TO:

RE:

FINANCIAL INDUSYRY REGULATORY AUTHORITY )
LETTER OF ACCEFTANCE, WAIVER AND CONSENT N

NO. _20080051011-01 ”}; e
Department of Market Regulation o S
Finangial Industry Regnlatory Authority ("FINRA™) o N o
Soutwest Securities, Inc., Respondent E":‘?} 0
Broker-Desler D
CRD No. 6220 '

Pursuzant to FINRA Rule 9216 of FINRAs Code of Procedute, Southiwest Securities, Tne. (the
“firm*) submits this Letter of Acceptance, Waiverand Consent (“AWC”) for the purpose of
proposing a s¢tilement of the alleged rule violations described below, This AWC is submitted.on
the condition that, if-accepted, FINRA will not bririg any fiture actions against t’he firm alleging
violations based on the samefactual findings described herein,

L

ACCEPTANCE AND CONSENT

The firm 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-& party, prior to.2 heaing and without an
adjudication of ariy issue of law or fact, to the entty of the following findings by FINRA:

BACKGROUND

The. firm has been a miember-of FINRA since May 30, 1972 and its registration remains
in effeoct. :

The firm has rio prior relevant disciplinary history.
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In Matter No, 20060051011, the staff of the Diepartment of Matket Repulation (the “staff”)
reviewed thie fimy’s compliance with SEC Rule 203(b)(3) of Regulation SHO, and NASD Rufes.
2110:a0d 3010 dixing the period frotn Jamiaty 1,-2006 through March 31, 2006.

In Matter No. 20060069214, te-firm zeported to thie staff*vialations of the NASD's Order Audit
Trail Systern’s (“OATS™) reporting requirements.during various periods from January 2004
through April 2006.

In Matter No. 20070089528, the staffreviewed the fir’s compliance with the Munizipal
Securities Rulemaking Board’s (“MSRB™) trade reporting requirements for the period from
January 1, 2007 thirough March 31, 2007.

In Matter No. 20070119440, the:staff reviewed the firm’s compliance with NASD Rules 2110,
2440 and IM-2440, and MSRB Rules G-17 and G-30 during the period froms January 1, 2003
throngh March 31, 2005 (the “review period™).

In connection with Maiter No, 20060053011

1. Duzing the period from January 1, 2006 through March 31, 2006, the fiom had a-fail-to-
deliver position &t & registered. cieariﬁg agency in Cash Now Corporation common stock
" (“CHNW™), a threshold secuity, fot 13 consecitive setilement days beginning Deceniber
28, 2005, and failed to immediately thereafter elose-out the fiil-to-delives position by
purchasing securities of like kind and quantity. The conduct described in this paragraph
constitutes separate and distinct violations of SEC Rule 203(b)}(3) of Regulation SHO.

2. During the period fiom Janvaty 1, 2006 thiough March 31, 2006, the firin's sup@svisory
system did not provide for supervision reasotiably designed to adhiieve complisiice with
respect to the applicable securities laws and regulations, and the Rules of NASD,
concerning SEC Rules 203(a).and 203(b)(3). Specifically, the firm's supervisory system
did not include written su‘perwsory procedures providing for: (1) fiie identification-of the
peson(s) responsible for supervision with fespect to the applicable rales; (2) a stetement
of the supervisory step(s) to be taken by the identified person(s); (3) a statement a3 to
how often such person(s) showld take such step(s); and (#)a statement as to how the
completion of the step(s) inclnded i the written supervisory procedures should. be
documented. The condnct described i this paragraph constitutes a violation of NASD
Rules 2110 and 3010,

3. The firm failed to provide documentary evidence that during the period frora January 1,
2006 through March 31, 2006, it peﬂeimed the supervisory reviews set forth inits
wiitten superwisory procedures concetning NASD Rules 3350 and 6130(d)(6), and SEC
Rules 200(g) and 203(b)(1) of Regulation SHQ. The conduct described in this paragraph
constitites violations of NASD Rules 21 16 and 3010.

MD 20060051011 {including 20060069214, 20070089528, and 20070119440)
5 ‘



In connection with Matter No. 20060069214:

4,

During the period from April 2005 through February 2006, the firm failed to
report to OATS 16,921 Route Repoerts, or four percent of all reportable Route
Reports submitted by the firm. The conduct described in this paragraph
constitutes separate and distinct violations of NASD Rule 6955(a).

During the period from August 2004 through April 2006, the firm reported
109,307 Route or Combined Order/Route Reports with aninaccurate destination
code, or 16 percent of all Route or Combined Order/Route Reports submitted by
the firm. The conduct described in this paragraph constitutes separate and
distinct violations of NASD Rule 6955(a).

It connection with Matter No. 20070089528

6.

During the period from January 1, 2007 through March 31, 2007, the firm
failed to report information regarding 126 purchase and sale transactions
effected in mumicipal securities to the 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. These transactions
constituted 3.5 percent of the transactions that the firm reported to the
RTRS during the period reviewed. The conduct described in this
paragraph constitutes separate and distinct violations of MSRB Rule G-14.

In connection with Matter No. 200701 19440;

7.

During the review period, in five transactions, the firm sold (bought)
corporate bonds to {from) customers and failed to sell (buy) such bonds at
a price that was fair, taking into consideration all relevant circumstances,
including market conditions with respect to each bond at the time of the
transaction, the expense involved and that the firm was entitled to a profit.
The transactions are identified on Exhibit A which is attached. -Each of
the customers identified on Exhibit A was a Qualified Institutional Buyer.
The conduct described in this paragraph constitutes separate and distinct
violations of NASD Rule 2110.

During the review period, in five transactions, the firm sold {bought)
corporate bonds to (from) customers and failed to sell (buy) such bonds at
a price that was fair, taking into consideration all relevant circumstances,
including market conditions with respect to each bond at the time of the
transaction, the expense involved and that the firm was entitled to a profit.
The transactions are identified on Exhibit B which is attached. The
conduct described in this paragraph constitutes separate and distinct
violations of NASD Rules 2110, 2440 and IM-2440.
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9. Duting the review period, in two pairs of transactions, the firm purchased
‘municipal secnrities for its own account from a customer and/or sokd
mmucxpa] securities forits own account to a custorner at an agareégate
price {(including any maik-doven er mark-up) that was not fairand
reasonable, taking into consideration all 7élevant. f‘acturs, including the
biest judgment of the broker, dealer or mutiicipal securities dealer a3 to the
“fair market value of the securities at the time of the tragsaction sud of any
securifies exchanged ortraded in connection with the transaction, the
expense iitvolved in effeeting the transaction, the fact that the broker,
dealer, or municipal securities dealer is entitled t0.a:profit, and the total
dollar amount of the trafisaction, ‘The fransactions are identified on
Exhibit C which is.attached. The conduct described in tiis paragraph
cg?shmtes separate and distinct violations of MSRB Rules G-17 angd G-
30(a)

OTHER FACTORS

The, firm self-reported the OATS reporting violations set out in paragraphs LAA — LA.S,
The sanetions below reflect 2 lower fine as.a resultof the firm’s self-reporting.

B.  Thefirm also consentsto the imposition of the following sanctions:

A vengure, a-fine of $34,500 (consisting.of a fine of $7,500 for the violations of
SEC Rule 263(b)3) of Regnlation SHO, $5,000 for the vielations of NASD Rule
2110-and 3010, $5,000 forthe. v:.olat;lons of NASD Rule 6955(a), $5,000 for the
violations. of MSRB Rule G-14, and $32,000 for the viclations of NASD Rules
2110, 2440 and IM-2440, and MSRB Rules G+17 and G-30), restitution by
Respondent to the customers Hsted on Exhibits A, B and C, which are aftached, in
the fotal ainount of $23,394.08, plus interest at the rate set forfh in Section
6621(d) of the Internal Revetme Code, 26 11.8.C. 6621(#)(2), from the date.of the

. violative coniduct unfil the dafefhis AWE is accepted by the National
Adjudicatory Council, and an undertaking to revise the firm’s written supervisory
procedures with respect to the areas described in paragraph LA.2.

A registered principal of thie fivm shiall submit satisfactory proof of payinent of the
Yestitution, or-of reasondble and decumented efforts undertaken to-effect restitution,
to the COMPLIANCE ASSISTANT, LEGAL SECTION, MARKET
REGULATION DEPARTMENT, 9509 KEY WEST AVENUE, ROCKVILLE,
MD 26850 or i an c—maﬂ from a work-related acemint of the fégistered principal to
3 ) inrasorg, no Jater than 120 days afteracceptante of
this AWC. If for any reason, Respondent canpot Igoate any customer after
reasopable and documented efforts within such period, or such additional period
agreed to by the staff; Respondent shall forward any undistributed restitution and
integest to the appropriatc escheat, unclaimed-property or abandoned-property fund
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for the state it wlach the costamer is kuiown to have last sesided,

Within 30 business days of acceptance of'this AWC by the NAC, a-registered
principal of the? RGGpOnderft shall submitto the COMPLIANCE ASSISTANT,
LEGAL SECTION, MARKET REGULATION DEPARTMENT, 9509 KEY
'WEST AVENUE, ROCKVILLE MD 20850, a signed, dated lettér, or an e-rhail
ﬁ'o;n a wwk—related ‘accoynt of the tegistered principal to:

2 pp aorg; providing the following information: (1)a
refenenca ta thls maﬁ.er" (2) a rqpresentatlon that the firm has revised its written
supervisory procedures to address the deficiencies described in paragraph LA.2;
and, (3) the date the revised procedures were implemented..

The firm-agrees to-pay the monstary sanctions upon netice thaf this AW has been
accepted and-that such payments are due.and payable. Tt has submitted an Election of
Payment form showing the mefliod by which it proposes to pay the fine iinposed.

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

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

MD.20060051011 {incliding 20060069214, 20070089528, and 200701 19440)
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1L
‘WAIVER OF PROCEDURAL RIGHTS

The firm specitically and voluntatily waives ths following fights granted under FINRA's Code of
Progcedure:

A, Tohave a-Complainf issued specifying the allegations agafit the firtn;

B.  Tobenotified of the- Complaint and have the opportunity to answer the-allegations in
rifing; .

€. Todefend against the allegations in a disciplinary hearing before a hearing panel, to-have
a written record of the hearing made-and to have a written decision issued; and

D.  Toappeal any such decision to the National Adjudicatery Council (“NAC”) and theh fo.
the U.S: Seeurities and Bxchanpe Commission and a U.8. Court of Appeals.

Further, the fifm $pecifically-and voluntarily-waives any right fo 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 AWGC, or other
consideration of this AWC, including scceptance or rejection of this AWC.

The firm further specifically and volontarily waives any right to claim that a person vielated the
ex parte prohibitions of FINRA Rule §143 or the separation of fumctions prohibitions of FINRA,
Rule 9144, in connection with such person’s or body’s parficipation in discussions regarding the
terms and conditions of this AWC, or other consideration of this AWC, including its acceptance
or réjection:

MD 20060051011 (ineluding 20060069214, 20070089528, and 20070119440)
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ur.
The firm understands that:

A, Submission of this AWC iy voluntary and will not resolve this miatter unless-and until it
has been reviewed.and accepted by the NAC, a Review Bubcommittee of the NAC, or the
Office of Disciplinary Affairs:(*ODA™), pursuant to FINRA Rule §216;

B. If this AWC is not accepted, ils submission will not be uged as evidence to proveany of
the allegations against-the firm; and

C.  Ifaccepted:

1, this AWC will become part of the firm’s permaneit disciplinaty record and rhay
be considered in-any futore actions biought by FINRA or any othier regulator
against the firm;

2. this AWC will bemade available through FINRA's public disclosute program.in
regponse to public inguiries sbont the firm’s disciplinary record;

3 FINRA may make a public anmouncement eencerning this agreement and the
subject matter thereof in accordance with FINRA Rule 8313; and

4. The firm may hot take any action of make or permit to be made any puibilic
statement, including in regulatory filings or otherwise, denying, direcly or
indirecily, any finding in this AWC or createthe impression that-the AWC is
withont factual basis, The firm may not take any position in any proceeding
brought by or on'behalf of FINRA, or to which FINRA is aparty, that is
inconsistent with any part of this AWC. Nothing in this provision affects the
firm’s right to take legal or factual pesitions in litigation or other legal
procsedings in which FINRA is not.a party.

D.  The firm may attach a Comtctive Action Statement to this AWC that is 4 statémentof
demanstidble corrective steps taken to prevert forure:misconduct. The firnunderstands:
that-it may not deny the charges or maks any statement that is inconsistent with the AWC
in this Statement. This Staternent iloes not constitute factual or legal findings by FINRA,
nor does it reflect the views of FINRA or its staff,

MD 20060051011 (incloding 20060069214, 20070089528, and 20070119440)
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The undersigtied, on behalf of the Firm, certifies that a person dulyauthorized to act on its behalf
has read and understands all of the provisions of this AWC and has been, given a fiull gppoxtunity
to ask questions gbout it; that it has: agreed to the AWC's provisions volimtarily; and that no
offer, threat, fnducemert, or proinise of any iind, other than the ferrs set forth herein and. the
prospedtof'avoiding the issuance of a: Gcmplmnt, has been made to induce the firm to-submit it

Ufa\ (0%

Respondent

i nandes
Nam;ffh(t)/ lis Knewles
T:ﬂeB F(’C?"Ol" CIF’COW\?IW‘Q/

Reviewed byr

Y AINA
MRSSPOH ent

Bingham McCutchen LLP
2020 K Street, N.W.
Washington, D.C, 20006-1806-
Accepted by FINRA:
_L/fx_/ﬂ_a...__ Signed on behalf of the
Date Direstor of ODA, by delegated anthority
T R Adn:
Thomas R, Gira
Exeoutive Vice President:
Department of Majpket Regulation
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