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t of Bnforcement

Dopartmeny :
Fipancial Jndustry Regulatory Autherity (“FINRA™)

! Diouglas Feankdin Conrod
Danaral Sacurities Represantative
“CRE N 2457046 -

Pursuent to FINRA Rule 9216 of FINRA's Code of Procedure, 1, Douglas Franklis Canrcd,
submit this Lefer of Asceptance, Waiver and Consentt (“AWC™) for the purpose of proposing a
settlzment of the alleged rule violations described below. This AWC is submitted on the
ocondition that, if accepted, FINRA will not bring any fature astions agalost rae alleging
violations based on the same factesl findings desaribed hersin.
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ACCEPTANCE AND CONSENT

Therehy acoept and congent, wilhout admitting or denying the Sindings, and solely
for the purpossa of this procoeding ind any othrer proceeding brought by or o
behalf of FINRA, or to which FINRA Js  party, prior to a bearing and without a
adjudication of any fssue of Juw or fact, to the entry of the foliowing fndings by
FINRA: : .

BACKGROUND

Douglas Franklin Cenrod (“Conrod™) began his associztion 4s 6 genersl sequrities
representative with a FINRA member in 1994, On July 14, 2003, Conrod becama
associated with Piper Faffay & Co, (“Piper Jaffray” or the “Fim”), a FINRA
member, until his employment temaination on Yanuary 18, 2005, Oa April 8,
2005, Conrod became associated with another FINRA member (*XYZ Fim™)
where ho remeing employed to dats, and is therefore subject to FINRA'S
jurisdiction pursuant to Article V, Section 4 of the FINRA By-Laws, Contod bes
00 prior discipiinary history in the securities Industry. | -
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i OVERVIEW

Durlng the couxse of his employmen with his Firm, Conrod bogan exploring the
1022 and she feasibifity of starting » hedgo fimd business ficused on aircraft
finance securitiss, Though Conrod ultimately did pot form any business eatity or
acospt any maney frawn investors, he engaged in cortain conduct that failed to
meet the hiph standads of commersial honor 2nd just and equitsble principles of
trade in that he, without tha Finn's knowlzdgs or pernrission: () used the Firm’s
: internal information, including some confidentiad and proprietery materisls, for

1 ' ths proposed hedge fand; (if) comaoted potential investors, inthuding some Fim

- institutiona) customers, regarding possible interest in Investing in the proposed
hedge fand; apd (G5 vsad the Firm’s name in the proposed hedge fund's businass
plan i & manner which could be reasonably interpreizd that the Flum was aware
of andfor approved of the proposed bedge find,

Conrod also violated WASD rules by engaging In communications with the public
i that e published, circuluted and/or distributed public coramunications
coboeming his proposed hedge find that were not approved by the Firm and that:
(1) cominined statemants that were exagporated and wrwareuted, and (1)
contaltied promises of speeific rasults, and/or projections of pradictions of
investment performanoe, Conrod also engaged in a single email correspondence
with fhe public that was not approved by the Flom and that contained fatse and/or
misleading statements or claims,

E YIOLA

As a salegperson in Piper Jaffray’s fixed income group, Cotirod marketed &

varioty of fixed income products w Piper Jaffrey's customers, including afrcralt
bonds. Two of the sircraft bonds that Conrod marketod to Piper Jufftay's :
customierg were the Pegasus Aviation Lense Securitization 2000 (“PALE !
and fhe Dalta Airfines BEquipment Trust Certificate 3992-C1/C2 (“DAL ETC™:

Beginning In as early as Novernber 2003 and continuing touph Juguary 2005
(the “Relevant Pariod™), Conrod and a business partucr named PS (“Pariner PS”)
explored the feasibility of forming a hedge find focuscd on giroradt snd wvintion
bonds, During the Relevant Pariod, Conrod and Partner PS coromunicated on a
regulor basis about the proposed hedgs fund.

! PALS 2000 §5 o niroratt espet-backod prctaity (“ABE™), 2 type of recurily Witose velus sndd incomn payments ars
desived Bom and collaterizod ("basked™) by s pool of undertying assets, which by the 0456 of aircratt ABS, s the
. gash flow scoured by plodged lease pryments on the alresfl,

DAL ETC lg an alroentt equipment trust oprtificats, 2 /pe of seourily thit operaies 58 & paay-through s that
issues vertifioetes to inveslors, often in seator and subordinated wanches, i order tn flasnca the purchms of an
wirerefk by & bt mannged on the invastors® bahal€ The trust then Joases tha sleraft % an alrliou, sad $he trses
.mwmmwmmmmehm Upon metority of the orstificate, the ailne recalves titls & the
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e 1. Wailare to Observe High Standards of Commevcial Honor usd Jst
3 and Eqaifable Principies of Trado

NASD Conduct Rule 2110 requires members to oheerve hiéhm&zds of
commercial honor and just and equitable principlos of tads. Conrod sngaged in
couduct thar was viclaive of NASD Rules 21 1{ in the following wiys:

a. Unouthorized Use of Firm's Internol Diformation, Including Some
Proprietary and Confldential Information, For the Propossd
Fledge Fund

While employed by his Firm, Conrod, along with Partner PS, drafled &t leest two
documents relating fo teir proposed hedge fimd; 3 23-page business plap (the
“Busiaess Plan'™ and 2 2 |-page Fower Poim presentation (tie *Power Poitt
Pregeniation™).

Tha Bosiness Plan was sntitfad, “Aircrafl Pertners Fund [ Prepsred by Botg
Conrod and Partner P57 b the Business Phn, Connad detailed the poteolis}

; oppartynity available to investors in the proposed bedge fand by expipining the
. . nugices of the aircratt lessing and distressed debt marketpiace. The Business
Flan aten provided examplos of two potential lnvesimont opportunitivs which the
proposed hedge fund would invest In as part of [t investment thesls, Thess

; ' mvestments were PALS 2000 and DAL, ETC, two distressed aireraft bonds whidh,
! ‘ ander the Business Plan of the proposed hedge fund, would be purchased ata
L deflated price In relation t the preieg of the aircraft and the teluted icase paymonts.
i These two alrcraft bopds were securitios that Coprod marketod to customers of the
Plrm as part of his doties o5 a salesperson. The specific afreraft bond information
utitized {n the Bosiness Plan and PowerPoint Presentztion was compiled from a
variely of sources, inchuding publiv and historic informetion, as wed] as soma
infarmation which the Pirm had designated as “Interpal T1es Onby — Do Nat Copy
or Distribute.”

Duting the Refevant Pariod, Conrod forwarded at least 24 Finm emnlls containing
materials explisitly labeled as “innernat uss only” from sither his Piper Jaffiay
omail account or an authesized Firm Bloomberg email account to extarmmat email
addreszes, Soms smalls were forwarded to his own persocal emell address aad an
smail address belonging to Partuer PS, while other emails wers forwarded to
outside Individuoals, some of whom worked fbr nstinutional customers of the
Pirre, These Flna cinails wers not intended by the Finn 10 be disseminaied
cutside of tiie Firm and muck of the Information mcluded in these “internai use
otly” emally pertained to airceaft bonds and finence.

. Also, as a Firm salesperson, Conrod was anthorized to use a Pirm proprictay

| regearch tool that vahied aiveenfl bonds, pursuant to his signing of a

! confidentinlity agreemont that wes Conrod's sffirmation that he understood and
: agrezd he was prohibited from emelting, copying or distributing the taforreation
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be received fom the proprietary ressarch tool. In direct violation of this
confidentiality agresment, Conrod forwardsd some emails outside of the Fiom that
contained inforntation obtained o the resesrch tool.

In short, Conrod did not have pamission from the Fimm to wilize the Fim’s

internal foformation, including Some proprictary and coufideatie) information, $or

g:gmpfmd hedgs fund. By reason of the foregoing, Conrod viotsted NASD
2116,

& Conrod's Contacty with Potential Investors of the Proposed Hadge
Fund .

During the Relevant Period, Conrod utilized hia Firm'"s business email asconnt
mmd Bioomberg email actount ty communicats sbout the proposed hedge fund
with at feas? nine individuais cutside the Firm. Though these nine individuals
ware family and fiiends, most of them wore also Conrod's nisin contect ot m
insttutional customer of the Firm. In addidon, Courod met with and/os provided .
. ﬁwmmmmmmmmmamnm
{vi X

O of the purposes in communicating with ficse indlviduals was to explors
ruiging seed money for the propossd hedge fund, Conrod also met with
individaas at Y7 Firm, 2 FINRA member and Conrod’s current-smployer, 1o
discusgfiedmtbcy would be intarested in providing capital for the proposed

Conrad"s communications with potential investors of the proposed hedgs fund
vongtitatad a violation 6fNAST) Conduct Rule 2110

e Use of the Firm Name in the Business Plan for the Proposed
Hodge Fund :

The Busincss Plsn lso had a Biographies seotion that contained written proflles
on the proposed hedge fund®s two founders and pariners, Conrod and Partoer P8,
Conrod's biography contained a parsgraph that reforanced Conrod’s effiliation
with his member employer by stating,.

M, Conrod is cwrrently 2 Managing Dirsstoy af Pipor Jatfray asd
Cawpany, the pretminent Aleeraft Bquipment Trust and Alrrall ABS
dealer on Wall Stmet. He jolsed the ticrd in July 2003 and comentfy I
one of the fim's top salesprople on the structured produce fived
incame trading desk.  He bs also the sxics team loudcr for the oevwly
bouched CBOFCDO group, (Emphasts in orlginaly

The Hirm's policies and procedures stete, “No employee may use the Firm's name
in any manner which could be reasonably misinterpreted to indicate a tie-in
botween the Firm and gay outside aotivity of the employee.”
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By refening to the Finm in mateyials for the propossd hedge fund without the
Flem's knowledge or permission, Coarod used the Finm's name i & Fveomer
which pould be reasonnbly misinterpreted to Indicate that the Fip was swire of
md:;:-t approved of the proposed hedgs fund, i violation of NASD Condust Rule
2110.

2.  Conrud's Communications with the Public®

Acconding 1o the Oeneral Provisions of NASD Rules, and in particulat, the
sppbicability of the rules to smployees or sgsoolated parsons of membery, Genarsl
Provision 0115 sizies, “These Rules sball apply to all mewbers and persons
associated with » tnember, Porgons associzied with a member shall have the same
duties and obligations a3 & member under these Rules.™

a Priveival dpproval

Conrod's uss of the Business Plan and Power Point Presantation violsted NASD
R;:le 2210(b)(1), as they were not approved, prior to use, by a registered principal
of the Firm., .

B RiskDiseloswre

NASD Ruls 2210(d)(1)(A) roquirss sommmications with ths public to be fair and
belenced, znd to provide the investor with 8 souad basis for evaluating the facts
regarding the pecurities products or services being discussed. No mateeial fact
may be omitied from & communication ifsuch outlssion wonld vauss the
communication to be misleading. Conrod violated NASD Rule 2210 (1)A) in
that the Bosiness Plan and Powerlolt Presentation feiled to jnolude adequata
disclogures regarding both the genersl risks of hodge finds as an investment, znd
tisks specific to Conrod's proposed hedge fund. Absent such disclosures, the
proposed hedge fand's materisls fafled to provide a falr end balanoed presentation
o investors. .

] Exoggerated or Unwarranted Statemares or Clitims

NASD Rude 2219(4)1XB) prohibits false, sxagaeratad, unwarcanted or
roisieading statsements or claling, No membér pay publish, circulete or distibute
any publlo commanication that the member lzows or has reason to know contains
any uginio statermnent of a matesial fact or is obierwise false or misieadlng. Thoe
following #te cxamplés of statements or claims io the Business Plag and/or Pover
Point Prosentation that ers exagpersted or vawarranted, in violation of NASD
Rale Z210(d)(1XB):

¥ In Pebrascy 2003, B WASD laoosd Natlos to Meorbars 83.47, which raninted racmbera sad thelr cmployees of
tedr obHgratlons srhoa selling hodge finds and Binds of bedge Munds, inotuding providing balanced discloar in
promotionad offtris and performing 2 resanahie-bisis sukabiTiy determination.

N g ey s v T M S TN T A Y —
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v “Secured Aireraft Bonds Offer Compelling Rates of Retun - There exists a
fremendons opportimity fr investors to puchase on a gecondary busis, senior
secured positians, in sustused cash Sow [pstruments that will vetorn blgh
stable yields for considerable periods of time, -1n an absotute basiz sud
rafntive to other asset olasses, sircialt cquipment truat and aircmaft equipment
trsst and afroraft ABS transactions offer compeliing rates of returm™-- page
of Buginess Plan;

v “Seck to purchass assets o cash flows at a discount to their intrinsic or net
8550t value providing the ievesios 2 margin of safety and generating o
acceptable rotum aysumiog no growth™—page 6 of Business Plan;

¢ “Levarags In stroctored ABS afroraft bond cash Aows-Smadl Incense in
performance can creats signifioant price appréclation in matket” ~ page 16 of
Business Pl :

» "Long {ived airoraft assets will genessic compelling returns for a copsiderable
period of fime™ — pags 16 of Busginess Plan;

» “Mr. Conrod s curvently a Managiog Dircofor at Plper Jeffray and Company,
the pre-eminent Aircraft Equipment Trast end Aircraft ABS dealor on Wall
Street” - page 17 of Business Plan;

s “Downside — Minimal — Buying at discount to NAV — Exoelient nofluteral
covetage™ — page 2 of Power Point Presentation;

¢ “By assuming wist we believe to be relatively goall bankruptoy and
reposseasion risk, we have the polentisl to sarg 0% refirt™ - page 20 of
Power Point Preseatation,

» “Opportunity to generats double digit rebzms with minimal visk™ ~ page 22 of
Powet Point Presentation;

s “Unigue to cur manegemmeat team i2 the expertise and ability to take
posesssion and manags the physica! alrorafl saget, Very fow inveatment funds
have thiz skil} set” - page 22 of Power Palnt Presentation;

» “Leverage in stncture niroraft band cesh flows-Small inoreass in performance

. AN Greate significant price appreciation in magket® w page 22 of Power Point
Presentation; and

= “Long lived asscts can genernte compolling remums for 8 considerabie period
of Gime" ~ page 22 of Power Polnt Pressntation,

d  Promises, Projections or Predictions

NASD Rult 2210(d)(2)(D) prohibits the promiss of specific results andior
predictions or projections of investment perftrmance, The following am
examples of statements or claims ia the Businass Plan and/or Powat Bolat
Presentation that violstsd NASD Ruls 2210(dN2)(D):

v “Eamn un-feversd 9-15% anmal pofumns willizing very low levetage, |-tun
generating potentfal returns of close to 20% #s the buse case™— page § of
Business Plan:
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» "wawmw:memMMsmmwmmm
for ETC and EETC structures, ad 9%-11% for ABS stractures” -page § of
Bustness Plan; )

. 'Wsmwﬁnwodumﬁ%mk’smrmmﬁlmdmchunahmm-
fevered eavironment held o matucity® — page 9 of Business Plan; .

»  The buse case soanaxios for Al and AZ which disclose “TRR 9.26% - Base
Case-Heldtomauuity”nnd"IRRQ.SO%-BmClse-Heldmmmity"u
bottom of page 13 of Businesy Plan; .

. “Smabmemﬂyshconswvm’velyinﬁcﬁngmw”uwﬁof
Buginess Plap;

» “kawmvuimcmmwmnﬁdmtmmgmmwmmd
9-15% assaming no recovery from carrent market levels” - page 16 of
Business Plan;

o “Un-levared 9-12% retrps, with very low leveorage...” ~ page 2 of Power

Point Pregentation; .

“30+36 TRR™ « page 14 of Power Point Presentation;

9 26% IRR" - page 14 of Power Poiut Presentation;

9 5i% IRR” - page 15 of Power Polnt Presentation; .

“PmchascAIClassin&lmimhALBlmdsdmtnmedmmMof

9.45% IRR. 1o matiinity - Base case assumption « page 17 of Power Folnt

Prosentation; and :

o “Cash on cask saual yield of |1.4% - Base case assumption” — page 17 of
Power Point Presentation.

e Misleading Email

On December 7, 2004, Conrod seot a eraif from his Firm's cmail acoout to two
ouside email addresses (the “December 7, 2004 cmail”). Ope of fhe recipionts
wag o customer pamed PS ("Custamer PS™), Conrod’s former ptofessor sk
Columbia Business Schinot and the founder of the ABC Fund, a bedge fond thet
was & customer of Piper Jaffray st the time, The other recipient of Conrod's emall
waa Partnes IS,

* n this December 7, 2004 email to Customer P8, Conrod stated that be and Partner
P5 had been trying to ralse funds for fre propossd hedge tund since Jone 2004,
Conrod explained that the XYZ Flrm was wiliing to house the proposed hedge
fnd and that Conrod and Partner PS sirearly had commitments for p few milfion
dollars, The December 7, 2004 cmall vontinued by staring that Conrod and
Partaer P5 were looking t raise more money to “get the fund up and running®
mduuadeuerPSforgnldmwmdsumeﬁimswwasdﬂmm
reaching the Cohonhia Business School network.

Several of Conrod’s statements in this Dectmber 7, 2004 emuil were. not trus,
includiog thet the XYZ Firm was williag to house the proposed badge fimd and
that Conved hiad investor commitments of a few million dotlass. ,
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, the content of the smail was faise and mislesding, in violation of

NASD Rule 221 0(d)(IXE) and the coutent siandards of NASD Rele 2211{dX1).

VIOLATIONS

1y Conrod violated NASD Conduct Rule 2110 by failing to observe high

2)

3

4

standands of commercial howor and just and equitable prinaiplos of
trads in thet be, without the Firm’s kmowledge or pesission:

a used the Firm’s lnternal Iformation, inchuding some
confidential ans proprietary information, for a praposed hedge
fund;

b. had coatacts with potential invastors, including some Fims
Institutional customers, ragarding investing fn the proposed
hedge fand; and

¢. used the Pirm's pams by improperly referencing the Fim in
fire proposed hedpe fund*s business plan that he created o e
raanaer which could ba reasonably misinterpreted to indicate
that the Firm was aware of and/or approved of the propased .
hedge fund, ‘

Conrod violated NASD Canduct Rule 2210(b)X(1) in that the matcrisls
he cteated for the proposed hedye fupd aud/or wtilized for
communication with the public were not spproved, prios to use, by
ragistered prineipal of his Firm, :

Conrod violated NASD Conduct Rule 2210(dWT)(A) in that the
muterials he created for the proposed hedge fund and/or utilized for
communivation with the public lacked adsquate discloseres such that
thely wets not falr and balanced add did nat provide a sound basis for
evhlusting the fucts regarding the securities products or sarvines being
offored.

Conrod violated NASD Conduct Rule 2210(d)}1)(B) in that the
materials be created for the propossd hedge Tund and/or wilized for
communication with the public conteinad exaggerated and/or
unwarrantzd statsments of claima.

Cunrod violated NASD Conduet Rule 221 0(4){2)(D) in that the hedge
fund materials be ereated and utilized for communication with the
public covtalned promises of specific results and/or predictions or
projections of lovestment parformancs.

GUGCERHETN CAP METS T Roos
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6) Comvod violated NASD Conduct Rule 2211{d)(1) in thap the single
email correspondence he utilized for communication with the publio
vickated the content standards of NASD Congdnot Rule 2210(d){(3) in
that }t contalned false andior misleading statapeants or claims.

B.  [also consent to the imposition of the following seucthons:

A thres month suspension fiown assnciation with any FINRA member iz sny
capacity and a fine in the amount of $5,000. . )

1 agrec to pay the 55,000 fine upen aotice Bt this AWC has been sccepted 208
thiat such payment is dus and peysble. | have submitted an Election of Payment
forma showing the methad by which [ propose to pay the fine imposed.

1 specifically and voluntarity waive ary right 1o claim that I am unable to pay;
now or ot any time hereafler, the fine iraposed in this mutter.

1 understand that if | am barred or suspended from associating with sy FINRA
roemabet, 1 bocome subjectto a statutory disqualification aa that terrs is defined in
Section 3(a)(39) of the Securities Exchange Act of 1934, a3 amended.
Accordingly, T may not be sssoointed with any FINRA member in any capasity,
inchuding clerical or ministerial fanctions, during the period of ths thres month
suspension. (See FINRA Rule 8310 and [M-8310-1.) The sanctions imposed
herein ghatl be effective o & dats sot by FINRA staff,

18
WAIVER OF PROCEDIRAL RIGHTS

1 specifically and volontarily waive the following rights grant=d under FINRA"s Code of
Procedurs: )

A.  Tobave p Formal Complaint ismond specifyity the allegarions ageinst me;

B.  Tobe notified of the Formal Complaint and have the opportunity to answer the
ellsgations in writing;

C.  Todefend agninat the aliegations in a disciplinary hsaring before a hearing pansd,
10 have a wrltten record of the hearing mads and to heve a writton decision Issund;
ang

D.  Toeppeal any such decizion to the Natioual Adjudicatory Councll (NAC™) and
then to the 11.8, Sgcurities and Exchange Commisston and & U.S. Cowrt of.

8




04/08/2008 16:33 FAX 12036580913 CUCCENEIE CAP NKTS &eLo

Appeals,

Further, I specifically and voluntarily watve sy right to claim bias or prejudsment of the
General Coumssl, the NAC, or any member of the NAC, in conaection with such persen's or
body's participation n disowssions regmrding the ferme and comditions of this AWC, or other
sonsideration of this AWC, Ipcinding acceptance orrejaction of this AWC,

1 firther specifically and vojmtarily waive eny tight to clain that a person violated the ex, parie
probibitions of FINRA Rule 9143 ar the separation of functions prohibitions of FINRA Rule
9144, bn connection with such peysen’s or body's participation in discnssiona regardiag the terms
end conditicme of this AWC, or other consideration of this AWE, netuding lts acosptance or
tejection,

Ik
OTHER MATTERS
T understend thet
A, Submission of this AWC is vohuntary and will not reselve this meiter nnless and

until it has been reviewed and acosptad by the NAC, a Review Subcommittes of
the NAC, or the Oifice of Disciplinary Affaits ("ODA"), pursuant to FINRA Rule

9214;

B, Hthis AWC s not acaepted, {ts submission will not be used g5 evidenceto prove
sy of the atlagations against me; and '

€. [occepted:

1. this AWC will become part of my petmanent diseiplinary record and mxy
be considerad Inmymmmacdumbmughtbym;wcwm
regulator against me;

2. . thig AWC will by tnade available throngh FINRA's public disclosure
program mrcspmsetu public inquiries sbout my disciplinary record;

LR FINRA may make a public antiounceypent soncarning this agreement and
the subject matter theroof in accordance with FINRA Rule 8310 aud IM-
£310-3; and

£, 1 may not take any astion oF make or permit to be made any public
Staintnt, including in rogulatory filings or otherwise, denying, directly ot
indirectly, any finding in this AWC or create the impressien that the AWC
15 withott factus) besis, I may not iake apy position it any proceading

10
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broughit by oz on bekslf of FINRA, ar to whish FINRA ls 2 party, that is

hwonsistent with any part of this AWC, Nothing in this provision affects

sy right 10 ke lega) or Bxctual positions n litigatien o other logal
proceedings i which FINRA is nota party.

. Imymehacﬁmtiwnmsmﬂmnmawcmmmmuf
domansatrable correotive steps taken to prevent fumure miscopduct. 1 understand
Mlmaynudewﬁwehmuwmdwmymmnwbmmﬂstmﬁh
the AWC in this Statement. Thiz Stytergent does not constitute fictaal or logal
findings by FINRA, nor doos it reflect the views of FINRA or its staff.

T certify that } havs read and understand all of the provisions of this AWC and have bess iy

1o indu

ot

prospect of volding the leswance of a Complaint, hes
e
Dase

Diuglas Frankii Corrod, Respotudent
Geseral Securities Representative

yi.

S B v 28

Counsel for Respondent

11
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Acoeptad by FINRA:

$/a1)0

12

Newr York, Wew Yoak 10005
646.3)5-7305 (tek)  646-315-7443 (fox)
i

Scott Andersen, Dirsttor

FINRA Departmeat of Brforcernont

14 Walt Street, 14® Floor

New York, Now Vark 10003

{646) 3157303 (te].) 646-315-7443 (i)
scott anderseni@ifra.org

FINRA Departmen: of Enforcemeat

14 Wall Street, 14" Floor

New York, New Yok 10005
546-315.7350 (tol)  646-315-7442 {fax)
conway.leol@iinra.cry

dorz




