FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO. 20{]801 241 96—-01 ‘

TO:  Department of Ma:ket Regulation
Fmancml Industry Regulatory Auﬂuonty (“F INRA )

RE: Collins Stewart LLC, Respondcnt
Broker-Dealer
CRD No. 24750

Pursuant to FINRA: Rule 9216 of FINRA’s Code of Procedure, Collins Stewart LLC (the “firm™)
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 the firm alleging
violations based on the same factual findings described herein.
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ACCEPTANCE AND CONSENT

A. 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 a party, prior to a hearing and without an
adjudication of any issue of law or fact, fo the entry of the following findings by FINRA:

BACKGROUND
The firm has been a member 6f FINRA since July 28, 1989, and its registration remains
in effect. The firm has no relevant disciplinary history.
SUMMARY
In connectlon thh mater ne. 20080124196, Tradmg and Market Makmg Survelllance -

(“TMMS™) staff reviewed the trading activity of the firm, set forth in Exhibit 1, for the
trade date, January 23 and 24, 2008, unless otherwise noted.'

s Conduct that was found te be v1olat|ve of ‘Nasdaq Ru]es asa result of thls exammanon is addressed ina separate )
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‘In connection with matter no. 200801321 69, Market Regulation staff from the Customer

Issues group reviewed the trading activity of the ﬁrm for the review penod I uly 1, 2007

" through September 30, 200’!

FACTS AND VIOLATIVE CONDUCT -

In connection with matier no. 20080124196

1.

During the review penod the firm, on 21 oceasions, accepted a short sale order in an
equity security from another person, or effected a short sale in an equity security for
its own account, without (1) borrowing the security, or entering into a bona-fide
arrangement to borrow the security; or (2) having reasonable grounds to believe that
the security could be borrowed so that it could be delivered on the date delivery is
due; and (3) documenting compliance with SEC Rule 203(b)(1) of Regulation SHO.
The conduct described in this paragraph constitutes separate and distinct viclations of
SEC Rule 203(b)}(1} of Regulation SHO.

The firm failed on 22 occasions to provide written notification disclosing to its
customer its correct capacity in the transaction. The conduct described in this
paragraph constitutes separate and distinct violations of SEC Rule 10b-10.

During the review period, the firm transmitted to OATS ten reports that contained
inaccurate, incomplete, or improperly formatted data. Specifically, the firm failed to
submit “Cancel Replace™ reports, reported non-reportable transactions to OATS, and
failed to submit certain reports for one of its MPIDs. The conduct deseribed in this
paragraph constitutes separate and distinct violations of NASD Rule 6955(a).

The firm’s supervisory system did not provide for supervision reasonably
designed to achieve compliance with respect to certain app]icable securities
laws and regulations,"andior the Rules of NASD. At a minimum, adequate *
written supervisory procedures addressmg quality of markets topics should
describe the following: ,

. (a) specific ldentlficanon of the mdmdual(s) responmble for
- supervision;
_ (b) the supervisory steps a.nd reviews to be taken by the appropnate
supervisor; -
(c) the frequency. of such reviews; and
(d) how such reviews shall be documented.

The firm’s written supervisory procedures failed to provide for one or more of the
four above-cited minimum requirements for adequate written supervisory procedures,
in the following subject aréas: Order Handling [SEC Rules 605 & 606) (b, d); Best.

i Execution [prmclpal transacnons] (a-d); Trade Reportmg (b d); Sales Transactxons



[Short Sales and Short Sales reporting] (a-d); and Multiple MPIDs (a-d). The conduct
“described in this paragraph constitutes a violation of NASD Rules 2110 and 3019.

" In'connection with matter no. 20080132169

5. Im'six instances during the review period, the firm accepted and held customer market
orders, traded for its own account at prices that would have satisfied the customer
market orders, and failed to immediately thereafter execute the customer market
orders. In addition, in 37 instances during the review period, the firm accepted and
held customer market orders, traded for its own account at prices that would have
satisfied the customer market orders, and failed to immediately thereafter execute the
customer market orders up to the size and at the same price at which it traded for its
own account or at a better price. The instances are reflected on Exhibit 2. The
conduct described in this paragraph constitutes separate and distinct violations of
NASD Rules 2110 and 2111(b).

The firm also consents to the imposition of the following sanctions:

A censure and fine of $25,000, restitution, and an undertaking to revise the firm’s written
supervisory procedures with respect to the areas described in paragraph I.A.4.

The fine consists of the following:

$7.500 for SEC Rule 203b;

$2,500 for SEC Rule 10b-10;

$5,000 for NASD Rule 6955;

$5,000 for NASD Rules 3010 and 2110; and
$5 000 for NASD Rules 2111(1:) and2110.

R R CN S

Resntutmn by Respondent to the customers llsted on Exhibit 2 which is attached in the -
total amount of § 56.00, pius interest at the rate set forth in Section 6621(a} of the
.~ Internal Revenue Coie, 26 U.S.C. 6621(2)(2), from the date of the violative conduct until
- the date this AWC is accepted by the National Adjudlcatory Council. A registered

. principal of the-firm shall submit satisfactoty proof of paymeént of the restitution, or of
reasonable and documented efforfs undertaken to effect restitution, to the :
COMPLIANCE ASSISTANT, LEGAL SECTION; MARKET REGULATION o
DEPARTMENT, 9509 KEY WEST AVENUE, ROCKVILLE, MD 20850 or in an e-mail
from a work-related account of the registered principal to :

MarketRegulationComp@finra.org, no later than 120 day;s after acceptance of this

AWC. Iffor any reason, Respondent cannot locate any cistomer after reasonable and
" documented-efforts within such period, or such additional period agreed to by the staff,
Respondent shall forward any undistributed rcsntution and interest.to the appropriate



escheat, unclaimed-property or abandoned-property fund for the state in which the
customer is knowu to have last resided.

W:thm 30 busmess days of acceptance of thls AWC by the NAC a reglstered pnnmpa] of
the Respondent shat] submit to the COMPLIANCE ASSISTANT, LEGAL SECTION,
MARKET REGULATION DEPARTMENT, 5509 KEY WEST AVENUE,
ROCKVILLE, MD 20850, 4 signed, dated letter, or an e-mail from a work-related
account of the registered principal to MarkétRégulationComp@finra.org, providing the
following information: (1) a reference to this matter; (2) a representation that the firm -
has revised its written supervisory procedures to address the deficiencies described in
paragraph I.A.4; and (3) the date the revised procedures were implemented.

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

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

The sanctions imposed herein shall be effective on a date set by FINRA staff. Pursuant
to FINRA Rule 8313(e), a bar or expulsion shall become effective upon approval or
acceptance of this AWC.

IL.

WAIVER OF PROCEDURAL RIGHTS

The firm specifically and voluntanly wawes the following rlghts granted under FINRA’s Code

of Procedure:
A To have a Complaint jssued spe’cifying the allegations against the firm;
B. Tobe nonﬁcd of the Complamt and have the opportumty to answer the allegatmns in _.
' wntmg, ' :
e To defend against the allegatmns ina d1sc1phnary hearmg before a heating panel, to have _
-~ - awritten recotd of the hearing made and to have a wriiten decision jssued; and -
D. To appeal any such decision to the National Adjudicatory Council (“NAC™) and then fo

the U.S, Securltlcs and Exchange Comm:ssxon and a U.S. Court of Appeals

Further, the firm SpGle cally and voluntanly waives any right to claim blas or pre_]udgment of the
General Counsel, the NAC, or any member of the NAC, in conniection with such person’sor



E"OﬂI)"s patticipation in discussions regarding the terms and conditions of this AWC, or other
consideration of this AWC 1ncludmg acceptancc or re_]sctlon of thlS AWC

The ﬁrm further specifically and vo]untanly waives any nght to claim that a person vmlated the.
ex parte prohibitions of FINRA Rule 9143 or the separation of functions prohibitions of FINRA
Rule 9144, in connection with such person’s or body’s participation in discussions regarding the
termg and cond1tlons of this AWC, or othcr consideration of this AWC mcludlng its acccptance

Or rejection.
10,
OTHER MATTERS
The firm understands that:
A.  Submission of this AWC is voluntary and will not resolve this matter unless and until it

has been reviewed and accepted by the NAC, a Review Subcommittee of the NAC, or the
Office of Disciplinary Affairs (“ODA™), pursuant to FINRA Rule 9216;

B. If this AWC is not accepted, its submission will not be used as evidence 1o prove any of
the allegations against the firm; and

C.  Ifaccepted:

1.

this AWC will become 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;

this AWC will be made available through FINRA's public. dlSGlOS‘LlI‘C pmgram in

" response to public inquiries abaut the ﬁrm s disgiplinary record

FINRA may make a public annour'lccmcnt concerning this agreement and the

' Subjcct marter, thcreof in accordanCe wnth FINRA Rule 83 13; and -

Thc firm may not-take any actmn or makc or pérmit to be madc any pubhc

. statement, including in regulatory ﬁlmgs or otherwise, denying, directly or -

indirectly, any finding in this AWC or ereate the impression that the AWC fs
without factual basis. The firm may not take any position in any proceeding
brought by or on behalf of FINRA, or to which FINRA is a party, that is

. inconsistent With any part of this AWC. Nothing in this provision affects the
-+ fir’s right to take legal or factual posmons in litigation or other legal
, proceedmgs in Wh]Ch FINRA isnotd party



The firm may attach a Corrective Action Statement to this AWC that is a statement of
demonstrable corrective steps taken to prevent future rmisconduct. The firm understands
that it may not deny the charges or make any statement that is inconsistent with the AWC
in this Statement. This Staterment does not constitute factual or legal findings by FINRA, -
nor does it reflect the views of FINRA or its staff.



The \indersi gned, on behalf of the Firm, certifies that a person duly authorized to act on its behalf
 has read and understands all of the provisions of this AWC and has been given a full opportunity
" to ask guestions about it; that it has agreed-to the AWC’s provisions voluntarily; and thatno -
offer, threat, inducement, or promise of any kind, other than the terms set forth herein and the
prospect of avoiding the issuance of 2 Complaint, has been made to induce the firm to submit it.

T Jol0

Date _ Respondent

“'\\QrL A QOTFEU\.T wmo
Title: Q"\;eF ().omplll.-tu.q 0w

Reviewed by:

L —

Attorney Name - Randall §. Fenlon, Eeq.

Counsel for Respondent

Accepted by FINRA:

| 3533 /7 - I oo S1gnedonbehalfofthe .

- Date . _ e . . - Director of ODA by delegated authonty o

”/‘L ,9.44.;

Thomas R. Gira
Executive Vice President .
Department of Market Regulation




Collins Stewart, LLC (20080124196)

The staff reviewed the following samples during the exam:

Exhibit #1

Sample Size Rewew Area Sample Souree
customer and pmpnetary sell orders for compllance with SEC Rufes 200(g) - from trade dafes Januér_v 2‘3-
andfor 203(b), . . and 24, 2008,
378 customer and proprietary sales, for compliance with NASD Rule 6130, . from trade dates January 23
. . and 24, 2008,
11 cancelled transactions for complianice with the requirement to cancel trade from trade dates January 23
reports within ninety seconds of cancellation from books and records, and 24, 2008,
100 limit and market orders executed as principal, for compliance with NASD from trade dates January 23
Rules 2110 (and IM-2110-2) 2111, 6440, 6541 and 2320, and SEC Rules and 24, 2008,
601 and 604,
10 not held customer orders, for compliance with NASD Rules 2320 and NASD | from trade dales January 23
Rule M 2110-06, and 24, 2008,
3 orders in securities for which the firm was a market center, for compliance {from trade dates January 23
with the order size/type classification requirements of SEC Rule 605, and 24, 2008,
4 orders security/size/order data statistics published on the firm’s monthly order from the statistics published

(3 categories)

execution report, for compliance with SEC Rule 605,

for the December of 2007,

N/A

data published on the firm’s quarterly order routing report, for compliance

from the report published

with SEC Rule 606, for the 4™ quarter of 2007,
36 orders in NNM or SC securities submitted to OATS, for compliance with from trade dates January 23
NASD Rule 6935, and 24, 2008,
4 trades reported to ACT or TRACS with the .RO modifier, for general from trade dates January 23
compliance with NASD Trade Reporting and ACT rules, and 24, 2008,
- 8 trades in N'NM or SC securities reportéd with a transaction modiﬁer,.for from trade dates Jaﬁuary 23
compliance with NASD Rules 4632 and 2320, and 24, 2008,
196 -| Orders entcrcd in the Nasdag SmgleBook system from compllance with - from trade dates January 23 ‘
NASDAQ Ru!e 4755, : and 24, 2008, - '
L4 orders for NASDAQ securltles in soft dollar accounts for comphance w1th from trade dates January 23
- trade reporting rules and the safe harbor limitations of SEC sectmn 28(e), _and 24, 2008, -
1441 trades reparted to ACT or TRACS in connection with the above samples, for | from trade dates January 23
general compliance with NASD Trade Reporting and ACT rules, and 24, 2008,
. 254 | order/trade records prepared and faintained in.connection witli the above . | from trade dates January 23

samples, for general compliance with NASD Rulc 3110 and SEC Rules 17a—
3 and. I7a—4 . :

and 24, 2008,




41

_costomer trade confinnations reviewed in connection with the above

samples, for compliance with SEC Rule 10b-10,

from trade dates January 23
and 24, 2008,

Sample Size

Reyiew Area

Sample Source

written supervisory procedures, for compliance with NASD Rule 3010. -

N/A the firm’s establishment and iinpl‘éméhtatiqn of “fegular & rigorous” reviews " based on WSPs in effect
of the execution quality of orders sent to other market centers and " during Janvary of 2008,
internalized, for compliance with NASD Rules 2320 and 3010, -

N/A the firm’s-establishment and implementation of a supervisory system and based on WSPs in effect

during January of 2008,.
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