners.

July Actions

William Christopher Boettcher (Registered
Representative, Columbia, Missouri) submitted a Letter
of Acceptance, Waiver and Consent pursuant to which he
was fined $5,000 and barred from association with any
NASD member in any capacity. Without admitting or
denying the allegations, Boettcher consented to the
described sanctions and to the entry of findings that he
fm('iged customers' signatures on insurance applications

and submited the applications to his member firm without
the knowledge or consent of the customers.

William Douglas Stirrat (Registered Representative,
Creve Coeur, Missouri) submitted a Letter of
Acce’?mnce, Waiver and Consent pursuant to which he
was fined $100,000 and barred from association with any
NASD member in any capacity. Without admitiing or
denying the allegations, Stirrat consented to the described
sanctions and to the entry of findings that he received from
a public customer checks totaling $52,039.01 to pay life
insurance policy premiums. The NASD determined that
Stirrat did not apply the funds as instructed and instead,
deposited the checks into his personal or business bank
accounts and used some of the customer’s funds for per-
sonal expenses.

August Actions
None
Distnict 5—Alabama, Arkansas, Kentucky Louisia
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Mississippi, Oklahoma, and Tennessee

June Actions

Jesse M. Chase, Jr. (Registered Representative,
Jackson, Mississippi) was fined $13,000 and suspended
from association with any NASD member in any capacity
for one week. The sanctions were based on findings that
Chase engaged in a pattern of trading in a public
customer's account, without having reasonable grounds for
believing that the trading was suitable, given the
customer’s financial situation, investment objectives, and
needs. Chase also exercised discretion in a public
customer's account without having obtained prior written
authorization from the customer and prior written accep-
tance of the account as discretionary by his member firm.
In addition, Chase provided documentation to a public
customer that omitted or misstated material facts, in that
the document failed to disclose the risks inherent with the
trading strategy of the program, failed to disclose the
increased trading costs and tax liabilities, and made unwar-
ranted forecasts concerning future results.

William R. Daniels (Registered Representative,
Ridgeland, Mississippi) submitted a Letter of
Acceptance, Waiver and Consent pursuant to which he
was fined $100,000, barred from association with any
NASD member in any capacily, and required to pay
$62,696 in restitution. Without admitting or denying the
allegations, Daniels consented to the described sanctions
and to the entry of findings that he obtained eight checks
from a public customer totaling $62,696, endorsed the
checks, and deposited them into his personal bank account,
thereby converting the funds for his own use and henefit.

Glenn P. Pellegrin (Registered Representative, Bourg,
Louisiana) submitted an Offer of Settiement pursuant to
which he was fined $175,000, barred from association with
any NASD member in any capacity, and required to pay
$317,585.12 in restitution to customers. Without admitting
or denying the allegations, Pellegrin consented to the
described sanctions and to the entry of findings that he
received from four individuals $317,585.12 for investment

urposes, failed to invest the funds on the individuals'

half, and, instead, converted the funds for his own use

and benefit without their knowledge or consent. The find-
ings also stated that Pellegrin prepared and sent false
account statements to customers regarding their invest-
ments and made material misstatements regarding risk and
relurn to customers so that the customers would liquidate
their funds for these various investments. The NASD also
determined that Pellegrin engaged in outside business
activities and that he failed to disclose his ownership and
operation of an entity to his member firm.

John C. Peterson, Jr. (Registered Principal, North
Little Rock, Arkansas) and William S, Loye (Registered
Principal, Hot Springs, Arkansas) submitted an Offer of
Scttlement pursuant to which Peterson was barred from
assuciation with any NASD member in any capacity and
Loye was fined $25,000 and suspended from association
with any NASD member in any capacity for three years.
The fine will be reduced by any amount that Loye can
demonstrate that he pays in satisfaction of an arbitration

" award. Withoul admitting or denying the allegations, the
respondents consented to (he deseribed sanctions and to
the entry of findings that in connection with a scheme
involving the sale of a $4 million debenture collateralized
by an unencumbered bond, Peteron and Loye made, or
caused 1o be made, untnie statements cancerming material
facts and/or omitted material facts. The findings also stat-
cd that Peterson and Loye failed to pay a $400,000 joint
and several NASD arbitration award.

Robert L. Prescott (Registered Principal, Montgomery,
Alabama) submitted a Letter of Aceeptance, Waiver and
Consent pursuant to which he was lined $10.000 and sus-
pended from association with any NASD member in any
capicily for two imonths. Without admitting or denving the
allegations, Prescott consented to the described sanctions
anel to the entry of findings that he engaged in private
seeurities trnsactions without prior writien aotice to and
approsal from his member tirm. The NASD also found
that Prescott failed to inform his member e in writing ol
certin outside business activities.

Bryan A. Thomas (Associated Person, New Orleans,
Louisiana) submitted an Offer of Settfement pursuant (o
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which he was fined $150,000 and barred from association
with any NASD member in any capacity. Without admit-
ting or denying the allegations, Thomas consented to the
described sanctions and to the entry of findings that he
submitted to the NASD false and inaccurate FOCUS Part |
and 1A reports that falsely indicated that his member firm
was not conducting business and falsely represented the
status of his member firm's annual audit. The findings also
stated that Thomas failed to respond to NASD requests for
information.

July Actions

BOSC, Inc. (Tulsa, Oklahoma) submitted a Letter of
Acceptance, Waiver and Consent pursuant to which the
firm was fined $25,000. Without admitting or denying the
allegations, the firm consented to the described sanction
and to the entry of findings that it allowed eight individuals
to maintain their representative registrations with the firm
when they were not actively engaged in the securities busi-
ness of the firm.

William H. Berrier, I (Reg‘mtered Representative,
Knoxville, Tennessee) submitted an Offer of Settlement
pursuant to which he was fined $15,100 and barred from
association with any NASD member in any capacity.
Without admitting or denying the allegations, Berrier con-
sented to the described sanctions and to the entry of find-
ings that he exccuted unauthorized transactions in the
account of a public customer without the customer's
knowledge or consent. The NASD also found that Berrier
failed to respond to NASD requests [or information.

James G. Earle, Sr. (Registered Representative,
Knoxville, Tennessee) submitted an Offer of Settlement
pursuant lo which he was lined $110,000, barred from
association with any NASD member in any capacity, and
required to pay $22,955.10 in restitution to customers.
Without admitting or denying the atlegations, Earle con-
sented to the described sanctions and to the entry of find-
ings that he received from public customers a $22,955.10
check for a new individual retirement account. The NASD
determined that Earle fatled to establish the account and,
instead, deposited the check into an account that he con-
trolled, thereby converting the funds lor his own use and
benelit without the customers’ knowledge or consent. The
findings also stated that Earle prepared and provided 10
public customers a false account statement and a false (RS
form that represented that the funds had been invested on
the customers® behall.

Timothy L. Meycr (Registered Representative,
Wostlake, Louisiana) submitied an Offer ol Settlement
pursuant to which he was fined 325,000, barred from asso-
ciation with any NASD member in any capacity, and
required to pay $785.75 in restitwtion 1o a member firm,
Without adomtting or denying the alfegitions, Meyer con-
sented (o the described sanctions and to the entey of lind-
ings that he reccived from public customers a $1,263
check representing insurance premiums, failed o subm
the full amount to his member firm and, instead, converted
$785.75 of the funds for his own use and henefit without
the customers” knowledge or consent. The findings also
stated that Meyer submitted a completed insurance apph-
cation (o his member firm on a public customer's behalf
and signed the customer™s name to the application without
the knowledge or consent ol the customer. The NASD also
Tound that Meyer failed to respond to NASD requesis for
information.

August Actions

Charles G. Brashier (Registered Representative,
Hoover, Alubama) was tined $270,000, barred from asso-
ciation with any NASD member in any capacity, and
tequired to pay $303.913.08 in restitution to the appropi-
ate parties. The sanctions were based on findings that
Brashier received from public custonens $303.913.05 for
investment purposes, Faled to invest the funds on the cus-
tomers” behalt and. instead, converted the monies for his
own use arel benetit without the customen” knowledge or
consent. Brashier abso gencrated fictitious account state-
ments that were sent to a public customer and failed to
respond to NASD requests for mtormation.

Carl A. Grimstad (Registered Representative,
Nashwille, Tennessee) was tined 5,000 and suspended
from associabon with any NASD member in any capacity
for two weeks and thereatter, uatif he demonstrates that all

amounts under a New York Stock Exchange (NYSE) arbi-
tration proceeding have been paid or that a payment sched-
ule or other form of settlement has been agreed upon. The
sanctions were based on findings that Grimstad failed to
pay a $36,874 NYSE arbitration award.

Gulf Financial Services, Inc. (Mobile, Alabama) submit-
ted an Offer of Settlement pursuant to which the firm was
fined $11,500. Without admitting or denying the allega-
tions, the firm consented to the described sanction and to
the entry of findings that it failed to file Municipal
Securities Rulemaking Board (MSRB) Form G-37 within
30 days after the end of the quarter and filed an inaccurate
Form G-37. The findings also stated that the firm allowed
an individual to act as a municignl securities principal
without heing registered as such with the NASD.

Lamar Jones (Registered Representative, Philadelphia,
Pennsylvania) was fined $5.000, suspended from associa-
tion with any NASD member in any capacity for one year,
and required to pay $460 in restitution to a member firm.
The sanctions were based on findings that Jones pledged a
laptop computer that was the property of his member firm
as corlnlcra for a personal loan without the knowledge or
consent of his member firm.

David A. Nahmias (Registered Representative,
Memphis, Tennessee) was fined $30,000 and barred from
assoctation with any NASD member in any capacity. The
sanctions were based on findings that, unbeknownst to his
member firm, Nahmias catered into an agreement with
public customers to reimburse them $ 102,480 for losses
incurred in their account and provided them with a check
that was not honored at his bank due to insufficient {unds.
Nahmias also failed to respond to NASD requests for
information.

Victor B. Ponder {Registered Representative, Big Bend
National Park, Texas) submitted a Letter of Acceptance,
Waiver and Consent pursuant to which he was fined
$9,500, barred from association with any NASD member
in any capacity, and required to pay $18,000 in restitution
1o the appropriate parties. Without admitting or denying
the allegations, Ponder consented to the described sanc-
tions and to the entry of findings that he executed unautho-
rized purchase and sale transactions in the accounts of
public custoniers without the customers’ knowledge or
consent and without having obtained a written third-party
authorization allowing a customer’s son lo direct trades.
The NASD also found that Ponder exercised discretion in
the account ol a public customer without having obtained
prior written authorization from the customer and prior
writlen aceeptance of the account as discretionary by his
member firm.

Michael C. Sealey (Registered Representative, Baton
Rouge, Louisiana) was ined $220,000, barred Irom asso-
ciation with any NASD member in any capacity, and
required to pay $592,880.50 in restitution to the appropri-
ate parties. The xanctions were bised on lindings that
Sealey converted $592,880.50 in customer funds for his
own use and benefit without the customens” knowledge or
consent and prepared and distributed a least 16 (alse cus
tomer account stateaents in an effort 1o conceal the con-
version of funds. Sealey also removed a conlirmition
statement from the mintbox of a public custoimer and lalsi-
fied the books and records of s member firm by provid-
ing the firm with o fichtious mathing address fora public
customer. In addition, Sealey engaged inan unauthorized
sale ol stock in the account of a public customer and
Tatled to respond to NASD requests for information,

Dislrict 6—~Texas

June Actions
None
July Actions

George E. Dullnig and Co. (San Antonio, Texas) and
George R. Dullnig (Registered Principal, San Antonio,
“Texas) submitted an Offer of Settlemen pursuant w which
they were fined $25,000, jointly and severally. Dullnig
alse wits suspended trom association with any NASD
memher as i geacrl secunties principal for 30 busimess
days and required to requalily by exam as a general secun-
ties principal. Without adatting or denying the allega-
tions, the respondents consented 1o the described sanctions
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and to the entry of findings that the (i, acting through
Dulinig, failed to disclose on customer confirmations the
amount of remuneration it received concerning the sale of
securities. The NASD also found that the firm, acting
through Duflnig, failed 1o establish and maintain a system
to supervise the activities of an individual and failed to
maintain adequate writlen supervisory procedures 10 pre-
vent and detect private securities transactions and oulside
husiness activilies.

Taylor, Pruitt & Sylvester, Inc. (Houston, Texas),
Charles Weldon Taylor, Jr. (Registered Principal,
Houston, Texas), Alvin Pruitt, Jr. (Registered
Principal, Houston, Texas), and Jerry Moore Hill
(Registered Principal, Dallas, Texas) submitted a Letier
of Acceptance, Waiver and Consent pursuant to which
they were fined $10,000, jointly and severally. Without
admitting or denying the allegations, the respondents con-
sented to the described sanction and to the entry of find-
ings that the finn, acting through Taylor, Prui, and Hill,
conducted a sceurities business while failing o maintain
its minimum required net capital.

Robert Joseph Becker (Registered Representative,
Dallas, Texas) submitted a Letter of Acceptance, Waiver
and Consent pursuant 10 which he was fincd $5,000, sus-
pended from association with any NASD member in any
capacily for one week, and required to requalify by exam.
Without admitting or denying the allegations, Becker con-
sented to the described sanctions and to the entry of find-
ings that he executed unauthorized transactions in the
account of a public customer.

Richard W. Wells, Sr. {Registered Representative,
Rockwall, Texas) submitied an Offer o!PSclllcmcnl pur-
suant 1o which he was fined $41,800, suspended from
association with any NASD member in any capacity lor 10
business days, and required to pay $41,800 in restitution
which will be cmdilcﬂ towards the fine. Without admitting
or denying the allegations, Wells consented to the
described sanctions and to the entry of findings that he
recommended the purchase of warsants to a public cus-
tomer without having reasonable grounds to believe that
the transaction was suitable for the customer in light of the
speculative nature of the security, the customer's age,
linancial status, needs, and investment objectives. The
findings also stated that Wells effected the purchase of the
wilrrants on margin in a customer’s account withoul hav-
ing been authorized to effect margin transactions and with-
out 3 duly executed margin agreement. The NASD found
thit Wells effected unauthorized transactions in another
customer’s account without the customer’s knowledge or
consent, exercised control over the account, and recom-
mended the unauthorized transactions without having rea-
sunable grounds to believe that such recommendations
were suitable for the customer in light of the nature of the
uptions; the size and frequency of the transactions; and the
customer’s financial situation, needs, and investment
objectives.

Richard W. Wells, Sr. (Registered Representative,
Rockwall, Texas) submitted an Offer of Settlement pur-
suant to which he was fined $15,000, ordered to disgorge
$11,774.50 in commissions, required to pay $12,686.50 in
restilution to customers, and suspended from association
with any NASD member in any capacity for 20 business
days. Without admitting or denying the allcgations, Wells
consented to the described sanctions and to the entry of
lindings that he effected options transactions in the
accounts of public customers without obtaining the appro-
priate documentation and the necessary account approval,
The lindings also stated that Wells effected unsuitable
uptivns transactions in these accounts.

August Actions
None
District 7—Flonda, Georgia, North Carolina, South

Carolina, Puerto Rico and the Canal Zone, and the
Virgin Islands

June Actions

Litwin Securities, Inc. (Miami Beach, Florida) and
Hurold A. Litwin (Registered Principal, Miami Beach,
Florida) were fined $25,000, jointly and severally, and
Litwin was barred from association with any NASD mem-
ber ats a financial and operations principal. The NBCC

allirmed the sanctions following appeal of an Atlanta
DBCC decisian. The sanctions were based on lindings that
the firm, acting through Litwan, filed inaceurate FOCUS
Part Tand 1A reports and submitted (alse and misleading
financial documents to the NASD. The firm, actin,

through Litwin, atso failed 1o maintan current and accu
rate books and records and conducted a securities business
while tailing to maintain its minimum required net capital
“The lirm, acting through Litwin, failed 10 give notice of the
capital deficiency to the SEC and the NASD.

This action has been appealed to the SEC and the sanc-
tions, other than the bar, are not in effeet pending consider-
ation of the appeal.

July Actions

sateway Financial Group, Inc. (Boca Raton, Florida),
Lisa K. Paige (Registered Principal, Boca Raton,
Florida), Joseph J. Giuliano (Registered Principal,
Hallandale, Florida), and Howard A. Cass {Registered
Principat, Boca Raton, Florida) submitied an Offer of
Settlement pursuant 1o which the firm and Paige were fined
$10,000, jointly and severally. The firm was suspended
from participating in the privite placement of securities for
one year and ordered to disgorge $25,000 in commissions.
Paige was suspended (rom association with any NASD
member as a general sceurities principal for 30 days and
ordered to requalify by exam as a general securities prinei-
pal. Cass was fined $5,000, suspended from association
with any NASD member as a general securities principal
for 30 days, suspended from association with any NASD
member as a general seeuritics sales representative for 15
days, ordered 10 requalify by exam as a general securities
sales representative, and ordered to disgorge $29,000 in
commissions. Giuliano was fined $5,000, suspended from
association with any NASD member as a general securities
principal for |5 days, suspended from association with any
NASD member as a financial and operations principal for
10 days, and ordered 1o requalify by exam as a general
securilies principal.

Without admitting or denying the allegations, the respon-
dents consented to the deseribed sanctions and to the entry
of lindings that the firm, acting through Paige and Cass,
paticipated in a best efforts, private placement offering in
which the offering memorandum amr subscription agree-
ment contained material omissions and/or was materiatly
false and misleading. The findings also stated that the firm,
acting through Paige and Giuliano, failed to establish and
promptly transmit customer subscription funds to a bank
escrow account. The NASD found that the firm, actin;
through Paige and Giuliano, failed to terminate an offering
and return investor funds when it did not receive the
reguired minimum amount, when the offering period was
extended, and when sales of half-units were made to
investors. The NASD also determined that Paige and
Giuliano failed to disclose the firm’s participation in an
offering when asked by the NASD staff.

Thomas N. Dawson, I1I (Registered Representative,
Naples, Florida) submitted an Offer of Settlement pur-
suant to which he was suspended from association with
any NASD member in any capacity for two years. Without
admitting or denying the allegations, Dawson consented to
the described sanction and to the entry of findings that he
engaged in privale securitics transactions that were outside
the regular course or scope of his employment with his
member firm and failed to provide written notice to, or
obtain approval from, his member firm.

David F. Sowers (Registered Representative,
Coralvitle, fowa) submitted a Letter of Acceptance,
Waiver and Consent pursuant lo which he was fined
$100,000 and barred from association with any NASD
member in any capacity. Without admitting or denying the
allegations, Sowers consented to the described sanctions
and to the entry of findings that he obtained $130,000
from life insurance policies of three public customers
without their knowledge or authorization. The NASD
determined that Sowers used the funds to pay premiums
on several insurance policics owned by a public customer
and retained $3,000 to reimburse himself for personal
funds he had used to pay premiums on insurance policies
owned by the customer.

Franklin N. Wolf (Registered Principal, New Vernon,
New Jersey) submitted an Offer of Settlement pursuant (o
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which he was tined $500,000 and barred from association
with any NASD member in any capacity. Without admit-
ting or denying the allegations, Wolf consented to the
deseribed sanctions and to the eatry of lindings that he
cffected transactions in a common stock at prices that were
unfaair and not reasonably retated w the prevailing market
price of the securities and engaged in fraudulent and
deceptive practices in connection with the transactions.

August Actions

Byron M. Britt (Registered Representative,
Greenshoro, North Carolina) submitted an Offer of
Settlement pursuant to which he was barred [rom associa-
tion with any NASD member in any capacity with the
nght 1o reapply lor association with a member after three
years, Without admitting or denying the allegations, Britl
consented to the described sanction and to the entry of
lindings that he forged the signatures of five customers on
forms used to borrow money from insurance policies.

James A. Crumrine (Registered Representative,
Winter Park, Florida) was fined $20,000 and barred from
association with any NASD member in any capacity. The
sanctions were based on findings that Crumrine failed to
respond to an NASD request for information.

Charles E. Kautz (Registered Representative,
Clearwater, Florida) was fincd $5,000 and suspended
from assaciation with any NASD member in any capacity
for 30 duys. The SEC aflirmed the sanctions following
appeal of a July 1995 NBCC decision. The sanctions were
based on findings that Kautz caused seven registered repre-
sentatives under his supervision to list their names (alsel

as the representative of record on applications for annuitics
that he sold.

Christopher J. Maikisch (Registered Representative,
Deltona, Florida) was fined $25,000 and barred from
association with any NASI member in any capacity with
the right to reapply to become associated with a member
alter two years. The sanctions were based on findings that
Maikisch effected an unauthorized transaction in a public
customer’s account and failed to respond to NASD
requests for information.

Matthew E. Major (Registered Representative,
Deerfield Beach, Florida) submitted a Letter of
Acceptance, Waiver and Consent pursuant to which he
was fined $5,000 and suspended from association with any
NASD member in any capacity for six months. Without
admitting or denying the allegations, Major consented to
the descnibed sanctions and to the entry of findings that he
signed a customer’s name (o an application to convert the
customer’s term life insurance policy to a whole fife insur-
ance policy. The findings also stated that Major signed the
name of the same customer's wife to an application for
whole life insurance without authorization.

Wayne C. Rasch (Registered Representative, Athens,
Georgia) was fined $20,000, barred from association with
any NASD member in any capacity with the right to reap-
ply after one year, and required to requalify by exam asa
general secunities representative. The sanctions were based
on findings that Rasch engaged in private securities trans-
actions outside the regular course or scope of his registra-
tion with his member firm without providing written notice
to or obtaining approval from the firm. Rasch also failed to
respond to NASD requests for information.

Jeffrey W. Shelton (Registered Representative,
Tallahassee, Florida) was fined $20,000 and barred from
association with any NASD member in any capacity with
the right to reapply to become associated after one year.
The sanctions were based on findings that Shelton failed to
respond to NASD requests for information.

Bodo B. Weber (Registered Representative, Los Altos,
California) was tined $20,000 and barred from association
with any NASD member in any capacity. The sanctions
were based on findings that Weber failed to respond to
NASD requesits for information. Weber also effected unau-
thorized transactions in the account of a public customer.

District 8—lllinois, Indiana, Michigan,.part of upstate
New York (the counties of Livingston. Monroe, and
Steuben, and the remainder of the state west of such
counties), Ohio and Wisconsin
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June Actions

Leontina M. Cieply (Associated Person, Westland,
Michigan) submitied an Offer of Settlement pursuant to
which she was fined $50,000 and barred from association
with any NASD member in any capacity. Without admit-
ting or denying the allegations, Cicply consented to the
described sanctions and to the entry of findings that she
participated in the offer and sale of securities to public
custoniers on a privaie basts and failed to give prior wril-
ten notice o, and obtain pnor written authorization from,
her member firm to engage in such activitics

Sheldon Clifton (Registered Representative, Battle
Creek, Michigan) submitted a Letter of Acceplance,
Waiver and Consent pursuant to which he was fined
$15,000 and barred from association with any NASD
member in any capacity. Without admitting or denying the
allegations, Clhilton consented to the described sanctions
and 1o the entry of findings that he participated in the offer
and sule of securitics to public customers on a private basis
and failed to give prior written notice to, and obtain prior
wrilten authorization from, his member firm lo engage in
such activities.

John N. Salerno (Registered Representative, Chicago,
Hlinois) submitted an Offer of Settlement pursuant to
which he was fined $10,000 and suspended from associa-
tion with any NASD member in any capacity for five busi-
ness days. Without admitiing or denying the allegations,
Salero consented to the described sanctions and to the
catry of findings that he sold and purchased securitics for
customer accounts without their knowledge or consent and
without written or oral authorization to exercise discretion
in the accounts.

Gerald James Stoiber (Registered Representative,
Mokena, Illinois) was fined $450.000), suspeaded from
association with any NASD member in any capacity for
six months, and required to pay $450,000 tn restitution to
public customers. However, the fine may be reduced by
any amounts Stoiber pays int restitution 1o public
customens. The NBCC imposed the sanctions following
appeal of a Chicago DBCC decision. The sanctions were
hased on findings that Swiber engaged in private securities
transactions while failing to give prior writien nolice 1o,
and obtain prior wrilien approval from, his member firm to
engage in such activities.

Stotber has appealed this action o the SEC: the sanctions
arc not in effect pending comsideration of the appeal.

Paul R. Tautvaisas (Registered Representative, Indian
Head Park, Illinois) submitted &t Letier of Acceptance,
Waiver and Consent pursuant to which he was fined
520,000 and barred [rom association with any NASD
member in any capacity. Without admiting or denyimg the
allegations, Tautvaisas consented (o the deseribed sane
tions and to the entry of tindings it he exercised disere
tion in the account of @ public customer and Failed
obtain written authorization from the customer and writien
acceptance of the discretionary authority by his member
lirm.

Phillip R. Cox (Registered Representative, Lebanon,
Ohio} submitted an Offer of Settlenment puesuant to wiich
he was fined $15,000. Without admitting or denying the
allegations, Cox consented 1o the deseribed sanction aml o
the entry of tindings that he offered and sold to investory
shares of stock and failed to provide prior written notice to
or receive authorization from his member linm o partics
pate in these transictions.

July Actions

A.R. Baron & Co., Ine. (New York, New York) and
Andrew Bressman (Registered Principal, New York,
New York) submtted an Offer of Scttlement purswant o
which they were hined $1LO00, joinly and severadly.,
Without admating or denying the allegations, the respon-
dents consented (o the deseribed sanction and to the entey
ol findings that the e and Bressman Euled to respond
fully to NASD requests Tor informiation.

Madison Financial Group, tnc. (Chicago, ineis) sub-
mitied an Oller of Settbement pussuant to which the i
wis fined ST0.000. Without admitting or denying the alle-
wations, the frm consented 1 the deseribed sanction and to
the entry of hndings that it conducted a secunties business
while Luhag o maintain its mmimum eqmred ne capital,
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The NASD also found thiu the firm fatled 10 comply with
the terms of its restrictive agreement with the NASD.

Erik Joseph Anderson (Registercd Representative,
Peorin, Hlinois) submitted a Letter of Acceplance, Waiver
and Consent pursuant to which he was fined $100,000 and
harred from association with any NASD member in any
capacity. Without admitting or denying the allegations,
Anderson consented to the described sanctions and 1o the
entry of findings that Anderson recommended the purchase
andfor sale of options contracts to public customers with-
oul having a reasonable basis for believing that the options
transactions were suitable for the customers based on the
information disclosed to him conceming the customers’
investment objectives, financial situations, and needs.

Furthermore, the NASD determined that at the time
Anderson recommended the opening transactions in the
options contracts to public customers, he did not have
reasonable basis for believing that the customers had such
knowledge and experience in financial matters that they
could be reasonably expected to be capable of evaluating
the risks of the recommended transactions, and be finan-
cially able 1o bear the risks of the recommended positions
in the options contracts. The NASD also determined that
Anderson failed to respond to NASD requests for infor-
mation.

Willie Lee Wyatt (Registered Representative, Gary,
Indiana) was fined $10,000 and barred (rom association
with any NASD member in any capacity. The sanctions
were based on lindings that Wyatt received $1,932.15
from a public customer with instructions to use the lunds
for variable insurance policies. Wyatt failed to follow sad
instructions and used the Tunds for a purpose other than the
henefit of the customer,

August Actions

Rosario O. Caldarazzo (Associated Person,
Westchester, Iinois) submitted a Letter of Aceeptance,
Waiver and Consent pursuant to which e was fined
$20.000 and barved from association with any NASD
member in any capacity. Without adiitting or denying the
allegations, Caldarazzo consented to the deseribed sane-
tions and to the eatry of lindings that he signed the names
of public customers o insurnee applications causing the
cash vithues in their existing policies 1o be used for pur-
chasing the new policies without the customers® know)
edge or comsent.

Chicago Partoership Board, Ine. (Chicago, Nlinois) and
Jumes R, Frith, Jr. (Registered Principal, Chicago,
inois) submitted an Offer of Settlement pursuant (o
which the firm was lined $27,500 and Frith was fined
$27.500. Without admitting or denying the allesations. the
respondents consented to the deseribed simctions and
the entry of findings that the firm, acting through Frith,
elfeeted the purchases and/or sales of limited partnership
interests at prices that were not Gur and reasonable under
the circumstances.

Gerard . Miller (Registered Representative,
Waupaca, Wisconsin) submitted a Letter ol Acceptane.
Waiver and Consent pursuwaat o which he wan fined
S350, bisered from association with any NASD member
nany capacily, and required to pay $7.500 i restitution o
acustomer, Without almitting or denying the allegations,
Miller consented to the deseribed sanctions and o the
entry of lindings that he requested that his member hng
wsue i $7.500 Toan cheek o a public customer from the
customer’s insuranee policy. The NASD found that Mille
obtztined and endorsed the cheek. deposited it i an
account in which he had a benelicial interest, and used the
tunds for somme purpose other than or the benefit o the
customer without the custoiner’s knowledge or consent.

Craig ‘Thomas PulT (Registered Representative,
Warren, Michigan) submitted i Letier of Aceeptance,
Waiver and Consent pursuant 1o which he was tined
$6.000 ant baarved from association with any NASD mem-
ber inany capacity. Without admitting or denying the alle-
amtions, Pulf consented 1o the described sanctions and 1o
the ety of findings that he panticipated in the ofler and
satfe ol securities to public customers on a private basis and
failedd @ give prior written notice to, and o abtaia prior
written authonzation from, s member i o engage in
stich activities,

Lawrence C. Schmelzer (Registered Principal, Shaker
Heights, Ohio) submitted an Offer of Settlement pursuant
to which he was fined $7,500 and suspended from associa-
tion with any NASD member in any capacity for 15 busi-
ness days. Without admitting or denying the allegations,
Schmelzer consented to the described sanctions and to the
eatry of findings that he acted as a general securities prin-
cipal without being registered or qualified. The findings
also stated that Schmelzer failed to respond to NASD
requests for information.

District 9—Delaware, District of Columbia, Maryland,
southern New Jersey (the counties of Allantic,
Burlington, Camden, Cape May, Cumberland,
Gloucester, Mercer, Ocean, and Salem), Pennsylvania,
Virginia, and West Virginia

June Actions
None
July Actions

Dwain P. Fugate (Registered Representative, Erie,
Pennsylvania) submitted a Letter of Acecptance, Waiver
and Consent pursuant to which he was fined $100,000,
barrcd from association with any NASD member in any
capacity, and required to pay restitution to customers,
Without admitting or denying the allegations, Fugate con-
seuted to the deseribed sanctions and to the eatry of find-
ings that he received $61.879 from public customers to be
applied to the payment of insurance policy premiums. The
NASD determined that Fugate converted the funds for his
own use and benefit and then provided the policy holders
with false satements showing that the funds had been
applicd to the payment of their policy premiums.

Donald L. Gilberg (Registered Representative,
Pittshurgh, Pennsylvania) submitted an Offer of
Settlement pursuant to which he was lined $5,000 and
suspended from association with any NASD member in
any capacity for 30 days. Without admitting or denying the
allegations, Gilberg conseated (o the described sanctions
and to the entry of lindings that be placed the signature of
public customers on a life insurance enrollment form, a
consent and disclosure letter, and a withdrawal authoriza
tion fonm without the customens” knowledge or consent
and submiitted the forms to his member Girm as il the signa-
lures were genuing.

Rodncy 1. Lee (Registered Representative, Lynchburg,
Virginia) submitted an Offer of Settlement pursusint 10
which he was fined $2,500, suspended from association
with any NASD member in any capacity for three months,
and required to pay 510,000 in eestitution t an individual.
Withott admitting or denying the allegations, Lec consent-
e to the deseribed sanctions and 1o the eatry of lindings
that he borrowed $10,000 fram a public customer and mis-
represented (o the custorer that he would repay the loan.
The NASD found that Lee wrote two chechs totaling
$10.225 and when the customer attempted 1o cash the
chicehs, his bank would not hosor them due 1o insullicient
tunds.

"ashko Mraaci (Registered Principal, Yonkers, New
York) submitted & Letier of Acceptance, Waiver and
Consent pursuant to which he was barred from association
with iy NASE member n any capacity. Without adnut
ting or denying the alfegations, Mrmact consented (o the
deseribed sanction and 10 the entry of lindings that he wok
the Senes 7 exam lor another individual,

Stephen M. Phelps, Sr. (Registered Representative,
Rusthurg, Virginia) submiticd an Olfer of Setilemen
pursuant (o which he was tined $20,000 and barred from
assoctation with any NASD meniber in any capacity
Witlout admitting or denying the allegations, Phelps con
sented o the described sictions and to the entry of find-
ings that he failed o vespomd 10 NASE requests for
inlarmuation about his termination from a member lirm.

David A, Roth (Registered Representative, Centreville,
Virginia) submitted an Otfer of Settfement pursuant 10
which he was fined $5.000 and barred from association
with any NASD wember in any capacity. Wathout adunl
ting vr denying the ategations, Roth cansented to the
described sanctions and 1o the entry of lindings that he
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falsified account statements of public customers by reflect-
ing corrections that hud not occurred.

Michael P. Tchou (Registered Representative, North
Potomac, Maryland) submitted an Offer of Settlement
pursuant to which he was tined $5,000 and barred from
association with any NASD member in any capacity.
Without admitting or denying the allegations, Tchou con-
sented to the described sanctions and to the entry of find-
ings that he withdrew $600 from a cash drawer under his
cotrol as an employee at a bank and converted the funds
for his own use.

August Actions

Carl A. Marbury (Registered Representative,
Pittsburgh, Pennsylvania) was fined $30,000 and barred
Irom association with any NASD member in any capacity.
The sanctions were based on findings that Marbury
received $1,700 from a public customer for investment
purposes, but instead, retained the funds for his own use
and benefit. Marbury also failed to respond to NASD
requests for information.

Eric J. Snee (Registered Representative, Dayton, New
Jersey) was fincd $20,000 and barred from association
with any NASD member in any capacity. The sanctions
were based on findings that Snee failed to respond to
NASD requests for information.

District 10—the five boroughs of New York City and the
adjacent counties in New York (the counties of Nassau,
Orange, Putnam, Rockland, Suffolk, Westchester) and
northern New Jersey (except for the counties of Atlantic,
Burlington, Camden, Cape May, Cumberland,
Gloucester, Mercer, Ocean, and Salem)

June Actions

Roland Acevedo (Registered Representative, New
York, New York) submitted an Offer of Settlement pur-
suant to which he was fined $75,000, suspended from
assoctation with any NASD member in any capacily lor
60 days, and required to requalify by exam. Without
admitting or denying the allegations, Acevedo consented
to the described sanctions and to the entry of findings that
he functioned as a general securities representative with-
out being registered with the NASD. According to the
lindings. Acevedo failed to pass the required exam,
solicited and opened new accounts, executed securities
transactions for public customers, and generated about
$35,000 in commissions.

Roy Ageloff (Registered Representative, Staten Island,
New York) submitted an Offer of Settlement pursuant to
which he was fined $7,500 and suspended from association
with any NASD member in any capacity for five business
days. Without admitting or denying the allegations,
Ageloff consented to the described sanctions and to the
entry of findings that, in contravention of the NASD Board
ol Governors Free-Riding and Withholding Interpretation,
Ageloff failed to make a bona fide public distribution of
common stock in that he effected the sale of units toa
restricted account.

Kcith L. DeSanto (Registered Representative, New
York, New York) was fined $15,000, suspended from
assuciation with any NASD member in any capacity for
five days, and required to requalify by exam in all capaci-
tics, The United States Court of Appeals for the Second
Circuit affirmed the sanctions following appeal of a June
1995 SEC decision. The sanctions were based on findings
that DeSanto caused securities transactions to be effected
n the accounits of two public customers without their
knowledge, authorization, or consent.

John James Garahan (Registered Representative,
‘Toms River, New Jersey) submitted an Offer of
Scltlement pursuant to which he was fined $5,000 and
barred from association with any NASD member in any
capacity. Without admitting or denying the allegations,
Giarshan consented to the described sanctions and to the
cmry of findings that, by using his position at the securities
aperations division of a bank, he caused checks totaling
$14,927.89 to be issued to his brother-in-law and caused
an cniry to made in the bank’s accounts receivable to off-
set the checks. The findings also stated that Garahan failed
1o respond to NASD requests for information.

Bernard Pace (Registered Representative, Staten
Island, New York) submitted a Letter of Acceptance,
Waiver and Consent pursuant to which he was fined
$31,000 and barred from association with any NASD
member in any capacity. Without admitting or denying the
atlegations, Pace consented to the described sanctions and
o the entry of findings that he prepared and submitied to
his member firm falsified life insurance applications.

Inga Marie Werlitz (Registered Principal, Westbury,
New York) submitted a Letter of Acceptance, Waiver and
Consent pursuant to which she was fined $100,000, barred
from association with any NASD member in any capicity.
and required to pay restitution. Without admitting or deny-
ing the allegations, Werlitz consented to the described
sanctions and to the entry of findings that she wrole iwo
checks totaling $18,100 that were drawn against the
accounts of public customers and, thereafier, credited the
accounts by debiting funds from another customer’s
account. The findings also stated that Werlitz executed
unauthorized transactions in a public customer’s accounts.

Walter Durchhalter (Registered Princirnl, Middle
Village, New York) submitted a Letter of Acceptance,
Waiver and Consent pursuant to which he was fined
$10,000 and required to qualify for Series 24 registration.
Without admitting or denying the allegations, Durchhalter
consented to the described sanctions and to the entry of
findings that he served in a capacity which required a
Series 24 re%islmlion. but failed 10 qualify for Series 24
registration by exam.

Salvatore Lauria (Registered Representative, New
York, New York) submitted a Letter of Acceptance,
Waiver and Consent pursuant to which he was fined
$10,000 and required to qualify for Series 24 registration,
Without admituing or denying the allegations, Lauria con-
sented to the described sanctions and to the enry of lind-
ings that he failed to qualify for Series 24 registration by
exam.

July Actions

Stratton Oakmont, Inc. (Lake Success, New York) was
fined $20,000 and ordered to submit to the NASD, and
thereafter utilize in its settlement agreements, a form of
Offer of Scitlement containing non-disclosure and confi-
dentiality clauses, if any, acceptable to the NASD. The
firm also is required, upon request by the NASD in con-
nection with the NASD's investigative duties, to identifiy
customers that should be released from settlement agree-
ments that impose conditions on a customer’s ability 1o
provide information to the NASD. The NBCC imposed the
sanctions following appeal of a New York DBCC deci-
sion. The sanctions were based on findings that the firm
prepared, utilized, and executed agreements when settling
customer complainls that preclude, restrict, or condition
customers’ ability to cooperate with the NASD in connec-
tion with its investigation of customer complaints. The
firm also failed to release a public customer from the
restrictive provisions of a settlement agreement that pre-
cluded, restricted, and/or conditioned the customer from
cooperating in an NASD investigation.

This action had been appealed to the SEC and the sanc-
tions are not i effect pending consideration of the appeal.

Craig Irwin Deitchman (Registered Representative,
Brookiyn, New York) was fined $20,000 and barred from
association with any NASD member in any capacity. The
sanctions were based on findings that Deitchman failed to
appear at the NASD for on-the-record interviews about his
activities and aftiliations with an unregistered broker/deal-
er.

Wayne Thomas Drinkwine (Registered Representative,
Eastport, New York) was fined $100,000, barred from
association with any NASD member in any capacity, and
required Lo pay $41,254.22 in restitution to a customer.
The sanctions were based on findings that Drinkwine
received from a public customer checks totaling
$45,654.22 for investment purposes, failed to deposit the
funds in the customer's account and, instead, endorsed the
checks and converted the funds for his personal use.
Drinkwine also failed to appear at the NASD for on-the-
rﬁecord interviews about his termination from a member
.

National Association of Securities Dealers, Inc.

Christopher Frederick Fallon (Registered
Representative, Bridgeport, Connecticut) was fined
$20,000 and barred from association with any NASD
smember in any capacity. The sanctions were based on
findings that Fallon failed to appear at the NASD for on-
the-record interviews about a customer complaint.

Gene Todd (Registercd Representative, Chula Vista,
California) was fined $30,000 and barred from association
with any NASD member in any capacity. The sanctions
were based on findings that Todd failed to appear at the
NASD for on-the-record interviews.

Juan Bautista Torres {Registered Representative,
Bronx, New York) was fined $25,091.65 and barred [rom
association with any NASD member in any capacity. The
sanctions were based on findings that Torres collected
from policyholders $91.65 for preniium payments, failed
10 depusit the funds in the policyholders’ accounts and,
instead, converted the funds for his own use. Torres also
failed to respond to NASD requests for information.

Andrew V, Vellios (Registered Representative,
Brooklyn, New York) was (ined $58,500, barred from
association with any NASD member in any capacity, and
ordered 10 pay $7,764 in restitution to a member firm. The
sanctions were based on findings that Vellios submitted to
his member firm 31 insurance policy applications, 29 that
were for fictitious persons or for persons who did not
reside or work at the addresses listed on the application,
and checks which were all dishonored by the banks.
Submission of the false applications and checks to his
member firm caused Vellios to receive approximately
$7,764 in commissions to which he was not entitled.
Vellios also failed to respond to NASD requests for infor-
mation.

August Actions

Mayer A. Amsel (Registered Principal, Brooklyn, New
York) was fined $100,000 and barred from association
with any NASD member in any capaity. The SEC
affirmed the sanctions following appeal of a June 1995
NBCC decision. The sanctions were based on findings that
Amsel, as a part of a continuing scheme to conceal the true
ownership of securities, caused seven fictitious accounts to
be established at his member firm and prepared false pur-
chase and sales memoranda, thereby having his member
firm’s books and records reflect purchase and sales trans-
actions in the fictitious accounts. In a scheme to unjustly
enrich family-related accounts and himself, Amse! bought
common stock from a customer account at his member
firm and sold it to the family-related accounts at prices that
were at or below the market. He also caused the same
stock to be purchased from the family-related accounts al
prices thal were at or above the market and sold the stock
10 either his member firm’s trading account or to other
broker/dealers, resulting in an unjust profit in excess of
$55,000 for the family-refated accounts. Amsel instructed
his member firm’s clearing firm to issue checks to the fam-
ily-related accounts and have them delivered to him osten-
sibly for redefivery to the proper party. Whenever Amsel
needed money, he endorsed some of the checks by signin
the payees’ names and negotiated the checks through thi
parties such that he received the proceeds and/or the bene-
fits of the checks for his own use without notifying his
member firm of his interest in the accounts, Furthermore,
Amsel interpositioned the family-related accounts between
the customer account and/or his member firm and the best
available market and failed to time stamp order tickets.
Amsel also failed to note on order tickets his checking
with other dealers for the best available price and effected
the purchase of shares of common stocks in the account of
a public customer without the customer's prior knowledge
or approval, resulting in a loss of $4,750 when the posi-
tions were liquidated in the account.

A.R. Baron & Co., Inc. (New York, New York) and
John J. McAndris (Registered Principal, Montvale,
New Jersey) submitted a Letter of Acceptance, Waiver
and Consent pursuant to which they were fined $20,000,
jointly and severally. Without admitting or denying the
allegations, the respondents consented to the described
sanction and to the entry of findings that the firm, acting
through McAndris, conducted a securities business while
failing to maintain its minimum required net capital.
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James A, Edgar, Jr. (Registered Principal, Poughquag,
New York) submitted a Letter of Acceptance, Waiver and
Consent pursuant to which he was fined $25,000 and
barred from association with any NASD member in any
caﬂmcily. Without admitting or denying the allegaions,
Edgar consented to the described sanctions and to the entry
of findings that he caused a series of irnde corrections 1o be
effected for customer discretionary accounts by removing
shares of profitable securitics from customer accounts and
causing the shares to be transferred to one or more of his
personal securities accounts, resulting in immediate poten-
tial profits of $33,800, i the expense of the customers.

Robert James Laws (Registered Representative, West
Hempstead, New York) was fined $50,000, suspended
from association with any NASD member in any capacity
for 90 days, required to (ﬁsgorgc $10,957.18 in commis-
sions, and ordered 1o requalify by exam. The sanctions
were based on findings that Laws functioned as a regis-
tered representative without being properly registered with
the NASD. Laws also solicited and opened new accounts,
executed securities transactions on behalf ol public cus-
tomers, generated commissions totaling $73,000, and ok
steps lo conceal his misconduct from regulatory authori-
tics.

Joshua Mondschein (Registered Representative, New
York, New York) submitted a Letter of Acceptance,
Waiver and Consent pursuant Lo which he was lined
$10,000. Without admitting or denying the allegations,
Mondschein consented to the described sanctions and to
the entry of findings that he dirccted another employee to
sign a public customer's name to a reinstatement applica-
tion for a term life insurance policy without the knowledge
or consent of the customer.

John Pantelis (Registered Representative, Valley
Stream, New York) was fined $20,000, barred from asso-
ciation with any NASD member in any capacity, and
required to pay $54.463 in restitution to a member firm.
‘The sanctions were based on lindings that Pantelis exceut-
cd options transactions in the account ol a public customer
without the customer’s knowledge or consent. Pantelis
also failed to respond to NASD requests for information,

District 11—Connecticut, Maine, Massachusetis, New
Hampshire, Rhode Island, Vermont, and New York
(except for the counties of Nassau, Orange, Putnam,
Rockland, Suffolk, Westchester, the counties of
Livingston, Monroe, and Steuben: the remainder of the
state west of such counties; and the five boroughs of
New York City)

June Actions

Louis A. Beckerman (Registered Representative,
Newton, Massachusetts) submitted a Letter of
Acceptance, Waiver and Consent pursuant to which he
was lined $25,000 and barred from association with any
NASD member in any capacity. Without admitting or
denying the allegations, Beckerman consented 1o the
described sanctions and to the entry of findings that he
converted for his own use and benefit funds taling
$39,183 that were intended Tor investment in eentificates of
deposil.

Carl W. Goings (Registered Representative,
Springficld, Vermont) submitied o Letter of Acceprance,
Waiver and Consent pursuant to which he was lined
$5.000 and barred from association with any NASD mem-
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ber in any capacity. Without admitting or denying the all-
gations, GoinFs consented to the descnibed sanctions and

to the entry of findings that he misappropriated for his own
use and benefit msurance customer funds totaling $720.30.

Joseph G, Hartshorne (Registered Representative,
Loudonville, New York) submitted an Offer of
Settlement pursuant to which he was fined $30,000 and
barred from association with any NASD member in any
capacity. Without admitting or denying the allegations,
Hartshorne consented to the described sanctions and to the
cniry of lindings that he improperly used customer funds
totaling $2,465.56 for his own use and beneit. The find-
ings also stated that Hartshorne failed to respond to NASD
requests for mformation.

Joseph K. Norton (Registered chrescnlnlive,
Wrentham, Massachusetts) submited a Letter of
Acceplance, Waiver and Consent pursuant to which he
was fined $7,500 and barred from asseciation with any
NASD member in any capacity. Without admitting or
denying the allegations, Norton consented to the described
sanctions and to the entry of Iindm%s that he forged an
insurance agent’s signature on live life insurance commnus-
sion checks made payable to the agent, co-signed each,
and deposited them into his account wherein he withheld
and misappropniated for his own use and benefit proceeds
lotahing $1,409.69.

July Actions

Nolan Securities Corporation (Satisbury, Connecticut),
Terrence M. Nolan (Registered Principal,
Southampton, New Yocrli(). and Anthony P. Hoag
(Registered Principal, Lakeville, Connecticut) submit-
ted a Lener of Acceplance, Waiver and Consent pursuant
to which they were fined $22,(00, jointly and severally.
Without admitting or denying the allegations, the respon-
dents consented 1o the described sanction and to the entry
of findings that, in contravention of the Board of
Governors Free-Riding and Withholding Interpretation,
the lirm, acting through Nolan and Hoag, sold shares of
stock that traded at a premium in the secondary market to
restricted persons.

Cathi O’Neill Collins {Registered Representative,
Omaha, Nebraska) was tined $20,000 and barred from
association will any NASD member in any capacity. The
sanctions were based on findings that Collins failed 10
respond to NASD requests for inlormation about her ter-
nunation from a member .

Michael Sami Daoud (Registered Representative,
Waeston, Massachusetts) submitted a Letter of
Acceptance, Waiver and Consent pursuant o which he
was ined $10.000 and barred from association with any
NASD member in any capacity. Without admitting or
denying the allegations, Daoud consented to the described
sanctions and (o the entry of findings that he misused cus-
tomer funds totahing $80,000 intended for investment in a
mutual fund.

Richard R. Gorton {(Registered Representative, Dracut,
Massachusetts) submitied a Letier of Aceeptance, Waiver
and Consent purstiant to which he was lined $3,000, sus-
pended from association with airy NASD member in any
capacity lor 30 days, and required to requalily by exam.
Without admitting or denying the allegations, Gorton con-
sented (o the described sactions and (o the entry of lind-
ings thitt he signed a customer's name to life insurance
cheeks totaling $421.13. deposited the checks in his per-
sonal bank account. withdrew the fumds, and placed the
cash in an envelope in the customer’s file.

Patrick A. Jalbert (Associated Person, Nnugatuck,
Counecticut) was fined $20,000 and barred from associa-
tion with any NASD member in any capacity. The sanc-
tions were hased on findings that Jalbert withheld and
misappropriated for hus own use and benefit $1,474 in
customer funds representing property and premium pay-
menls, without the knowledge or consent of his member
firm or the customers. Jalbert also failed to respond to
NASD requests for information.

Mariusz Kazimicrczyk (Registered Representative,
Manchester, Massachusetts) was fined gSO.()OO and
barred from association with any NASD member in any
capucily. The sanctions were based on findings that
Kazimierczyk misappropnated customer funds totaling
$10,000 for his own use and beneht.

Garry C. Loomis, Sr. (Associated Person, Lisbon,
Connecticut) was fincd $25,000 and barred from associa-
tion with any NASD member in any capacity. The sanc-
tions were based on findings (hat Loomis made personal
use of customer funds. Loomis also failed to respond to
NASD requests for information.

Nancy L. Rizza (Registercd Representative, Quincy,
Massachusetts) submitted a Letter of Acceplance, Waiver
and Consent pursuant to which she was fined $20,000 and
barred from association with any NASD member in any
capacity. Without admitting or denying the allegations,
Rizza consented to the deseribed sanctions and to the entry
of findings that, without the knowledge or consent of her
member firm, she misappropriated $3,680.03 from the
firm's account.

August Actions
None

Market Surveilliance Commitiee

June Actions
None
July Actions

Danicl Morris Kantrowitz (Registered Representative,
Baca Raton, Florida) submitted an Offer of Settlement
pursuant to which he was fined $10,000. suspended from
association with any NASD member in any capacity for
120 days, ordered to piy $3,625 in restitution o a member
lirm, and required 1o requalify by taking the Series 7 exam.
Without admitting or denying the allegations, Kantrowiis
consented to the described sanctions and (o the entry of
lindings that he engaged in manipulative, deceptive, and
fraudulent conduct in trading a common stock. According
to the findings, Kantrowiz, as it means of compensating a
customer. arranged to sell 29,000 shares of the stock 1o the
customer at the then current bid price of 38, which he then
repurchitsed from the customer at S/8.

August Actions

John Edward Shryack (Registered Principal, Datlas,
Texas) was lined $10,000, suspended from assoctation
with any NASD member in any capacity for hive business
days, and required to requakily by exam as i general secu-
nties representative, The sanctions were based on findimgs
Ut Shryack made neghgent misstitenents and omissions
ol material fact to retnl customens o induce them to place
purchiase orders and commit to investoent decisions
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NASD Regulation Establishes
Toll-Free Number To Report Anti-
Competitive Market-Maker
Behavior

NASD Regulation, Inc., has established
a dedicated toll-free telephone number
in furtherance of its efforts to investi-
gate and discipline market makers who:

« harass other market makers for nar-
rowing the displayed quotations in
The Nasdaq Stock Market;

* harass other market makers for quoting
in size not greater than the minimum
quantities of securities they are required
to trade under NASD Rules; or

» otherwise engage in anti-competitive
conduct.

Any information concerning the above-
described harassment, coordination be-
tween or among market makers of quotes,
trades and trade reports, or concerted dis-
crimination and concerted refusals to deal
by market makers should be brought to
the attention of the Market Regulation
Department by calling (800) 208-2098.

NASD Regulation Establishes
Toll-Free Number To Provide For
Resolution Of Backing-Away
Complaints On A Real-Time Basis

NASD Regulation, Inc., also has estab-
lished a system to permit the resolution
of backing-away complaints on a real-
time basis. If a member firm believes

a market maker has failed to honor its
quotations, it should contact the Market
Regulation Department within five
minutes of the suspected backing-away
incident. A procedure has been created
to address complaints immediately
during the trading day so that valid
complaints may be satisfied with a con-
temporancous trade execution. Any
potential backing-away complaint
should be brought to the attention of
the Market Regulation Department

by calling (800) 925-8156. NASD
Regulation also will continue to accept
and investigate backing-away complaints
recetved off-line.
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Information

Regarding Any items In This Publication

If you have further questions or comments, please contact either the individual listed at
the conclusion of an item or Susan Lang, Senior Writer/Editor, NASD Regulatory &
Complisnce Alert. 1735 K Suvet, NW, Waghington, DC 20006-1500. (202) 728-6969.

Regarding NASD Disciplinary Actions & Histories

If you are a member of the media, please contact NASD Media Relations at (202)
708-8884. To investigate the disciplinary history of any NASD-licensed representa-
tive or principat, call our toll-frec NASD Disciplinary Hot Line at (800) 289-9999.

Regarding Subscription Questions, Prebléms, Or Changes
Member Firms

Please note that the campliance director at each NASD member firm receives a
complimentary copy of the RCA, as does each branch office manager. To change
your mailing address for receiving either of these complimentary copies of RCA,
members need to file an amended Page 1 of Form BD for a main office change or
Schedule E of Form BD for branch offices. Please be aware, however, that every
NASD mailing will be sent to the new address. To receive a blunk Form 8D or
additional information on address changes, call NASD Member Services at (301)
590-6500. For additional copies ($25 per issue, $80 per year), please contact
NASD MediaSourceSM at (301) 590-6142.

Subscribers
To subscribe to RCA, please send a check or money order, payable to the National
Association of Securities Dealers, Inc., to NASD MediaSource, P.O. Box 9403,
Gaithersburg, MD 20898-9403 or. for credit card orders, calt NASD MediaSource
at (301) 590-6142. The cost is $25 per issue or $80 per year. RCA subscribers with
subscription problems or changes may contact NASD at (202) 728-8169.

Other Recipients
Other recipients of RCA who wish to make an address change can send in writing
your correct address with a label (or copy of a label) from our mailing that shows

the current name, address, and label code. Send your request to: NASD, 1735 K
Strect, NW, Washington, DC 20006-1500.
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Center (CCC) for a $5-per-page fee to be paid directly to CCC, 222 Rosewood
Drive, Danvers, MA 01923.
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