
FINANCIAL INDUSTRY REGULATORY AUTHORITY 
OFFICE OF HEARING OFFICERS 

DEPARTMENT OF ENFORCEMENT, 

Complainant, Disciplinary Proceeding 
No. 20080124442-01 

v. 
Hearing Officer - SNB 

DOUGLAS C. GREEN 
(CRD No. 1713027), 

DEFAULT DECISION 

November 11, 2010 
Respondent. 

Respondent is barred from associating with any member firm in any 
capacity for engaging in fictitious and pre-arranged bond transactions, in 
violation of NASD Rule 2110; causing his firm's books and records to be 
inaccurate, in violation of NASD Rules 3110 and 2110; and failing to provide 
information, in violation of NASD Rules 8210 and 2110. 

Mark A. Graves, Esq., San Francisco, CA, for the Department of Enforcement. 

No appearance by or on behalf of Respondent. 

I. Background 

On June 15, 2010, the Department of Enforcement ("Enforcement") filed the attached 

Complaint against Douglas Christopher Green ("Respondent"). The Complaint alleges that 

Respondent engaged in fictitious and sometimes pre-arranged bond transactions to conceal 

inventory positions and create illusory trading profits. The Complaint also alleges that 

Respondent's entry of these false transactions caused his firm's books and records to be 
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inaccurate. Finally, the Complaint alleges that Respondent failed to appear for on-the-record 

("OTR") testimony and provide requested information and documents.1 

Respondent did not file an Answer to the Complaint. Accordingly, on September 13, 

2010, Enforcement filed a Motion for Entry of Default Decision, supported by the Declaration of 

Mark A. Graves, Esq. ("Graves Decl.") and four exhibits. For the reasons set forth below, 

Enforcement's motion is granted.2 

II. Jurisdiction 

Respondent first entered the securities industry in 1989. Respondent was registered with 

Crocker Securities, LLC (the "Firm") as a General Securities Representative and General 

Securities Principal from August 26,2002 until June 20,2008, when the Firm closed as a result 

of his misconduct. Graves Decl. H 3; CX-1. He has not been associated with a member firm 

since then. CX-1. 

Although Respondent is not currently associated with a member firm, FINRA has 

jurisdiction to bring this proceeding because (1) the Complaint charges Respondent with 

misconduct while he was a registered person and with failing to comply with requests for 

information made while he was registered or during the two-year period following teimination of 

his last registration, and (2) the Complaint was filed within that two-year period. 

1 NASD consolidated with the member regulation and enforcement functions of NYSE Regulation in July 2007 and 
began operating under a new corporate name, the Financial Industry Regulatory Authority (FINRA). References in 
this decision to FINRA include, where appropriate, NASD. Following consolidation. FINRA began developing a 
new FINRA Consolidated Rulebook. The first phase of the new consolidated rules became effective on December 
15,2008. See Regulatory Notice 08-57 (Oct. 2008). This decision refers to and relies on the rules that were in 
effect at the time of Respondent's alleged misconduct. In addition, because Enforcement filed the Complaint after 
December 15,2008, FINRA's procedural rules govern this proceeding. The applicable rules are available at 
www, finra .org/rules. 

2 The factual determinations in this Decision are based on the allegations of the attached Complaint, which are 
deemed admitted, and the declarations and exhibits filed by Enforcement with its motion. The exhibits are referred 
to as "CX-__ " 
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III. Respondent's Default 

On June 15,2010, Enforcement served Respondent with the Complaint and Notice of 

Complaint by first-class certified mail at his last known residential address according to the 

Central Registration Depository (the "CRD" address). The certified mailing to the CRD address 

was returned to Enforcement, marked "moved left no address, unable to forward, return to 

sender." Graves Decl. f 8; CX-2, CX-3. 

Respondent did not file an Answer. Therefore, in the same manner, on July 14,2010, 

Enforcement served Respondent with the Complaint and Second Notice of Complaint at his 

CRD address. The mailing was returned to Enforcement, marked "moved left no address, unable 

to forward, return to sender." Again, Respondent did not file an Answer. Graves Decl. f 9; CX-

4. 

Enforcement complied with Rule 9134(b)(1) by mailing the Complaint and Notices of 

Complaint to Respondent's CRD address, thereby giving him constructive notice of this 

proceeding. By failing to file an Answer, Respondent defaulted. Accordingly, pursuant to Rules 

9215(f) and 9269(a)(2), the allegations in the Complaint are deemed admitted. 

IV. Origin of Investigation 

The investigation that led to this disciplinary proceeding followed FINRA Staffs 

("Staff") routine examination of another member firm, during which Staff noticed Respondent's 

bond trading activity. Graves Decl. f 12. 

V. Discussion 

A. Fictitious and Pre-Arranged Bond Trading - Rule 2110 

The Complaint alleges that from June 2005 through June 2008, Respondent effected 

hundreds of collateralized mortgage obligation ("CMO") bond trades in his Firm's proprietary 

trading account for the purposes of concealing inventory positions and creating the false 
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appearance of profitability through the use of fictitious and sometimes pre-arranged trades. 

Specifically, in some cases, no contra-party had agreed to the transaction at the time Respondent 

submitted an order. In other cases, Respondent had agreed to repurchase the security from the 

contra-party at an agreed-upon price that guaranteed a profit to the contra-party, causing the 

beneficial ownership to remain with Respondent. Graves Decl. % 22; Complaint M 21, 24-32. 

Respondent also devised a strategy that not only hedged and concealed the positions, but 

circumvented trading capital and inventory limits set by his Firm and created the impression of 

profitable trading. He did so by extending the settlement dates for certain bonds and 

coordmating fictitious transactions with four other broker-dealers. Graves Decl. fff 24-25; 

Complaint % 23,33-41. 

Respondent received compensation based upon the overall profitability of the Firm's 

proprietary account. Because Respondent's scheme created the appearance of profitability, he 

received compensation based upon the apparent profits. For the three-year period identified in 

the Complaint, Respondent received $7,353,000. Graves Decl. ?fl 23,30; Complaint f 22. The 

fictitious inventory positions and illusory profits resulted in an overstatement of the Firm's net 

capital. Graves Decl. f i 23-24; Complaint f][22 -23. When Respondent's scheme was 

discovered and the true cost of his trading activity was reflected, the Firm's net capital was $10 

million below its net capital requirement. As a result, the Firm went out of business on June 20, 

2008. Complaint f2. 

The allegations of the Complaint are sufficient to establish that Respondent engaged in 

fictitious and pre-arranged bond trading, in violation of Rule 2110. 

B. Books and Records - Fictitious Trading - Rules 3110 and 2110 

SEC Rule 17a-3(a) requires every broker or dealer registered pursuant to Section 15 of 

the Securities Exchange Act of 1934 to make and keep current certain books and records relating 
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to its business, including a record of each bond trade made through the Firm, indicating the trade 

date, time of transaction, number of bonds traded, the contra party, the price per bond, the bond's 

CUSIP identifier, and the total value of the transaction.3 In turn, NASD Rule 3110 requires 

every FINRA member to make and preserve the books and records required under SEC Rulel7a-

3. It is a violation of NASD Rule 2110 to falsify a member's books and records.4 

Here, from June 2005 through June 2008, Respondent entered hundreds of fictitious 

CMO bond orders in his Firm's proprietary account for the purpose of concealing actual 

inventory positions and creating the appearance of profitability. There was no real change in 

beneficial ownership of the CMO bonds, no contra party to the trades, and no actual profit or loss 

on the transactions. Respondent's entry of fictitious and sometimes pre-arranged transactions 

caused the Firm's books and records to be inaccurate. Complaint H44. The allegations in the 

Complaint are sufficient to establish that Respondent caused his Firm's books and records to be 

inaccurate, in violation of Rules 3110 and 2110. 

C. Failure to Provide Information - Rules 8210 and 2110 

The Complaint also alleges that Respondent failed to respond to two requests for 

documents and information and failed to appear for testimony. Specifically, on April 21,2008, 

Staff sent Respondent a Rule 8210 request to appear for OTR testimony. The request was sent 

by first-class and certified mail to Respondent at his CRD address, with a copy to the Chief 

Compliance Officer ("CCO") of his Firm. The certified mailing receipt to the CRD address was 

returned marked ''unclaimed, unable to forward." The first-class mailing was not returned. Staff 

learned from the Firm's CCO that Respondent had moved and had not updated his residential 

information in his CRD. Graves Decl. f 13; Complaint 16-7. 

3 SEC Rule I7a-3(a){6)-(7). 
4 E.g., Charles E. Kautz, Exchange Act Rel. No. 37072, 1996 SEC LEXIS 994, at *11-12 (Apr. 5,1996). 
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On April 30, 2008, in the same manner, Staff sent another request for Respondent to 

appear for OTR testimony, with a copy to the Firm's CCO. Respondent received the letter and 

contacted Staff to request a postponement so that he could retain counsel. Graves Decl. f 14; 

Complaint fff8-9. 

On May 19,2008, Staff learned that Respondent had retained counsel. On the same day, 

Staff sent Respondent a third request to appear for OTR testimony by first-class certified mail 

and facsimile to Respondent's registered branch office at the Firm, with a copy to Respondent's 

counsel. Graves Decl. <J[ 15; Complaint f 10. 

On June 4,2008, Respondent's counsel advised Staff that Respondent would be unable to 

attend the OTR testimony scheduled for June 12,2008. After discussing alternative dates with 

Respondent's counsel, on June 17, 2008, in the same manner, Staff sent Respondent a fourth 

request to appear for OTR testimony. Respondent and his counsel received this request. Graves 

Decl. f 16; Complaint H 11-12. 

On June 30,2008, Respondent's counsel advised Staff that Respondent had decided to 

resign his position with the Firm, he no longer wished to participate in the securities industry, 

and he would not appear for OTR testimony. Respondent did, in fact, fail to appear for 

testimony. Graves Decl. f 17; Complaint H 13. 

On July 2,2008, Staff sent Respondent a fifth request to appear for OTR testimony by 

first-class and certified mail to Respondent's CRD address and by facsimile to Respondent's 

registered branch office at the Firm, with copies to Respondent's attorney and the Firm's CCO. 

The certified mailing to Respondent was returned unclaimed. The first-class mailing was not 

returned. Respondent again failed to appear as requested. Graves Decl. fH 19-20; Complaint 

f 16. 
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On July 3, 2008, Staff sent Respondent a request for documents and information by first-

class and certified mail to his CRD address, with copies to Respondent's attorney and the Firm's 

CCO. The certified mailing was returned unclaimed. The first-class mailing was not returned. 

Respondent has never provided documents or information in response to this request. Graves 

Decl. <I 21; Complaint f 17. 

The allegations are sufficient to establish, for purposes of this default decision, that 

Respondent failed to appear for testimony and failed to respond to requests for documents and 

information, in violation of Rule 8210, A violation of Rule 8210 is also a violation of Rule 

2110.5 

VI. Sanctions 

The FINRA Sanction Guidelines ("Guidelines") recommend a bar where a respondent 

fails to respond in any manner to a request for information issued pursuant to Rule 8210. 

Guidelines at 35.6 Here, Respondent received actual notice of Staff's requests but failed to 

appear for testimony, despite multiple requests by Staff. Respondent also failed to respond to 

Staffs later request for documents and information. There are no mitigating factors that would 

justify a less severe sanction. Accordingly, Respondent is barred for this violation. 

There is no Guideline for fictitious and pre-arranged bond trading. However, applying 

the Principal Considerations in the Guidelines, the Hearing Officer concludes that Respondent's 

misconduct was egregious and warrants a bar. His misconduct was intentional, spanned three 

years, involved hundreds of transactions and caused the demise of the Firm. In addition, 

Respondent derived over $7 million in compensation based upon the false impression of 

profitability that his misconduct created. There are no mitigating circumstances that would 

warrant a lesser sanction. Accordingly, Respondent is also barred for this violation. 

5 Dep't of Enforcement v. Hoeper, No. C02000037, 2001 NASD Discip. LEXIS 37, at *5 {N.AC. Nov. 2, 2001). 
6 Available at www.finra.org/sanctionguideIines. 
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The Sanction Guideline for recordkeeping violations recommends a lengthy suspension 

or a bar for egregious violations. Guidelines at 30. As noted above, over a three-year period, 

Respondent caused the Firm's books and records to show hundreds of CMO bond orders that 

never existed and concealed losses resulting in a $10 million overstatement of the Firm's net 

capital position. Respondent's recordkeeping violations prevented his Firm from detecting his 

misconduct, which irreparably harmed his Firm. Respondent's books and records violation is 

egregious, and warrants a bar. 

VII. Conclusion 

Respondent is barred from associating with any member firm in any capacity for 

engaging in fictitious and pre-arranged bond transactions, in violation of NASD Rule 2110; 

causing his firm's books and records to be inaccurate, in violation of NASD Rules 3110 and 

2110; and failing to provide information, in violation of NASD Rules 8210 and 2110. These 

bars shall become effective immediately if this Default Decision becomes the final disciplinary 

action of FINRA. 

SaWftelson Bloom 
Hearing Officer 

Copies to: Douglas C. Green (via overnight and first-class mail) 
Mark A. Graves, Esq. (via first-class and electronic mail) 
Mark P. Dauer, Esq. (via electronic mail) 
David R. Sonnenberg, Esq. (via electronic mail) 
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FINANCIAL INDUSTRY REGULATORY AUTHORITY 

OFFICE OF HEARING OFFICERS 

Department of Enforcement, 

Complainant, 

v. 

Douglas Christopher Green (CRD No. 
1713027), 

Respondent 

DISCIPLINARY PROCEEDING 
NO. 20080124442-01 

COMPLAINT 

The Department of Enforcement alleges: 

SUMMARY 

1. From July 1,2008, through July 18,2008, Respondent Douglas Christopher Green 

railed to appear for two (2) on-the-record (OTR) interviews that were scheduled 

pursuant to NASD Procedural Rule 8210. Green also failed to provide documents 

and information requested pursuant to NASD Rule 8210. 

2. From June 2005 through June 2008, Green effected trades in collateralized mortgage 

obligation (CMO) bonds through a Crocker Securities, LLC (Crocker or Firm) 

proprietary trading account that he controlled. Many of the CMO trades that Green 

effected were for the purposes of concealing inventory positions and creating illusory 

trading profits. Green's trading methodology involved the execution of fictitious and 

pre-arranged transactions. While these transactions caused certain CMO positions to 



appear to be "off the books" of Crocker, in fact Crocker, unbeknownst to the firm's 

management, still owned, and bore the risk associated with, the securities. On June 

]9,2008, Croeker's clearing firm began to question Green's activities and contacted 

the contra dealer on one of Green's open orders. The contra dealer did not know 

(DK) the trade the clearing firm was mquiring about and, as a result of the DK, the 

clearing firm hquidated the CMO positions in the Crocker proprietary account at a 

loss. As a result, Crocker fell below its required rniriimum net capital requirement by 

approximately $10 million and ceased business on or about June 20,2008. 

RESPONDENT AND JURISDICTION 

3. Respondent Douglas Christopher Green (CRD No. 1713027) first entered the 

securities industry on or about January 10,1989, when he associated with a FINRA 

member firm. On or about August 26,2002, Respondent Green became associated 

with Crocker as a General Securities Representative and as a General Securities 

Principal. Respondent Green remained associated with Crocker until the firm closed 

on or about June 20,2008; however, he remained registered with the firm on the CRD 

records until a FINRA administrative Form V5 was filed on his behalf on or about 

September 5,2008. Crocker's main office was located in Northern California. While 

associated with Crocker, Green conducted business at a branch office of the firm in 

Boca Raton, Florida. Green was responsible for the payment of all expenses 

associated with the Boca Raton office and employed one unregistered individual to 

assist him. 

4. Pursuant to Article V, Section 4 of FINRA's By-Laws, FINRA has jurisdiction over 

Respondent Green for purposes of this Complaint until at least June 19,2010. 
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FIRST CAUSE OF ACTION 

(FAILURE TO PROVIDE DOCUMENTS AND INFORMATION (NASD PROCEDURAL RULE 8210 AND 
NASD CONDUCT RULE 2110)) 

5. The Department realleges and incorporates by reference paragraphs 1 - 4 above. 

6. On or about April 21,2008, FINRA staffsent a letter (Initial tetter) by First Class 

Mail and First Class Certified Mail, Return Receipt Requested, to Respondent Green 

at his most recent residential address listed in CRD: ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ 

^ ^ ^ ^ ^ ^ ^ ^ ^ B This Initial Letter requested pursuant to Rule 8210 that Green 

appear for on-the-record (OTR) testimony on May 19,2008, at 10:00 a.m. at 

FINRA's San Francisco District Office. A copy of the letter was also sent to the Chief 

Compliance Officer (CCO) of Crocker. 

7. On or about April 30,2008, the certified mailing of the Initial Letter was returned to 

FINRA staff, marked *hinclaimed, unable to forward." The First Class mailing was 

not returned to the staff. Staff contacted Crocker's CCO and learned that Green had 

moved and had not updated his residential information in CRD. 

8. On or about April 30,2008, FINRA staffsent a second letter (Second Letter) by First 

Class Certified Mail, Return Receipt Requested, to Respondent Green's registered . 

branch office of Crocker: 601 South Federal Highway, Suite 301, Boca Raton, 

Florida 33432, and also via facsimile to Respondent Green's Crocker branch office at 

(561) 750-9360. This Second Letter requested pursuant to Rule 8210 that Green 

appear for OTR testimony on May 19,2008, at 10:00 a.m. at FINRA's San Francisco 

District Office. A copy of the letter was also sent to the CCO of Crocker. Green 

received the Second Letter. 
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9. Subsequent to the Second Letter, Respondent Green contacted FINRA staff via 

telephone and requested a postponement of his OTR testimony scheduled on May 19, 

2008, in order-to hire counsel. 

10. On or about May 19,2008, FINRA staff was informed orally that Green had retained 

counsel. On that same day, FINRA staff sent Respondent Green a third letter (Third 

Letter) by First Class Certified Mail, Return Receipt Requested, to Respondent 

Green's registered branch office of Crocker 601 South Federal Highway, Suite 301, 

Boca Raton, FL 33432, and also via facsimile to Respondent Green's Crocker branch 

office at (561) 750-9360. A copy of the letter was also sent to the CCO of Crocker 

and to Green's newly hired attorney. This Third Letter requested pursuant to Rule 

8210 that Green appear for OTR testimony on June 12,2008, at 9:30 a.m. at FINRA's 

San Francisco District Office. Both Green and counsel received the Third Letter. 

11. On or about June 4,2008, Respondent Green's attorney advised FINRA staff that 

Green would be unable to attend the OTR testimony scheduled for June 12,2008. 

12. After discussing alternative dates with Respondent Green's attorney, on or about June 

17,2008, FINRA staffsent a fourth request (Fourth Letter) by First Class Certified 

Mail, Return Receipt Requested, to Respondent at his registered branch office of 

Crocker: 601 South Federal Highway, Suite 301, Boca Raton, Florida 33432, and also 

via fawimile to Respondent Green's Crocker branch office at (561) 750-9360. A 

copy of the Fourth Letter was also sent to Respondent Green's attorney of record and 

to Crocker's CCO. This Fourth Letter requested pursuant to Rule 8210 that Green to 

appear for OTR testimony at FINRA's San Francisco District Office on July 1,2008, 

at 9:30 am. Green and counsel received the Fourth Letter. 
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13. On or about June 30,2008, Respondent Green's attorney advised FINRA staff that he 

had received the Fourth Letter and informed staff that Respondent Green had decided 

to resign his position as an associated person of Crocker, no longer wished to 

participate in the securities industry, and, therefore, "aecline[dj** the staffs 

'Mnvitation" to provide testimony in connection with the staffs investigation. 

14. On July 1,2008, consistent with counsel's representations the previous day, 

Respondent Green failed to appear at FINRA's San Francisco District Office for bis 

OTR testimony that had been requested pursuant to Rule 8210. 

15. On or about July 2,2008, FINRA staffsent a fifth request (Fifth Letter) by First Class 

Mail and First Class Certified Mail, Return Receipt Requested, to Respondent at his 

rnnxent residential address listed in CRD: 

and also via facsimile to Respondent Green's Crocker branch 

office at (561) 750-9360. A copy of the Fifth Letter was also sent to Respondent 

Green's attorney of record and to Crocker's CCO. The Fifth Letter requested that 

Green appear for OTR testimony at FINRA's San Francisco District Office on July 

18,2008, at 9:30 a.m. The certified mailing was returned unclaimed. The First Class 

mailing was not returned to the staff. 

16. On July 18,2008, consistent with his intentions as represented by counsel on or about 

June 30,2008, Respondent Green failed to appear at FINRA's San Francisco District 

Office for his OTR testimony that had been requested pursuant to Rule 8210. 

17. On or about July 3,2008, FINRA staff sent a sixth request (Sixth Letter) by First 

Class Mail and First Class Certified Mail, Return Receipt Requested, to Respondent 

at his current residential address listed in CRD: 
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^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ A copy of the Sixth Letter was also sent to 

Respondent Green's attorney of record, to Crocker's attorney of record and to 

Crocker's chief executive officer. The Sixth Letter requested pursuant to Rule 8210 

that Green provide documents and information to FINRA staff on or before July 17, 

2008. The certified mailing was returned unclaimed. The First Class mailing was not 

returned to the staff. 

18. As of the date of this Complaint, Respondent Green has not provided the documents 

or information requested in the Sixth Letter. 

19. By foiling to provide sworn testimony, documents and information requested by 

FINRA staff, as described in paragraphs 6-18 above, Respondent Green violated 

NASD Procedural Rule 8210 and NASD Conduct Rule 2110, 

SECOND CAUSE OF ACTION 

(FICTITIOUS AND PRE-ARRANGED BOND TRADING (NASD CONDUCT RULE 2110)) 

20. The Department realleges and incorporates by reference paragraphs I - 4 and 6-19 

above. 

21. From in or around June 2005 through in or around June 2008, Respondent Green 

effected hundreds of collateralized mortgage obligation (CMO) bond trades in 

Crocker's proprietary trading account designated as Acct No. ^ ^ ^ ^ ^ H 

(Proprietary Account) for the purposes of concealing actual inventory positions and 

creating the appearance of profitability. These transactions were fictitious, in that no 

contra-party had agreed to cortsummate a transaction on those terms at the time Green 

submitted an order for the purported transaction, or pre-arranged, in that Green had 

agreed to repurchase the security the contra-party was buying at an agreed-upon price 



that guaranteed a profit to the contra-party, causing the beneficial ownership to 

remain with Crocker. Crocker and the contra-parties cleared through the same 

clearing firm. The transactions that were effected by Green in the course of his 

deceptive scheme are set forth on Schedule A hereto and are incorporated herein by 

this reference. 

22. Green controlled the trading in the Proprietary Account and received compensation 

based upon the overall profitability of the Proprietary Account, calculated at month-

end as of transaction trade dates. Apparent inventory positions and profits in the 

Proprietary Account at month-end also affected the firm's net capital computation. 

23. Green typically carried long CMO bond positions with a value of approximately $30 

million in the Proprietary Account. These positions substantially exceeded the trading 

capital and inventory limits set by Crocker. Respondent Green devised a strategy that 

not only hedged and concealed the positions but did so in a manner that created the 

impression of profitable trading and maximized his compensation, as more fully 

described and illustrated below. The strategy also caused Crocker to record and report 

false profits that resulted in an overstatement of its net capital. Green concealed his 

inventory positions through fictitious trading and hedged against the risk of those 

positions with transactions in CMO to-be-announced (TBA) bonds, as more fully 

described below. TBA bonds are traded with 30-day settlements and are unpriced 

until two days before settlement, when the specific pools of securities that will make 

up the bonds are identified and the bonds are priced based upon that information. 
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Concealing Long Positions with Fictitious Transactions 

24. Green concealed his $30 million in CMO long positions by exploiting (i) the 

extended settlement dates for TBA bonds and (ii) the fact that CMO transactions were 

compared manually. He implemented a scheme of coordinated transactions involving 

Crocker and four other broker-dealers. 

25. Near the end of each month, Green entered orders for the sale of his larger CMO 

positions to one of four broker-dealers at a price of up to 30 points above the then-

current market with extended settlement dates of approximately one month. The 

purported contra-party did not submit an order to purchase the security because it was 

unaware of the purported transactionv Because of the extended settlement dates, the 

systems employed by Crocker's clearing firm, by default and notwithstanding indicia 

to the contrary, recognized the subject CMOs as*to-be-announced" bonds. 

Consequently, die clearing firm allowed Green's sell orders to remain open without 

comparison until two days prior to settlement, 

26. hi anticipation of the clearing firm's effort to compare his transactions with contra-

parties, Green contacted the contra-paru'es within days of settlement to arrange for the 

contra-parties to purchase the securities referenced in paragraph 25 above, and for 

Crocker to repurchase them on the same day at prices approximately l/32nd higher 

than the sale prices, both for regular-way settlement. Because of the repurchase 

agreement, the buy transactions bore no risk and brought a guaranteed profit to the 

contra-parties, and Crocker remained the beneficial owner of the securities. The 

contra-parties then submitted orders to the clearing firm for the purchase of the 

securities. Because the settlement date on the contra-party buy orders matched the 
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settlement dates on the sell orders Green submitted the prior month, the transactions 

compared and settled Both Green and the contra-parties also submitted orders for the 

repurchase by Crocker. From time to time, Green effectuated this part of his scheme 

with multi-party transactions as illustrated in paragraph 30 below. 

27. To begin another round of transactions and continue the scheme, Green then repeated 

the pre-month-end sell strategy, described in paragraph 25 above, by entering an 

order to sell the positions with extended settlement once again, at prices higher than 

the prices paid to repurchase them from the centra-brokers earlier that day. 

28. As a result of the scheme described in paragraphs 25 - 27 above, Crocker's records, 

maintained on a trade-date basis, reflected the following as of month-end: (1) the 

Proprietary Account was profitable, due to the transactions at inflated prices; (2) the 

CMO positions, which were actually worth less than the prices at which the 

transactions were entered, were "off the books" as of trade date; and (3) Green was 

operating within the trading capital limitations imposed by Crocker. In fact, Crocker 

had unrealized losses on the securities because the actual market value of the CMO 

bonds was less than the prices at which Green's transactions were executed. 

29. Green received compensation from Crocker in the amount of approximately 

$7,353,000.00 during the relevant time period, the majority of which was derived 

from the trading scheme described above. 

30. The scheme described in paragraphs 25-27 above is illustrated by the following two-

party and multi-party transactions. 

a. Two-party transactions: 
I According to Crocker's records: 
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1. Crocker sold to Firm A 6,150,000 CUSIP 31394VJD3 at 
100.1563 on trade date September 27.2007, for settlement 
October 31,2007, and 

2. Crocker bought from Firm A 6,150,000 CUSIP 31394VJD3 at 
100.1875 on trade date October 31. 2007. for settlement 
November 5,2007. 

2.According to Firm A's records: 
1. Firm A bought 6,150,000 CUSIP 31394VJD3 at 100.1563 on 

trade date October 30.2007. for settlement on October 31, 
2007, and 

2. Firm A sold 6,150,000 CUSIP 31394VJD3 at 100.1875 on 
trade date October 31.2007. for settlement on November 5, 
2007. 

b. Multi-party transactions: 
1. According to Crocker's records: 

1. Crocker sold to Firm A 10,000,000 CUSLP 31393YU37 at 
129.9375 on trade date April 29.2008. for settlement May 30, 
2008, and 

2. Crocker bought fxomFirxnB 10,000,000 31393YU37 at 130on 
trade date May 29.2008. for settlement May 30,2008. 

2. According to records of Firm A and Firm B: 
1. Firm A bought from Crocker 10,000,000 CUSIP 31393YU37 

at 129.9375 on trade date Mav 29.2008. for settlement May 
30,2008; 

2. Finn A sold to Firm B 10,000,000 CUSIP 31393YU37 at 
129.9688 on trade date May 29.2008. for settlement May 30, 
2008;and 

3. Crocker bought from Firm B 10,000,000 CUSIP 31393YU37 
at 130 on trade date Mav 29.2008. for settlement May 30, 
2008. 

31. The market price of CUSIP 31393YU37 on May 31,2008, reported by Crocker's 

clearing firm on monthly statements was 76.9710. The transactions set forth in 

paragraph 30, part b were executed at prices above the clearing firm's valuation by 

approximately 50 points. The clearing firm obtained pricing information from a third-

party vendor. The third-party vendor prices were consistent with quotations of broker-

dealers who made markets in the security. 
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32. Transactions Green executed in February 2008 illustrate bis use of fictitious prices in 

the pre-arranged transactions, as set forth on the chart below. These transactions were 

executed at prices higher than contemporaneous valuations reported by the clearing 

firm, also as noted below. 

CUSIP Quantity Clearing Firm 
price on 2/29/08 

Crocker.sold 
on 2/27/08 

Crocker bought 
on 2/27/08 

31394UT77 10,000,000 88.8000 123.1250 123.0937 
31396GXN6 2,684,000 89.5170 97.3125 97.2812 
31396NUQ7 2,131,000 89.5300 96.0000 100.0312 
31394VJD3 6,150,000 90.6730 99.8750 100.9062 

Collateralized Mortgage Obligation TBA Bonds 

33. To hedge the risks associated with the CMO bond trading described and illustrated in 

paragraphs 25-32 above, Green devised and implemented a trading scheme 

involving short sales of CMO TBA bonds. The short positions typically ranged from 

$40 rmTlion to $55 million, which far exceeded the trading and position limits set by 

Crocker. 

34. Green's customary practice was to sell short a "basket" of TBA bonds generally at 

mid-month with an extended settlement date, then, in the following month, also at or 

about mid-month and before settlement, contemporaneously close out the existing 

short position and enter a new short sale transaction He concealed his CMO TBA 

short positions by implementing one of two different strategies. 

35. Green's first strategy, which he used primarily from in or around August 2005 

through tn or around August 2006, was initiated by contacting a trader at one of two 

contra parties, stating that he wished to put on a short position in TBA bonds and 

consummating a short sale transaction at the prevailing market price. The contra-party 
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then submitted an order to the clearing firm for the purchase of the TBA bond from 

Crocker. Green, however, did not submit an order for the sell side of the transaction. 

When the clearing firm notified both parties of the uncompared transaction, Green 

and the other trader provided oral confirmation, which was sufficient for the clearing 

firm until two days before settlement Crocker management, however, was unaware 

of the short sale and the corresĵ nding exposure to the firm that it represented 

because the transaction was not recorded as a transaction of the firm until an order 

was received. 

36. Shortly before the settlement date, Green entered an order for the short sale that 

corresponded to the buy order entered the previous month by the contra-party. At the 

same time, however, Green covered the short position with a purchase. This caused 

Crocker's records to reflect what appeared to be a risldess-principal, intra-day 

transaction and concealed the exposure that existed between the date that Green 

initiated the transaction and the date he entered the orders. Generally, during the 

period that Green employed this strategy, he was able to cover the position at a profit 

or a loss that did not materially affect the profitability of the Proprietary Account. 

Typically, Green would then initiate another short sale in the same manner as 

described in paragraph 35 above. 

37< The TBA bond hedging strategy described above is illustrated by the transactions set 

forth below. 

a. On April 10,2006, Green and a trader at Firm A agreed that Crocker would 

sell short and Firm A would purchase 12,000,000 FNMA 30 Year TBA 

Settlement May 5.5% at 97.00 for settlement May 11,2006. The Firm A 
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trader entered an order with the clearing firm reflecting Firm A's purchase of 

the securities. Green did not enter an order reflecting Crocker's short sale. 

b. On April 25,2006, Green and the Firm A trader agreed that Crocker would 

sell short and Firm A would purchase 5,000,000 FNMA 30 Year TBA 

Settlement May 5.5% at 96.875 for settlement May 11,2006. The Firm A 

trader entered an order with the clearing firm reflecting Firm A's purchase of 

the securities. Green did not enter an order reflecting Crocker's short sale. 

c. On May 3,2006, Green and the Firm A trader agreed that Crocker would sell 

short and Firm A would purchase 5,000,000 FNMA 30 Year TBA Settlement 

May 5.5% at 95.53925 for settlement May II, 2006. The Firm A trader 

entered an order with the clearing firm reflecting Firm A's purchase of the 

securities. Green did not enter an order reflecting Crocker's short sale, 

& On May 4,2006, Green entered orders with the clearing firm reflecting the 

three short sales described in paragraphs a-c above. 

e. Also on May 4,2006, Green entered an order purchasing 22,000,000 FNMA 

30 Year TBA Settlement May 5.5% at 96,5429 from Firm A for settlement 

May 11,2006, and the Firm A trader entered an order for the sale of such 

bonds to Crocker at that price for settlement May 11,2006. 

38. The success of Green's first hedging strategy was based upon two chcTirnstances. 

First, he depended upon market conditions that allowed him to cover his short 

position at a profit or a loss small enough to avoid affecting the overall profitability of 

the Proprietary Account. Second, he benefited from the clearing firm's willingness to 
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allow extended settlement transactions to remain open until two days before 

settlement based upon oral comparison rather than matching orders. In late 2006, 

these circumstances changed; the transactions sometimes resulted in losses and, more 

significantly, the clearing firm began semtinizing the initial transactions more closely. 

This caused Green to employ his second hedging strategy. 

39. The second strategy was similar to the first strategy in that Green and a trader at 

another firm agreed that Crocker would sell securities short and the other firm would 

purchase them; however, instead of waiting until shortly before settlement date to 

submit the order reflecting Crocker's short sale, Green submitted the order timely. 

Because this created an open short position that exceeded his trading and risk limits, 

Green also entered an order to purchase the same security with the same settlement 

date. To ensure that the transaction appeared to be profitable, Green entered a price 

on the buy order below the price received on the sale. The purchase transaction was 

fictitious, however; no contra-party had agreed to sell the securities to Green at the 

stated price. The two transactions created the appearance of a profitable riskless 

principal transaction. 

40. Once the actual price for the TBA securities was determined, Green cancelled and 

corrected the original fictitious buy ticket as needed to re-price the transaction 

consistent with the market price. The corrected ticket retained the original trade date 

and resulted in an actual transaction. In the event that this resulted in a loss, Green 

"rolled over" the transaction, selling the same security short at market price and 

entering another fictitious buy order at a price he established to create the appearance 

of another profitable, riskless-principal intra-day transaction. 
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41. Green's second hedging strategy resulted in transactions such as the series set forth 

below. 

a. On November 10,2006, Green entered the following orders for settlement on 
December 12,2006; 

l.Sell 27,000,000 FNMA 30 Year TBA Settlement December 5.5% at 
98.8125; 

2.SelI 17,000,000 FNMA 30 Year Settlement December 5.5% at 
98.8437 

3. Buy 27,000,000 FNMA 30 Year TBA Setttement December 5.5% at 
98.00; and 

4. Buy 17,000,000 FNMA 30 Year Settlement December 5.5% at 98.00. 

b. In December 2006, Green cancelled and corrected the buy orders as follows: 
I .Buy 27,000,000 FNMA 30 Year TBA Settlement December 5.5% at 

99.375; and 
2-Buy 17,000,000 FNMA 30 Year Settlement December 5.5% at 

99.3362. 

42. By engaging in the conduct described in paragraphs 24 through 41 above, Green 

perpetrated a scheme to deceive Crocker and the clearing firm and to enrich himself 

unjustly. Green's trading ultimately caused a large loss to the clearing firm and led to 

Crocker's closure. Each instance in which Green engaged in fictitious and/or pre­

arranged trading to conceal risk and/or received compensation based upon the raise 

appearance of profitability in the Proprietary Account constituted conduct 

inconsistent with high standards of commercial honor and just and equitable 

principles of trade and a violation of NASD Conduct Rule 2110. 

THIRD CAUSE OF ACTION 

(ENTERING FICTITIOUS BOND ORDERS (NASD CONDUCT RULES 3110 AND 2110)) 

43. The Department realleges and incorporates by reference paragraphs 1 - 4, 6 -19, and 

21 -42 above. 
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44. Pursuant to the Securities Exchange Act of 1934, Section 17(a)(1),' and Rules and 

Regulations Under the Securities Exchange Act of 1934, Rule 17a-3(a)(9)2 

promulgated thereunder, Crocker was required to make and keep current a record of 

each bond trade made through the firm, indicating the trade date, time of transaction, 

number of bonds traded, ttie contra party, the price per bond, the bond's CUSIP 

identifier, and the total value of the transaction. As set form in the Second Cause, 

above, from in or around June 2005 through in or around June 2008, Respondent 

Green entered hundreds of fictitious CMO bond trades in Crocker1 s Proprietary 

Account for the purposes of concealing actual inventory positions and creating the 

appearance of profitability. These fictitious bond trades were just mat: phony trades. 

There was no real change in beneficial ownership of the CMO bonds, no contra party 

to the trade, no actual profit or loss on the transaction, the entire entry was an illusion 

which allowed Green to make money and keep the CMO bonds off of Crocker's 

books. Green's actions, therefore, caused Crocker's books and records to be 

inaccurate, in contravention of SEC Rule 17a-3(a)(9) and, therefore, comprise a 

violation of NASD Rules 3110 and 2110 by Green. 

RELIEF REQUESTED 

WHEREFORE, the Department respectfully requests that the Panel: 

A. Order that one or more of the sanctions provided under FINRA Rule 8310(a), 

including monetary sanctions, be imposed. 

•l5U.S.C.§78q<aXI). 
117CFR240.17a-3(a)(9). 
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B. Order that the Respondent bear such costs of proceeding as are deemed fair and 

appropriate under the circurnstances in accordance with FINRA Rule 8330. 

FINRA DEPARTMENT OF ENFORCEMENT 

Date: June 15.2010 
Mmc A. GravesTSenior Regional Counsel 
Jacqueline D. Whelan, Regional Chief Counsel 
FINRA Department of Enforcement 
One Montgomery Street, Suite 2100 
SanFrancisco, CA 94104 
Phone (415) 217-1100; Fax: (202) 721-6505 
Mark.Graves@finra.org 
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