FINANCIAL INDUSTRY REGULATORY AUTHORITY (FINRA)
‘ OFFICE OF HEARING OFFICERS

DEPARTMENT OF ENFORCEMENT, _
' ] Disciplinary Proceeding
Complainant No. 2007007329501
Vs,
Hearing Officer
CHICAGO INVESTMENT GROUP, LLC
(CRD No. 11853) COMPLAINT
and '
Respondents.
The Depariment of Enforcement alleges:
SUMMARY

1. Chicago Investment Group, LLC (Member) charged excessive markups
ranging from 5.07% to 10.45% on 107 collateralized mortgage obligation securities -
{CMDOs) transactions. The Member also charged excessive markups, markdowns or
commiissions ranging from 5.02% to 100% on 152 equity transactions, and failed to
accurately report 36 TRACE-eligible securities transactions. In addition, the Member |
| failed to maintain an adequate supervisory system respecting the foregoing areas of its
business, and the Member, acting through its president, [N failed to mamtam
an adeguate supervisory systern respecting CMO markups.

RESPONDENTS

2. ‘On or about April 23, 1982, the Member became registered with the

. Seﬁnities and Exchange Commission (SEC) as a broker-dealer, and on or about July 5,

1983, it became a Member of FINRA. The Member's membership with FINRA and
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registration with the SEC remain currently in effect. The Member conducté a general
_ securities business on a fully-disclosed basis, |
| 3. Onorabout June 9, 1988, Il cotered the securities mdus@m a
General Secunities Represen@ive of a member of FINRA. On or about August 30, 2000,
he became registered with a member of FINRA as 2 General Securities Principal. Onor
about December 5, 2000, he became registered with the Member in the same capacities.
'He was registered with the Member in such capacities and offier capacities unti]
'December 17, 2007. He currently is not registered with any member of FINRA.
FIRST CAUSE FOR COMPLAINT |
Conduct Rules 2110 and 2440 by the Member — — The Member Failed to Charge Its
Customers Fafr and Reasonable Prices For CMO Securities Transactions. _
4. Paragraph numbers 1 through 3 above are re-alleged and incorporated
herein by reference as paragraph 4.
5, Between on or about January 11, 2005 and on or ahout September 18,
2006, the Member charged customers markups, which were not fair and reasonable, in
- consideration of the factors set forth in IM-244((b). The Member executed 107 CMO
. niskless principal transactions, and charged the customers mm‘knﬁs that ranged from
- 5.07%to 10.45%, as shown on Schedule A, attached hereto and incorporated by
- reference. Nothing in the nature of the Member’s business or the securities tr_ansactiﬁns |
jmﬁﬁed-tﬁe markups, markdowns, or commissions at these levels.
6. Asset forth above, the Member violated NASD Conduct Rules 2110 and

2440 by failing to charge its customers fair prices in these securities transactions.
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SECOND CAUSE FOR COMPLAINT
Conduct Rules 2110 and 3010 by the Member and JJllll- The Member and
Failed to Establish and Maintain an Adeguate Supervisory System Related To
Markups on CMO Transactions To Ensure Compliance With NASD Rules.
7. Paragraph numbers 1 threugh 6 above are re-alleged and incorporated
herein by reference as paragraph 7.
| 8.  During all relevant time periods, [l was the President of the Member.
I =proved the markups for CMO trades during the relevant time_per'lod by
revie“dhg the daily trade blotter and signing it.
9. From at least March 2005 to March 2007, the Member, acting through
I f2iled to establish and maintain an adequate supervisory system, inchuding writien
procedures, and otherwise failed to supervise to ensure that the Member and its registered
representatives complied with NASD Rule 2440 and charged markups on CMO
transactions that were fair and reasonabie. 7.
10.  As set forth above, the Member and il violated NASD Conduct Rules
2110 and 3010 by failing te establish and maintain an adequate supervisory system,
including written procedures, designed to prevent the violations as noted in paragraph 5 -

above.

THIRD CAUSE FOR COMPLAINT
. NASD Conduct Rules 2110 and 2440 by the Member — The Member Failed to
Charge Its Customers Fair and Reasonable Prices
For Equity Securities Transactions.
11.  Paragraph numbers 1 to 1¢ above are re-alleged and incorporated herein

by reference as paragraph 11.
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12, Between on or about March 14, 2005 and o'n or about March 30, 2007, the
Member charged customers markups, markdowns, or commissions, which were not fair
and reasonable, in consideration of the factors set forth in IM-2440(b). The Member
executed 150 equity security transactions for customers, and chargﬁd markups, |
- markdowus, or commissions that were not fair and reasonable, as shown on Schedule B,
attached hereto and ir_lcorporated by reference. The amount of the markups, markdowns, |
.or commissions ranged from 5.02% to 100%. Nothing in the nature of the Member’s
business or the securities transactions justified the markups, markdowns, or commissions
" at these levels. |
13.  Onor about July 20, 2005 and on or about September 28, 2003, the
| Member charged customers commissions, which were not fair and reasonable pursuant to |
l“;TASD Rule 2110. The Member executed two equity security transactions for custoﬁlm's
through the Midwest Stock Exchange, and charged the customers commissions of 5.18%
-and 6.45%, as shown on Schedule B, attached hereto and incorporated by reference.
| Nothing in the nature of the Member’s business or the securities transactions justified
commissions at these levels.
14,  As set forth above, the Member violated NASD Conduct Rules 2110 and
2440 by failing to charge its customers fair prices for the 150 securities transactions listed
. in paragraph 12 above, and violated NASD Conduct Rule 2110 by fai]_ing to charge its -
customers fair prices for the two securities transactions listed in paragraph 13 above,

taking into consideration all relevant circumstances.
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FOURTH CAUSE FOR COMPLAINT
NASD Rules 2110 and 6230 by the Member — The Member Failed to Timely and
' Accurately Report 36 TRACE-Eligible Securities Transactions.

15.  Paragraph numbers 1 through 14 above are re-alleged and incorporated
herein bjr reference as pavagraph 15.

16.  From on or about November 1, 2006 to on or about January 31, 2007, the
Member effected 36 transactions of debt securities that were “TRACE-eligible securities”
under NASD Rule 6210{a). The Member failed to timely and accurately report each of
the 36 transactions in contravention of NASD Rule 6230.

17.  As set forth above, the Member violated NASD Rules 2110 and 6230 by
failing to timely and accurately report TRACE-eligible securities transactions.

FIFTH CAUSE FOR COMPLAINT
Conduct Rales 2110 and 3010 by the Member — The Member Failed to Establish
and Maintain sn Adequate Supervisory System Relating to Commissions, Markups
and Markdowns on Equity Transactions and TRACE Reporting To Ensure
Compliance With NASD Rales.

18.  Paragraph numbers 1 through 17 above are re-alleged and incorporated
herein by reference as paragraph 18.

19.  From at least in or about March 2005 to on or about November 30, 2006,
the Member failed to establish and maintain an adequate supervisory system, including
written procedures, reasonably designed to ensure that the Member and its registered
representatives complied with NASD Rule 2440 and charged markups, markdowns and

-commnissions on equity transactions that were fair and reasonable.

20 From at least in or about March 2005 to in or ahout March 2007, the

Member failed to establish and maintain an adequate supervisory system, including
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written pfocedum reasonably designed to ensure that TRACE-eligible securities
transactions were being timely and accurately reported.
21.  Asset forth above, the Member violated NASD Conduct Rules 2110 and |
5010 by failing to establish and maintain an adequate supervisory system, including
writlen procedures, designed to prevent ihe violations as noted in paragraphs 12, 13, and
16 above.
PRAYER FOR RELIEF
WHEREFORE, the Department respectfully requests that the Panel:
A.  order that one or more of the sanctions provided under FINRA Rule 8310(a) be
imposed, includmg that the Respondent be required to disgorge fully any and all
ill-gotten gains and/or make full and complete restitution, together with interest;

and,

B.  order that Respondent bear such costs of proceeding as are deemed fair and

appropriate under the circumstances in accordance with FINRA Rule 8330.

FINRA DEPARTMENT OF ENFORCEMENT

May 1, 2009 | M// /Z%

Date _ Richard S. Schultz, Fsq. Senior Regional Counsel

Mark A. Koemner, Esq. Associate Vice-President
and Regional Chief Counssl

FINRA Department of Enforcement, District 8
55 West Monroe Strect
Chicago, IL 60603-5052
(312) 899-4334; Fax. No. (312) 899-4600
Electronic mail address: rick.schultz@finraorg
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