0170472008 18:53 FAX 2403885132 LEGAL i 00d/011

FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO, *** 2005000096201

TO:  Department of Market Regulation
Financial Industry Regulatory Authority (“FINRA”)

RE: Southwest Securities, Inc., Respondent
Broker-Dealer
CRD No. 6220

Pursuant to NASD Rule 9216 of the FINRA Code of Procedure, Respondent Southrwest
Securities, Inc. (“SWST™ or the “firm”) submits thiz Letter of Acceptance, Waiver and Consent
(*AWC™) for the purpose of proposing a scttiement of the alleged rule violations described
below. This AWC is submitted on the condition that, if accepted, FINRA will not bring any
future actions against the finm alleging violations based on the same factual findings described
herein.

L

ACCEPTANCE AND CONSENT

In commection with matters 20050000962, 20050017986, 20060055557 and 20060055563, the
staff of FINRA’s Department of Market Regulation (the *staf™) conducted a review of the firm’s
compliance with regulatory requirements for trade reporting of equity securities transactions
during the perods January 1, 2004 through April 30, 2004; January i, 2005 through April 30,
200%; and Janvary 1, 2006 through April 30, 2006, In connection with matter 20050013802, the
staff conducted a review of the firm’s compliance with its obligations to provide best execution
for its customers’ equity securities transactions during the period January 1, 2005 through March
31, 2005. In connection with matter 20050023704, the staff conducted s Teview of ransactions
reported by the firm to the Trade Reporting And Compliance Engine (“TRACE™) during the
period April 1, 2005 through Jualy 30, 2005 for compliance with NASD's rules and regnlations
relating to corporate bond trade repotting. In connection with matter 20050034093, the staff
conducted a review of the firm’s compliance with requirements set out by the Municipal
Securities Rulemaking Board (“MSRB”) with respect to the reporting of municipal securities
transactions during the period April 1, 2005 through July 30, 2005. The staff also reviewed the
firm’s supervisory system and written supervisory procedures concerning timely reporting of
municipal securities transactions.

A. The firm hareby accepts and consents, without admitting or denying the findings, and solely
for the purposes of this proceeding and any other proceeding brought by or on bebalf of
FINRA, or to which FINRA is a party, prior to a hearing and without an adjudication of any
issue of law or fact, to the entry of the following findings by FINRA:

20050000262 (includes 20050013802,
20050017986, 20050023704,
20050034093, 20060058557

and 20060055563) (GMB/TSG)
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BACKGROUND

The fitm has been a member of FINRA (formerly imown a3 NASD) since May 30, 1972 and
its registration remains effective. The finm has the following relevant disciplinary history:

* On June 30, 2006, an AWC became final pursuant to which SWST was
censured and fined, in part, $25,000 for violations of NASD Marketplace
Rule 6230 and NASD Conduct Rule 2114,

FACTS AND VIOLATIVE CONDUCT
atters 20050000962, 20 1 060055557 and 2 055563

1. With respect to 1,551 brokerage orders received by SWST during the period Jaguary 1,
2004 through April 30, 2004; with respect wo 1,454 brokerage orders received by SWST
during the period Fanvary 1, 2005 through April 30, 2005; and with respect to 1,057
brokernge orders received by SWST during the period January 1, 2006 through April 30,
2006, the firm failed to preserve for a period of not less than three yedrs, the first two in
an accessible place, the memorandum of each such order. The conduct described in this
paragraph constitutes separate and distinet violations of NASD Conduct Rule 3110 and
BEC Rule 17a-4.,

2. With respect to 30 brokerage orders received by SWST during the period January 1, 2004
through April 30, 2004 and with respect to 31 brokerage orders received by SWST during
the period January 1, 2006 through April 30, 2006, the fira failed to show on the order
memorandum the date of execution, the time of execution, the time of entry and/or the
terms and conditions of each such order. The conduct described in this paragraph
constitutes separate and distinct violations of NASD Canduct Rule 3110 and SEC Rule
178-3.

Matter 20050013802

3. In 22 transactions for or with a customer, as reflected in Exhibit A, SWST failed to use
reasonable diligence to ascertain the best inter-dealer market and failed to buy or sell in
such market so that the resultant ptice to its customer was as favorable a5 possible under
prevailing market conditions. The conduct described in this paragraph constitutes
separate and distinet violations of NASD Conduct Rules 2110 and 2320.

Mattex 20050023704

4. During the period April 1, 2005 through June 30, 2005, the firm failed to report to
TRACE the correct time of trade execution for 612 transactions in TRACE-eligible
securities. The conduct described in this paragraph constitutes separate and distinct
violations of NASD Markatplace Rule 6230(c)(8).

2
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5. During the period April 1, 2005 through June 30, 20035, the firm failed to report to
TRACE 529 transactions in TRACE-eligible securities executed on a business day during
TRACE systemn hours within 30 minutes of the time of execution. The conduct described
in this paragraph constitutes separate and distinet violations of NASD Marketplace Rule
6230(a).

tter 34093

6. During the period April 1, 2005 through June 30, 2005, the firm failed to report
information regarding 524 purchase and sale transactions effected in municipal securitics
to the Real-time Transaction Reporting System (“RTRS"} in the manner prescribed by
Rule G-14 RTRS Procedures and the RTRS Users Manual. Specifically, the firm failed
to report information about such transactions within 15 minutes of Time of Trade to an
RTRS Portal. The conduct described in this paragraph constitutes separate and distinct
violations of MSRB Rule G-14.

7. BWST's supervisory system did not provide for supervision reasonably designed to
achieve compliance with respect to the applicable securities laws and regulations, and the
Rules of the MSREB, concerning timely reporting of municipal secirities transactions.
Specificaily, the fim's supervisory system did not include within jts written supervisory
procedures any identification of the specific person(s) responsible for supervision with
respect to the applicable rules, The conduct described in thig paragraph constitutes a
violation of MSRB Rules G-17 and G-27(a).

B. The firm also consents to the imposition of the following sanctions:

A censure; a fine of $67,500 (comprised of $25,000 for the finm’s recordkeeping
violations; $20,000 for the firm’s best execution violations;’ $12,500 for the firm's
TRACE-reporting violations; $5,000 for the firm’s MSRB-reporting violations; and
35,000 for the frm’s supervisory deficiency with respect to MSRB-reporting); and an
unkdertaking to revise the fim’s supervisory procedures with respect to the deficiencies
described in paragraph 1.A.7. Within 30 business days of acceptance of this AWC by the
NAC, a registered principal of SWST shall submit to the COMPLIANCE ASSISTANT,
LEGAL SECTION, DEPARTMENT OF MARKET REGULATION, 9509 KEY WEST
AVENUE, ROCKVILLE, MD 20850 a signed, dated letter, providing the following
information: (1) a reference to this matter; (2) a representation that the firm has revised
its supervisory procedures to address the deficiencies described in paragraph L.A.7; and
(3) the date(s) on which the revised procedures were implemented.

The samctions imposed herem shail be effective on a date set by FINRA staff.

! No restitution has been ordered 1o be prid as part of this AWC because the finm bad already providad the requisits
price improvements to the customers adversely affacted by the best execution violations identified in paragraph
I.A3 and Exhibit A.

20050000962 (GMB/TSG)
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The firm agrees to pay the monetary sanctions upon notice that this AWC has been
accepted and that such payments are due apd payable. The firm has submitted an
Election of Payment form showing the method by which it proposes to pay the fines
imposed.

The firm specifically and voluntarily waives any right to claim that it is unable to pay,
now or at any time hereafter, the monetary sanctions imyposed in this matter.

o
WAIVER OF PROCEDURAL RIGHTS

The firm specifically and voluntarily waives the following riphts granted under FINRA’s Code
of Procedure:

A.  To bave a Formal Complaint issued specifying the allegations against it;

B. To be notified of the Formal Complaint and have the opportumity to answer the
allegations in writing;

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

D.  To appeal any such decision to the National Adjudicatory Council (“NAC") and
then to the U.S. Securities and Exchange Commission and a U.S. Court of
Appeals.

Further, the firm specifically and voluntarily waives any right to claim bias or prejudgment of the
General Counsel, the NAC, or any member of the NAC, in connection with such person’s or
body’s participation in discussions regarding the terms and conditions of this AWC, or other
consideration of this AWC, including acceptance ot rejection of this AWC.

The firm further specifically and voluntarily waives any right to claim that a person violated the
ex parte prohibitions of Rule 9143 or the separation of functions prohibitions of Rule 9144, in
connection with such person’s or body’s participation in discussions regarding the terms and
conditicns of this AWC, or other consideration of this AWC, including its acceptance or
rejection.

20050000962 (GMB/IEG)
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L
OTHER MATTERS
The firm understands that:

A.  Submission of this AWC is voluntary and will not resolve this maiter unless and
aritil it has been reviewed and accepted by the NAC, a Review Subcommittee of
the NAC, or the Office of Disciplinary Affairs (“ODA™), pursvant to NASD Rule
9216, -

B. If this AWC is not accepted, ity submission will not be used a3 evidence to prove
any of the allagaticos against the firm; and

C. If axcepted:

1. This AWC will become part of the firm's permanent disciplinary record
and may be congidered in any future actions brought by FINRA or any
other regulator against the firm;

2. This AWC will be made available through FINRA s public disclosure
program in response to public inquiries about the firm’s disciplinary
racords; '

3 FINRA may make a public ennouncement concerning this agreement and
the subject matter thereof in accordance with NASD Rule 8310 and IM-
8310-3; and

4, The firm: may not take any action or make or panmit to be made any public
statement, including in regulatory filings or otherwise, denying, directly or
indirectly, any finding in this AWC or create the impression that the AWC
is without factual basis. The firm may not take any position in any
proceeding brought by or on behalf of FINRA, or to which FINRA is a
party, that is inconsistent with any part of this AWC. Nothing in this
provision affects the firm’s right to take legal or faciual positions in
litigation or otber legal proceedings in which FINRA. is not a party.

D. The Erm may attach a Corrective Action Statement to this AWC that is e statement of
demonstrable carrective steps taken to prevent future misconduct. The firm
understands that it may not deny the charges or make any statement that is
inconsistent with the AWC in this Statement. This Statement does not constitute
factual or legal findings by FINRA, nor does it reflect the views of FINRA or its staff.
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The firm certifies that it has read and understands all of the provisions of this AWC and has been
given a full opportunity to ask questions about it; that it has agreed to the AWC's provisions
vohmitarily; and that no offer, threat, inducement, or promise of any kind, other than the terms set
forth herein and the prospect of aveiding the issvance of a Complaint, has heen made to induce
the firm to submit it.

/ /28/08

(W b///hS Knawk&
e Director of Can.p/: RN

Reviewsd by:

Michael D. Wolk, Esq.

Counsel for Southwest Securities, Ine.
Foley & Lardner LLP

Attomeys at Law

3000 K Street, N.W., Suite 500
Washington, DC 20007-5101

(202) 945-6013
Accepted by FINRA:
3/ s /o & Signed on behalf of the
Date Director of ODA, by delegated authority
5 by A
Thomas R. Gira
Executive Vice President
Department of Market Repnlation
¢
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