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Pursuant to NASD Rule 9216 of the FINRA Code of Procedure, Ferris, Baker Watts,
Incorporated (the “firm{) submits this Letter of Acceptance, Waiver and Consent (“AWC”) for

is submitted on the condition that, if accepted, FINRA will not bring any firture actions against

the purpose of proposiﬁ a settlement of the alleged rule viclations described below. This AWC

the firm alleging viclations based on the same factual findings described herein.

L

ACCEPTANCE AND CONSENT

A. The firm hereby accepts and consents, without admitting or denying the findings, and

of FINRA, or to which FINRA is a party, prior to a hearing and without an adjudication of

solely for the stes of this proceeding and any other proceeding brought by or on behalf

any issue of law

The firm has b
registration rem.

fact, to the entry of the following findings by FINRA:
BACKGROUND

a member of FINRA (formerly NASD) since May 15, 1947 and its
s effective. The firm has the following relevant disciplinary history:

e OnJanuary 2§, 2006, an AWC became final in which the firm was fined $5,000 for
violating NASD Rule 6420 and $5,000 for violating SEC Rule 10b-10.

» On May 13, 2D03, a New York Stock Exchange action became final in which the firm

was censured
1724,
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and fined $100,000 for various rules including SEC Rules 172-3 and

Jociiglrze 13




From March 15, 2
Regulation (“the s
duration as set fort]

1.
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failed to pro

FACTS

05 through March 16, 2005, the staff of FINRA’s Department of Market
fF”) conducted an examination of the firm of varying scope and
i in Appendix 1. This matter is a result of that examination.

ThE: ﬁl‘ﬂ‘l in d
the second le,

because it ing

The conduct
4632,

The firm incq

principal tra
the capacity
rcported to th
because it ing
a portion of
to the NMC
incorrectly re
transaction v
separate and
6420).

The firm, on

market make

trectly reported to the Nasdagq National Market Center (*NMC™)
E of one riskless principal transaction in a designated security

! rrectly designated the capacity of the transaction as principal.
Jescribed in this paragraph constitutes a violation of NASD Rule

rrectly reported to the NMC the second leg of three riskless
sactions in eligible securities because it incorrectly designated
f'the transactions as principal. The firm also incorrectly

e NMC two riskless principal transactions in eligible securities
rrectly reported the transactions as riskless principal when only
e transactions was riskless. The firm also incorrectly reported
ne riskless principal transaction in an eligible security because it
ported the transaction as principal when a portion of the

as riskless. The conduct described in this paragraph constitutes
fistinet violations of NASD Rule 4632 (formerly NASD Rule

bne occasion, when it acted as principal for its own account,
ide written notification disclosing to its customer that it was a

executed at

r in the security. The firm, on one occasion, failed to provide

average price. The conduct described in this paragraph

written noti%:’:n disclosing to its customer that the transaction was

constitutes s

The firm fail
or sales of sg
memoran

paragraph co
NASD Rule

Foar the mont]
covered orde]

te and distinet violations of SEC Rule 10b-10.

ed to show the correct price on the ledger itemizing 16 purchases
parities. The firm failed to show the terms and conditions on the
of six brokerage orders. The conduct described in this
titutes separate and distinct violations of SEC Rule 17a-3 and
3110.

n of December, 2004, the firm made available a report on the
s in national market system securities that it received for

execution i;rggn any person. This report included incorrect and incomplete

SEC Rule

report information. In one instance, the firm failed to indicate

that a portion
partially can:
the cancell
in an order
the executed
reviewed, th

of an order was cancelled. In one instance, an order was
lled and the firm failed to include the cancellation quantity in
shares column of the report. In one instance, a portion of shares
executed at a market center and the firm included the shares in
ay column of the report. Also, in one of the four orders
firm used two different offer quotes at order receipt time which




caused incorfect statistics as to that order for: the average effective spread, at
ares, at the quote average time, outside the quote shares, and

ote average time. The conduct described in this paragraph
iparate and distinct violations of SEC Rule 605 of Regulation

ervisory system did not provide for supervision reasonably
hieve compliance with respect to the applicable securities laws

, and the Rules of NASD, concerning: SEC Rule 602 of

S (the “one-percent rule”); NASD Conduct Rule 2320(g) (*“the
ile™); the prohibition against anti-intimidation/coordination;
pporting; the handling and transaction reporting of sale

;land books and records. Specifically, the firm's written '
rocedures did not reflect the actual procedures that the firm had
entification of the person(s) responsible at the firm o ensure

ith the applicable rules; (2) the step(s) that such person(s) should
s compliance therewith; (3) how often such person(s) should take
and (4) how enforcement of such written supervisory procedures
mented at the firm. The conduct described in this paragraph
iolation of NASD Conduct Rules 2110 and 3010.

designed to
and regnlatiq

such step(s);
should be do
constituies a

B. The firm also consents to the imposition of the following sanctions:
A censure, a total
violations, $1,000
violations, $5,000
violations) and an
respect to the areas
this AWC by the
COMPLIANCE

ine of $14,000 (consisting of $5,000 for the transaction reporting

for the SEC Rule 10b-10 violations, $2,000 for the books and records
for the SEC Rule 605 violations and $1,000 for the supervision
ndertaking to revise the firmy’s written. supervisory procedures with
described in paragraph six. Within 30 business dxys of acceptance of
AC, a registered principal of the Respondent shall submit to the
SISTANT, LEGAL SECTION, MARKET REGULATION
9509 KEY WEST AVENUE, ROCKVILLE, MD 20850, a signed,
ing the following information: (1) a reference to this maiter; (2) a
the firm has revised its written supervisory procedures to address the
ibed in paragraph six, and (3) the date the revised procedures were

The firm agrees tojpay the monetary sanction(s) upon notice that this AWC has been
accepted and that guch payment(s) are due and payable. It has submitted an Election of
Payment form shoﬁing the method by which it praposes to pay the fine imposed.

The firm specificajly and voluntarily waives any right to claim that it is unable to pay, now
or at any time herdafter, the monetary sanction(s) imposed in this matier.

The sanctions imppsed herein shall be effective on a date set by FINRA staff.
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The firm specifically an|

Procedure:

1.
WAIVER OF PROCEDURAL RIGHTS

1 voluntarily waives the following rights granted under FINRA's Code of

A. Tohave a Formal Complaint issued specifying the allegations against the firm;

B. Tobenoti

allegations

ed of the Formal Complaint and have the opportunity to answer the
in writing;

C. Todefend tEgainst the allegations in a disciplinary hearing before a hearing panel, to

have a wri

en record of the hearing made and to have a written decision issued; and

D. To appeal gny such decision to the National Adjudicatory Council (“NAC”) and

then to the

Further, the finm spesifi

General Counsel, the N

[J.S. Securities and Exchange Commission and a U.S. Court of Appeals.

tally and voluntarily waives any right to claim bias or prejudgment of the
C, 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 or rejection of this AWC.

The firm further specifi

ex parte prohibitions of

ally and voluntarily waives any right to claim that a person violated the
NASD Rule 9143 or the separation of functions prohibitions of NASD

Ruie 9144, in connectiof with such person’s or body’s participation in discugsions regarding the

terms and conditions of

or rejection.
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this AWC, or other consideration of this AWC, including its acceptance
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OTHER MATTERS

The firm understands thjat;

A.

20050004861 (CB)

until it h

been reviewed and accepted by the NAC, a Review Subcommittee of the

Submiss%v of this AWC is voluntary and will not resolve this matter unless and

NAC, or

e Office of Disciplinary Affairs (“ODA™), pursuant to NASD Rule 9216;

If this AWC is not accepted, its submission will not be used as evidence to prove
any of the pllegations against the firm; and

If accepteq:

1.

thig AWC will becorme part of the firm’s permanent disciplinary record and
may be considered in any future actions brought by FINRA or any other
regulator against the firm;

thiy AWC will be made available through FINRA's public disclosure
prdgram in response to public inquiries about the firm’s disciplinary record;

FINRA may make a public announcement concerning this agreement and
the| subject matter thereof in accordance with NASD Rule 8310 and IM-
£310-3; and

ThE finm may not take any action or make or permit to be made any public
ement, including in regulatory filings or otherwise, denying, directly or
irectly, any finding in this AWC or create the impression that the AWC
ithout factual basis. The firm may not take any position in any
ceeding brought by or on behalf of FINRA, or to which FINRA isa

, that is inconsistent with any part of this AWC. Nothing in this

t with the AWC in this Statement. This Statement does not constitute

factual or Jegal findings by FINRA, nor does it reflect the views of FINRA or its




The firm certifies that itfhas read and understands all of the provisions of this AWC and has been
given a full opportunity ffo ask questions about it; that it has agreed to the AWC’s provisions
voluntarily; and that no pffer, threat, inducement, or promise of any kind, other than the terms set
forth herein and the progpect of avoiding the issuance of a Complaint, has been made to induce
the firm to submit it.

Date B Respondent
Ferris, B atts, Incorporated
3&2/-/;%
Name: Roper L. Calvert
Title: Chief Executive Officer
Revigwed by:

Dana 5. Gloox

Attorney Name
Accepted by FINRA:
/170X Signed on behalf of the
Date Director of ODA, by delegated authority
/\'
/ o~ K
Thomas R. Gita
Executive Vice President
Department of Market Regulation

20050004861 (CB) 6




Appendix 1
Page 1 of 1

Ferris, Baker Watts, Incorporated
MRE Examination Review Samples
20050004861

FINRA staff reviewey the following samples during the examination:

Customer and P

Limit Orders —
compliance with
also reviewed fo

Adiustment of O
compliance with

proprictary transwons for trade dates 1/18/05 and 1/19/05 reviewed for compliance with

Reg, SHO Rule 2

I

INASD Rule 2110 and IM-2110-2. One

— Thirty-one (31) customer transactions and twenty (20)
D0{z) and Rule 203; NASD Rules 3350 and £130; SEC Rule 10a-1.
ifty (50} limit orders for trade dates 1/18/05 and 1/19/05 reviewed for

{1) of the fifty (50} limit orders was
compliance with SEC Rule 11 Acl-4 and NASD Ruie 2320.

>' limit orders that were either recetved or open on trade date 1/18/05
ipliance with NASD Rule 2320.

] i nci ting — Fifty (50) orders for
5 and 1!19!05 reviewed for compliance with NASD Rules 4632 and 6130,

ben Orders — Two (2) open limit orders for ex-date 1/19/05 reviewed for
NASD Rule 3220,

Reporting of Trafles Executed at a Prior Reference Price — Three (3} transactions for trade

dates 1/18/05 and

1/19/05 reviewed for compliance with NASD Rules 2320, 4632 and 6130.

Disclosure of 01’%:_:; Execution Information — Fifty (50} orders handled by the firm during the
month of December 2004 reviewed for compliance with SEC Rule 11Ac]-5.

Disclosure of Oriler Routing Information ~

ending Decembes

Report on routing of customer orders for quarter
2004 reviewed for compliance with SEC Rule 11A¢l-6.

Writien Supervispry Procedures (Including Procedures Related to the Reguiar and Rigorpus
Assessment of ﬁ éuaﬁtv of Bxecutions Received on Orders Sent to Other Members, ATSs,

or Exchanges} in

Regisiration of T;

effect Japary 2005 reviewed for compliance with NASD Rule 3010,

fading Area Personnel reviewed for compliance with NASD Rules 1021 and

1031,

OATS Reportabl

: Events — Fifty (50} orders for (rade dates 1/18/05 and 1/19/05, which were

eligible for OAT!

Finn’s Overall By
Rules 17a-3 and

Execution of Ord
dates 1/18/05 and

reporting, reviewed for compliance with NASD Rule 6955.

boks and Records reviewed for compliance with WASD Rule 3110 and SEC
Ta4.

ers in OTCBB and OTC Equity Securities — Ten (10) transactions for trade
1/19/05 reviewed for corapliance with NASD Rules 2320 and 3110.




