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TO: Department of Enforcement R
Financial Industry Regulatory Authority (“FINRA”) g
RE: B‘orﬁlioﬁ Group Securities Corporation (“BGSC”)
Member Firm
CRD No. 21946

Pursuant to FiNRA Rule 9216 of FINRA’s Code of Procedure, BGSC submits this Letter of
Acceptance, Waiver and Consent (“AWC”) for the purpose of proposing a settlement of the
alleged rule vmlanons described below. This AWC is submitted on the condition that, if
accepted, FINRA will not bring any future actions against BGSC alleging violations based on the
same factual fi\ndings described herein.

| I
ACCEPTANCE AND CONSENT

A. Bornhoft Group Securities Corporation (“BGSC™) hereby accepts and consents, without
admitti:ng 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, to the entry of the

followmg findings by FINRA:

\
\
| BACKGROUND

BGSC‘ a registered broker-dealer and a member of FINRA since 1988, is headquartered
in Denver, Colorado. During the period from June 2004 through September 2008 (the -
“Relevant Period”), BGSC had one active branch office and five registered
representatlves The Firm has no relevant disciplinary history.

| 'OVERVIEW

During the Relevant Period, BGSC filed and participated in four public offerings of units
of The Frontier Fund (*The Fund” or “The Frontier Fund”), a commodity pool. In
connectlon with the distribution of each offering, BGSC failed to file with FINRA’s
Corporate Financing Department (“Corporate Financing™) certain information and
documents concerning wholesaling arrangements and the fees and expenses related to the
dlstnbutlon of those offerings, as required by NASD Rule 2710. BGSC also failed to file
with Cprporate Financing an estimate of the maximum amount of wholesaling fees and



expense reimbursements received and 1o be received as required by NASD Ruie 2710.
Lastly, BGSC failed to ensure that the wholesaling fees were discloszd in the appropriate
sectmn of The Frontier Fund’s prospectuses, as required by NASD Rule 2710. During
the Relevant Period, The Frontier Fund’s wholesaling fess and expenses that were not
prcper!y disclosed to Corporate Financing and in The Fund’s’ prospectuses totaled at
least $6.5 miltion.

L
FACTS AND VIOLATIVE CONDUCT
The Frontier Fand

. As|described in the prospectus, The Frontier Fund is a multi-advisor commodity pool.
In 2004, The Frontier Fund had its first public offering followed by three other public
oﬂ’enngsdurmgﬂleRelevantPenod Each of the four offerings was filed with and
cleared by Corporate Financing.

. The first public offering of The Frontier Fund was declared cffective on June 28, 2004,
whereby 2,960,000 uaits were registered for sale at the initial offering price of $100 per
unit.  Thereafler, during the Relevant Period, the three snbsequent offerings were
reglstmd and when those offerings were declared effective, they sold an additional
aggregate of 46,860,000 units, In total, The Frontier Fumi raised over $513 m:lhon in
these four public offerings.

i BGSC’s Wholesaling Program

. Dwring the Relevant Period, BGSC participated in the distribution of shares of The
Frontier Fund to public investors. The sole owner of BGSC also owned 90% of The
Bomhoﬁ Group, which owned 20% of The Frontier Fund’s Managing Owner. As set
forth in the prospectus, the Managing Owner is The Fund’s Commodity Pool Operator
and administers the business and affairs of The Fund.

X BGSC registered five individuals who acted as wholesalers (the “Wholmim”) to effect
the distribution of such shares.

. 'Ihiase Wholesalers were also employees of Solon Capital, LLC (“Solon™), an entity not
registered with FINRA. Solon, whose beneficial owners were also 80% beneficial
owners of the Managing Owner, entered into a wholesaling agreement with the Managing
Owner and was responsible for soliciting retail broker-dealers to act as selling agents {the
“Selhng Agents Fims™) of The Fund. During the Relevant Period, there were
appmxsmtely 60 Se!lmg Agent Firms.

. The Wholesalers met with the retail brokers at the Selling Agent ans in an effort 10
increase sales of The Fund. Each Wholesaler was responsible for a specific region to
market and distribute The Frontier Fund’s shares by meeting with the retail registered
representatives of the Selling Agent firms.



7. The wholesaling fees and expenses were paid by The Fund's Managing Ovwmer. As part

- of the wholesaling arrangement, Solon paid the Wholesalers & salary and a bonus. The
bonus was determined by an assessment of sales in each wholesaler’s territory, and by
factoring in the total Assets Under Management (“AUM”) from the wholesaler’s specific
geographic area.

8. The Fund also effected sales during the Relevant Period through a wholesaling agreement
with SIDCO, a broker-dealer registered with FENRA. The agreement was executed
between SIDCO, BGSC and Solon. Pursuant to this agreement, SIDCO wholesalers
contacted brokers at the Seiling Agent Finms in an effort to market and sell The Frontier
Fund.

9. On January I, 2008, the Wholesalers that were registered with BGSC and employed by
Solon became employees of Equinox Distributors Inc. “EDI™). On that date, EDI, a non-
regsiemd entity whoily owned by the Managing Owner, entered into a new wholesaling
agreement {the “EDI Wholesaling Agreement™) to provide wholesaling services on behalf
of ‘The Frontier Fund. While the wholesaling agreement between Solon and the
Managing Owner was consequently terminated, the Wholesalers continued to be
reglistered with BGSC.

|
10. On' December 3, 2008, BGSC filed 2 fifth offering with Corporate meng which

included the EDI wholesaling agreement. Subsequently, during the review of the

offering by Corporate Financing, the EDI wholesaling agreement was terminated and a

new wholesalmg agreement was entered into with BGSC on April 21, 2009. A “nac

objections” opinion was issued by Corporate Financipg on May 26, 2009, Al

wholesaling activities are now conducted through BGSC, which is registered under
Section 15(a) of the Securities Exchange Act of 1934.

11, NASD Rule 2710 (curmvenly, FINRA Rule 5110} requires that the underwriling termy
and arrangements between issuers and members patticipating it a public offering shall
not be unfair or unreasonable. The Rule requires a member that proposes to participate in.
a pubhe offering of securities to file all underwriting compensation with Corporate
Financing, mcludmg documents and information related to the underwriting
arrangements.’ As noted in Rule 2710(c)(3)(A)i) and 2710(c)(3)(AXv) and Notices to
Members 82-51, 85-29, and 04-07, wholesaling fees and the reimbursement of
wholesalmg expenses, regardiess of the sowrce, are considered to be underwnhng
compensation. Prior to participation in the offering, the member is required 1o receive a
“no objections” opinion confirming that Corporate Financing has no objections to the.
proposed underwriting terms and arrangements after its review of the underwriting
cornpensation.

12. Pursuant to Rule 2710(b){6)(A)(i:), the member is also required to file with Corporate
Fmancmg a maximum estimate of all underwriting compensation received and to be
received in connection with the offering. As noted, underwriting oompemnon includes

! See NASD Ruile 2710(b).



| .
wholesaling fees and wholesaling expenses and the reimbursement of such.

13. NASD Rule 2710 also requires the member to properly disclose all underwriting
compensation, including wholesaling faes and expenses, in the prospectus. NASD Rule
2‘!10 and SEC Regulation S-K, Item 508, require this dzsclomue to be in the “Plan of
st}nbuuon section of the prospectus.

BGSC's Failure to Disclose Underwriting Compensation to Corporate Finance and
BGSC's Failure to Appropriately Disclose Underwriting Compensation in The
Frontier Funds’ Prospectuses i

14, BGSC made four filings with Corporate Fmancmg through COBRADesk, FINRA’s on-
line filing system. COBRADesk specifically requires information regarding underwriting
compensation and inchides & specific section entitled “Wholesaling.” COBRADesk also
requires that the filer submit documents relating to the offering, including wholesaling
agreements.

15. For|fourwnmmivc offerings durmgthcl{clevant Period, BGSC failed to: (i} submit any
information in the “Wholeseling” section in COBRADesk, (&) file the wholesaling
agreements, (jii) otherwise alert Corporate Financing staff that a wholesaling
arrangement was in place in connection with the distribution of The Fund’s shares, and
(iv) disclose the wholesaling fees and expenses (i {‘ncludzng commmmons, salaries, and -
expense reimbursements) that were being paid in connection with the sales of The
Frontier Fund.

18. BGSC also failed to provide an estimate of the maximum amount of underwriting

cmnpensanon, including wholesaling fees and expenses, in connection with The Frontier
Fund.

17. BGSC repeatedly failed to file any information about the wholesaling arrangements with
Corporate Financing and received “no objections™ letters from the staff without fully
disclosing all materially relevant information to Corporate Financing.

18. Although the wholesaling fees were disclosed, in part, in the notes to the financial
statementsmﬂwzt)ﬂs 2006, andZOO?pmpectuses BGSC, in connection with all four
offerings, also failed to provide appropriate disclosure regarding the wholesaling fees,
expenses and reimbursements in the “Plax of Distribution™ section of The Frontier Funds’

prospecmses

19. As a result of BGSC’s faflure to fully disclose to Corporate Financing The Frontier
Fund®s wholesaling program during the Relevant Period, Corporate Financing issued the
Firm “no-objections™ opinions without assessing the wholesaling arrangements. BGSC
thereafter sold The Fund o investors, notwithstanding that Corpovate Financing was
unaware of its wholesaling program.

20. The wholesaling fees, expenses and reimbursement of such thet BGSC failed to



21,

|
appropriately disclose totaled, at a minimum, $6.5 million during the Relevant Period.
BGSC also failed to disclose the existence of the numerous wholesaling entities that were
involved in The Frontier Fund’s wholesaling program.

In light of the sbove, BGSC violated NASD Rules 2710(b)(5)(A) i), 27100N6XAXii),
2710(cX2)(C) and 2110,

B. ; BGSC also consents to the imposition of the following sanctions:

' Censure and $100,000 fine.

'BGSC agrees 1o pay the monetary sanction upon notice that this AWC has been accepted

end that such payment is due and payable. The Firm has submiftted an Election of
Payment form showing the method by which BGSC proposes to pay the fine imposed.

- BGSC specifically and voluntarily waives any right to claim that the Firm is nable to

pay, now or at any time hereafter, the monetary sanction imposed in this matter.
The sanctions imposed herein shall be effective on a date set by FINRA staff.

IL
WAIVER OF PROCEDURAL RIGHTS

BGSC specifically and voluntarily waives the following rights granted under FINRA's
Code of Procedurs:

A.© To have a Complaint issued specifying the allegations against me;

B. To be notified of the Complaint and have the opportunity to answer the
| allegations in writing;

C. " To defend against the aflegations in a disciplinary hearing before a hearing panel,
! to have & written record of the hearing made and to have a written decision issued;
and

D. To appeal any such decision to the National Adjudicatory Council (*"NAC™) and
. then to the U.S. Securitics and Exchange Commission and a U.S. Court of
] Appeals.
\
Further, BGSC specifically and voluntarily waives any right to claim bias or prejudgment -
of the General Counsel, the NAC, or any member of the NAC, in connection with such
person’s or body’s participation in discussions regarding the terms and conditions of this
A‘H{C, or other consideration of this AWC, including acceptance or rejection of this



AWC.

BGSC furthes specifically and vohmtarily waives any tight 1o clsim that » person violated
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 terms and conditions of this AWC, or other censideration of
this AWC, including its acceptance or rejection.

L

|
I OTHER MATTERS

- BGSC 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.| Ifthis AWC is not accepted, its submission will not be used as evidence to prove
. any of the allagatims against BGSC; and

!

C.| [Ifaccepted:
|
|

i this AWC will become part of BGSC’s permanent disciplinary record and
may be considered in any future actions brought by FINRA or any ofher
regulator against BGSC;

2. this AWC will be made available through FINRA's public disclosure
program in response to public inquiries about my disciplinary record;

N FINRA may make 2 public announcement concerning this agreement and
‘ the subject matter thereof in accordance with FINRA Rule 8313; and

| 4, BGSC may not take any action or make or permit to be made any public
‘ statement, inclhuding in regulatory filings or otherwise, denying, directly or
indirectly, any finding in this AWC or create the impression that the AWC
is without factual basis, BGSC may not teske any position in any
proceeding brought by or on behalf of FINRA, or to which FINRA is 2
party, that is inconsistent with any part of this AWC. Nothing in this
provision affects BGSC's right to take legal or factual positions in
 livigation or other legal proceedings in which FINRA, is not a pasty.

| The undersigned, on behalf of the Fitm, certifies that a person duly authotized to
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act on its behaif has read and understands all of the provisions of this AWC and
has been given a full opportunity to ask questions about it; agrees to its provisions
volmtarily; and that no offer, threat, inducement, or promise of any kind, other
 than the terms set forth herein and the prospect of avoiding the issuance of a
- Complaint, has been made to induce the Firm to submit it.

12/20 o
Date /7 Bomhoft Group Securities Corporation
‘ _
‘ By: W g . ﬁn«/(q/ /
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Reviewed by:

4 cp ‘ o
Stewart D. Aaron, Esq.
Counsel for R:espondent
Arnold & Porter LLP
399 Park Avenue
New York, New York 10022-4690
(212)-715-1114

Accepted by P:‘INRA:
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ate | Signed on behalf of the Director of ODA, by

! delegated authority

. Orosco
orcement Director

Department of Enforcement
14 Wall Street, 14™ Floor

New York, NY 10005

(646) 315-7383

(646) 315-7425



