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LETTER OF ACCEPTANCE, WAIVER AND CONSENT &
NO. 2005601162401 o,

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

RE: J.J.B. Hilliard, W.L. Lyons, Inc., Respondent
{CRD Nq.__453)

Pursuant to NASD Rule 9216 of FINRA’s Code of Procedure, Respondent submits this
Letter of Acceptance, Waiver and Consent (“AWC”) for the purpose of proposing a
settlement 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 J.J.B.
Hilliard, W.L. Lyons, Inc. alleging violations based on the same factual findings
described herein.

L

ACCEPTANCE AND CONSENT

A.  Respondent hereby 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 behalf of FINRA, or to which FINRA is a
party, ptior to a hearing and without an adjudication of any issue of law or
fact, to the entry of the following findings by FINRA:

BACKGROUND

J.1.B. Hilliard, W_L. Lyons, Inc. became registered with the Securities and
Exchange Commission (“SEC”) on October 24, 1983 and became a
member of FINRA (f’k/a National Association of Securities Dealers, Inc.
or NASD) on November 30, 1983. The Member conducts a general
securities business. The Member currently has about 670 representatives,
located at about 97 active branches. The Member has not been the subject
of a relevant prior disciplinary action.

RODUCTION

Some mutual fumd companies sell shares that charge front-end loads. These
mumal fund companies typically offer discounts at certain pre-determined
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levels of investments, which are called “breakpoints.” These discounts are
cormmonly referred to as “breakpoint discoumts.”

In March 2003, FINRA required certain member firms that sold front-end
Toad mutual finds to conduct a self-assessment of breakpoint complisnce
(the “Self-Assessment™). FINRA provided the firms with instructions and
mteapmanvegmdmconhowwccmplmthe&lfmmdwpoﬂ

Based on its evaluation of the submitted Self-Assessment reports, FINRA
directed ebout 450 member firms to send letters and claim forms to their
customers who purchased front-end load mutual fimds, notifying them that
thoy might be due refunds as & result of the firms® fhilures o provide
breakpoint discounts. In addition, FINRA directed spproximately 175 of
those firms with poor records of providing breakpoint discounts to complete
a comprehensive review of transactions for possible missed breakpoints {the
“Trade-by-Trade Review”). The level of remediation that FINRA required
of member firms was based upon the data each firra reported in the Self-
Assessment. I addition, FINRA. commenced formal disciplinary action
against those firms that bad the most serious deficiencies in awarding
breakpoint discounts to customers.

In Angust 2003, FINRA issued Notice to Members 03-47, which, in
providing guidance to finms on the capital treatment of breakpoint refimds
issned through the Sclf-Assessment and Trade-by-Trade Review
mfmmadﬂmsthatFﬂiEAexpectedﬂm:cﬁmdswomdbcmndew
customers expeditiously.

This metter grows out of a netional cxemination fhat FINRA began
conducting in 2005 (“the Breakpoint Self-Assessment Follow-Up Review™).
The primary purpose of the Breakpoint Self-Assessment Follow-Up Review
was to verify compliance with the instructions for the Self-Assessment and
Trade-by-Trade Review and fo assess whether firms timely and accurately
completed remedial steps that FINRA required in 2003, The Breakpoint
Belf-Assesement Follow-Up Review also sampled firms® efforts between -
2004 and 2005 to assure that customers received breskpoint discounts on an

The Breakpoint Self-Assessment Follow-Up Review conducted for J.JB.
Hilliard, W.L. Lyons, Inc. found that the firm failed 1o accurately complete
the Self-Assessment, as discussed below. By reason of the foregoing,
Respondent violated NASD Conduct Rule 2110,
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FACTS AND VIOLATIVE CONBUCT

In the Breakpoint Self-Asscssment Follow-Up Review, FINRA. found that
Respondmtidaotmmmlycomplewms::]fmm Among other

things, Respondent’s Self-Assessment underrcported the mumber of
uansmmwﬂhnnsscdbm]cpmms Had Respondent sccurately completed
its Self-Assessment, FINRA would have directed the firm to undertake

By reason of the aforementioned conduct, Respondent violated NASD
Conduct Rule 2110,

B.  Respondent also consents to the imposition of the following sanctons:
¢ A censure and a fine in the amount of $500,000.

Respondent agrees to pey the monetary sanction upon notice that this
AWTC has been accepted and that such payment is due and payable.

Respondent has submitted an Election of Payment form showing the
method by which it proposes to pay the fine itnposed.

Respondent specifically and voluntarily waives any right to claim that
Respondent is wnable to pay, now or at any time hereafter, the monstary
ganction imposed in this matter. -

The setictions imposed herein shall be effective on a date set by FINRA
staff.

.

WAIVER OF PROCEDURAL RIGHTS

Respondent specifically and voluntarily waives the following rights granted under
| FINRA's Code of Procedure:

A, Tohave 2 Formal Complaint issned specifying the allegations against it;

B.  To be nofified of the Formal Complaint and have the opportunity to
' snswer the allegations in writing;

] . C.  Todefend against the allegations in a disciplinary hearing before a hearing
e o pamE], 0 Bave 8 wittan recond. of the hearing made and to have & written
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D.  To eppeal mny such decision to the National Adjudicatory Couvncil
(“NAC™ and then to the U.S. Securities and Exchange Comunission and 8
U.S. Court of Appeals,

Further, Respondent specifically and voluntarily waives sny right to cleim biss 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 or
rejection of this AWC.

Respondent further specifically and voluntarily waives any right to claim that a person
violated the &x parte prohibitions of NASD Rule 9143 or the separation of functions
prohibitions of NASD Rule 9144, in connection with such pemon’s or body's
participation in discussions regarding the terms and conditions of this AWC, or other
conmderation of this AWC, including its acceptance or rejection.

.
OTHER MATTERS
Respondent understands that:
A.  Submission of this AWC is voluntary and wifl not resolve this matter

unless and until it bas been reviewed and accepted by the NAC, 2 Review
Subcommitice of the NAC, or the Office of Disciplinary Affairs (“ODA”),

pursuant to NASD Rule 9216;

B.  Ifthis AWC is not accepted, its submission will not be used as evidence to
Prove any of the allegations against it;

C.  Ifaccepted:

1. this AWC will become part of Respondent’s petmanent
disciplinary record and may be considered in any fature actions
brought by FINRA or any other regulator against it,

2, this AWC will be made svailable through FINRA's public
disclosure program in respomse to public inquiries about
Respondent’s disciplinary record; ‘

Boor
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3. FINRA may make g public snnouncement comoerning this
agreement and the subject matter thereof in accordance with
NASD Rule 8310 nnd IM-B310-3; and

4, Respondent may not take any action or make or permit to be made
any public statement, including in regolatory filings or otherwise,
denying, directly or indirectly, any finding in this AWC or create
the impression that the AWC is without factual basis, Respondent
may not take eny position in any proceeding brought by or on
behalf of FINRA, or to which FINRA is a party, that is inconsistent
with anmy part of this AWC, Nothing in this provision affects
Raspondent’s tight to take legal or factual positions in Jitigation or
other legal proceedings in which FINRA is not a party; end

D. RzépondcrﬂmnyattachaCormﬁveAcﬁonStmmemmthisAWCtbatis
a statement of demonstreble corrective steps taken to prevent future
misconduet, Respondent understands that it may not deny the charges or

Boos

make any stafement that is inconsistent with the AWC in this Statement.

This Statement does not constitute factual or legal findings by FINRA, nor
docs it reflest the views of FINRA or its staff.
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Respmdmtcaﬂﬁesthntitwmdandtnﬂmmusnﬂofﬂumvlﬁmofﬁsawc
md hue been given & full opportunity to ssk questions sbout 1y that Respondent has
MwﬁspmMMWMﬂmmdeoﬁu.Mhﬂnmm,mpmmkcof
auy kind, other then the terms set forth havein and the prospect of avoiding the issuance
of & Complaimt, has been made to induce Respondeat to subrmit it

1.J.B, Hilkard, W.L. Lyonz, Jnc.

s{z2]08

Reviewed by

S

Cowpsel for
Joshua A Mafiwlic
Wachie, Liplon, £osen ¢ Katz

Ascepted by FINRA:

ﬁ/zf/é? E ' Signed on behalf of the
Dats - Directar-of ODA, by delegated anthority

Richerd 5. smg ' % -

Senior Regional Comasel

FINRA Depirtment of Bufbreement
55 Weat Monros Street, Suiie 2700
Chicago, Minois 60503-5052
(312)899-4334




