FINANCIAL INDUSTRY REGULATORY AUTHORITY

OFFICE OF HEARING OFFICERS

DEPARTMENT OF ENFORCEMENT,
Complainant,

V.
DISCIPLINARY PROCEEDING
JO ANN MARIE HEAD No. 2009017530101

(CRD No. 3009195),

Respondent.

COMPLAINT
The Department of Enforcement alleges:
SUMMARY

1. Respondent and former Morgan Stanley Smith Barney {the Firm) representative,
Jo Ann Marie Head engaged in an extensive course of misconduct from at feast early 2005
th-rough mid-2009. Thereafter, Head provided:false written information to the staff and failed to

appear for on-the-record testimony.

2. Head repeatedly told customers C.D. and K. Y. that their accounts were worth
more than their true values; created and provided them with documents that overstated the
accounts’ true values; emailed and text messaged them from personal and unapproved accounts;
exercised discretion without wﬁuen authorization; and borrowed $20,000.00 from K.Y. and thep

failed to repay her.



i Head also misrepresented the value of K.Y.’s accounts to a financial institution.
In June 2006, without her Firm’s knowledge or approval, Head wrote a letter 1o a bank stating
that the value of K.Y.’s Firm accounts was $4 million to enable K.Y. to receive a mortgage loan.

In fact K.Y s accounts were worth less than half the amount stated.

4, Finally, Head mischaracterized multiple trades as “unsolicited” when, in fact, she
did not speak with either C.D. or K.Y. prior 0 executing trades in their accounts. When C.D.
realized the extent of the losses and complained, Head attempted to induce him te withdraw his

complaint by settling away from the Fim.

5. This Complaint alleges that Head (i) conveyed false and exaggerated account
values in violation of NASD Conduct Rule 2110 and FINRA Rule 2010; (ii) borrowed from a
customer in violation of NASD Conduct Rules 2370 and 2110; (iii) settled away from her Firm
in violation of FINRA Rule 2010; (iv) sent an unapproved letter to a bank that contained
materially false information in violation of NASD Conduct Rule 2110; (v) exercised discretion
without written authorization in violation of NASD Conduct Rules 2510(b) and 2110 and
FINRA Rule 2010; (vi) caused her Fimm’s books and records to be inaccurate by
mischaracterizing trades as “unsolicited” in violation of NASD Conduct ﬁulcs 3110and 2110;
(vii) provided false information to FINRA staff in violation of FINRA Rules 8210 and 2010;
(viii) sent emails and text messages from unapproved personal accounts in violation of NASD
Conduct Rule 2110 and FINRA Rule 2010; and {ix) failed to appear for on-the-record testimony

m violation of FINRA Rules 8210 and 2010.
RESPONDENT AND JURISDICTION

6. From January 5, 1998 through December 21, 2009, Head was associated with

Morgan Stanley Smith Bamney and its predecessor and related entities Morgan Stanley DW Inc.



and Morgan Stanley & Co. Inc. Head was registered with FINRA as a General Securities

Representative from March 11, 1998 through her December 2009 termination.

7. Although Head has not been associated with a member firm since December 21,
2069, she remains subject to FINRA’s jurisdiction for purpeses of this proceeding, pursuant 10
Article V, Section 4 of FINRA’s By-Laws because (i) the Complaint was filed within two years
after the date upon which she ceased to be associated with a FINRA member and (2) the
Complaint charges her with misconduct committed while she was associated with a FINRA
member and with failing to appear for on-the-record testimony during the two-year period after

the date upon which she ceased to be associated with a FINRA member.

FACTUAL BACKGROUND
A, Customer C.D
8 In early 2007, Customer C.D. met with Head to discuss opening accounts with the
Firm. C.D. told her that he wanted low risk investments because his income was commission
based ancli fluctuated. Head told C.D. that she was able to purchase bonds at large discounts off
the marke‘t price and typically obtained returns of 22 percent per year. She provided him with
her Firm business card, crossed out her Firm email address [ NGTGTNTNG -
wrote her personal Hotmail address on the card, | NG - also confirmed that
“she would purchase low risk stocks and bonds on C.D."s behalf. Shonftly thereafter in April 2007,
C.D. opened three accounts: (i) the C.D. Roth IRA, Account No. NN (Roth IRA”); (iii)
the C.D. IRA, Account No. NI (Standard IRA™); and (iti) the C.D-and K.D. (C.D.’s
wife) Joint Account, Account No. I (Joint Account™).
9. C.D. met with Head in June, August, and October 2007 to discuss his accounts.

On each occasion, Head assured him that his bonds had incurred significant gains.



1. The February 2008 Meeting.

10.  OnFebruary 6, 2008, Head met with and presented C.D. ﬁth a document entitled
Account Information System Output (“*AISO”) which consisted of a four page printout
identifying the holdings in C.D.’s accounts. Head handu&ote “264,293.00" on the bottom of the
first page, which she explained was the total doliar amcfmt of C.D.’s accounts. In fact, C.D.’s
accounts were worth only about $149,709; his Joint Account was worth about $103,206.00; the
Roth IRA was worth about $12,341.00; and his Standard IR A was worth about $34,162.00,

2. The June and July 2008 Meetings

11, In early june 2008, C.D. told Head about an anticipated deposit from the proceeds
of the sale of his home and explained that he anticipated using these funds to purchase a new
home in the near future. Head answered affirmatively when C.D. inquired whether the proceeds
could be invested in a 30 day certificate of deposit.

12. On June 18, 2008, C.D. deposited $516,442.16 into his Joint Account. Five days
later, rather than investing in a certificate of deposit, Head used the proceeds to purchase 55
different securities in C.D."s Joint Account including equities, municipal and corporate bonds,
and a foreign (Ecuadorian) bond.

13.  InJuly 2008, when C.D. questioned Head about the transactions, she told him that
she had purchased bonds which would provide him with a “defensive” position.

3. The September 2008 Meetings

14.  On September 3, 2008, C.D. met with Head to review his portfolio. Head told
him that he had bonds worth 185,000 in his Joint Account, handed him an AISO for his Joint
Account and handwrote “185K Bonds” on the first page. In fact, on September 3, 2008, C.D.

had bonds worth about $170,734.00.



15.  Atameeting with Head about two weeks later, on September 19, 2008, C.D.
brought his August 31, 2008 statement and asked Head to explain how she caiculated the bond
values. Head told C.D. that he owned bonds worth $187,000 greater than what was reflected on
his account statements, wrote “187K” on the first page of the statement, told him that his
accounts’ true value was $827,000.00, and wrote “827K” on the first page of the themcnt. In
fact, the true value of C.D.’s accounts was $688,551.31.

4, The December 2008 Meeting

16.  In early November 2008, C_D. emailed Head, at her Hotmail address, and
informed her that he wanted to wire aﬁout $400,000.00 to an escrow account to purchase a home.
Later that month, on Friday, November 21, 2008, C.D. emailed Head, at her Hotmail gddress,
because he was confused about the discrepancy between his account statement and what Head
had been telling him about the value of his accounts. C.D. stated, “What 1 wanted to understand
is that we deposited $513,000 from the sale of our home in June and we had deposited about'
$125,000 over the previous 12 months. This would mean we have abopt $638,000 NOT )
counting our retirement [accounfs] but that is a lot different than the $499,500. IF I said, ‘he[y]
Joe [sic], can youn cash me out’ not including our retirement, what would we get a check for? 1
just want to make sure that once we get our down payment check on 12/1, I wanted to make sure
what our ‘rainy day’ fund is.”

17.  That day, Head emailed C.D. telling him that she would provide him with the
account values on the following Monday. But on Monda;, November 24, 2008, Head never
provided the promised account value.

18.  OnDecember 10, 2008, after an exchange of emails and text messages, Head met

C.D. and told him that he had lost about $50,000.00. In fact, C.D. had lost more than quadmple



that amount. Head had been trading frequently in C.D.’s Joint Account; from June 2008 through
QOctober 2008, she executed 99 trades. But she never discussed the tmdes; and losses ~ with
him. OnJune 30, 2008, the total asset value of C.D.’s Joint Account was §649,387.78. By
October 31,2008, it had diminished in value to $465,336. One month later, on November 30,
2008, it was worth only $422,401 .85.

19.  Inmid-December 2008, afier he had received his November 2008 statement, C.D.
emailed Head and requested a meeting to ascertain his t.rué account balance and to leam what
had transpired in his account. By email, Head agreed to meet the following Monday.

20.  Attheir Monday, December 22, 2008 meeting, Head told C.D. that his concerns
were unfounded becanse he was not considering hi§ bonds’ values. She told C.D. that his Fimm
accounts (the Joint Account, Roth IRA and Standard IRA) were worth $424, 465.00. She
presented him with an AISO and handwrote the following on the first page:

260, 108 AAA
18,322 Roth
146,025 IRA STD
424,465.00
Head also told him that he had $186,000.00 in bonds in his accounts and wrote 786,000 Bonds”
on the AISO. And she promised to produce a fuil accounting the next day.

2t.  The numbers and amounts that Head conveyed were wholly fictitious. On
December 22, 2008, the value of C.D.’s accounts was about $103,365.00, consisting of $74,108
in his Joint Account; $8,332 in his'Roth IRA; and $21,025 in his Standard IRA.

22.  Head failed 10 produce an accounting on December 23, 2008. In & text message,

she told C.D. that “I do however understand 2day what u were getting at yesterday and I think I

can run a report. In any case, ill [sic] make sure you end up happy.” In a further text exchange,



Head agreed o forward the report to C.D. by Monday January 5, 2009. But that Monday, no
report was forthcoming.
5. C.D. Complains to the Firm
23.  OnJanuaty 12, 2009, C.D. met with a Firm Assistant Branch Manager, expressed
his concerns about the June 2008 transactions and showed him the August 2008 statement on
which Head wrote “187k” (the purported additional value of bonds not reflected on the statement
and “827K” (the purported value of C.D."s accounts). The Assistant Branch Manager asked
C.D. to retum for a follow-up meeting on January 14, 2009. In the meantime, he contacted Head
and asked her to explain how she communicated with C.D. about his account value and to
produce documentation establishing that trades on June 16 and June 23, 2008 in C.D.’s Joint
Account were unsolicited. On those days, Head had executed 63 trades in the Joint Account and
had designated 21 trades (four on June 16, 2008 and 17 on June 23, 2008) as “unsolicited.”
Head told the Assistant Branch Manager that she would gather the requested information, but she
never did.
24.  Instead, on January 13, 2009, she sent C.D. the following text message:
{1] understand you've met with {the Assistant Branch
Manager] and according to him; accused me of many
heinous crimes. (Whick DO NOT believe you said but he
does not like me and would love for me to be gone)
however; I am shocked and surprised that you would make
any kind of complaint or accusation behind my back so I'm
' confused. This is my career on the line so I feel like I have
1o fight for my life (so to speak) did I not give you my word
as a friend I would make sure we were on the same page
and that you and your family were happy? Even if that
meant cashing you out and giving you to someone else? I
ask you to please have a conversation with ME before you

proceed. ..

6. Head Attempts to Settle Away



25.  OnJanuary 15, 2009, Head apologized to C.D. for “losing control” over his
accounts and offered to wire an amount to C.D.’s designated bank account. In return, she asked
for the bonds in C.D."s account. She told C.D. that an attorney would draft a settlement
document but that the settlement could not go through her firm.

26. At 5:27 a.m. on January 16, 2009, Head sent C.D. a text that stated, “I’ve been up
all night drafting a contract from me to u; you’ll have time 2 review and make changes; as I've
said ill [sic) do what you need . . .” In an ensuing series of texts, C.D. Iagreed to meet Head ata
restaurant across the street from the Firm’s Santa Ana office. Head responded, “Ok; as 1 give
you the cash for your portfolio you’ll order out the certificates and send them to a 31 party...I
have 2 cover both our behinds {wink).”

27.  C.D. and Head met at the restaurant at 7:00 a.m. on January 21, 2009.. There, she
presented him with a handwritten promissory note, with a blank for the total amount promised.
Two days earlier, Head had explained that she couldn’t email a draft because he had not yet told
her what amount he believed was owed. She texted, “Sorry after alis [sic] that’s happened I
can’t email u anything; you haven’t given me a dollar amount firstly and what we’ve discussed is
a second violation.” The draft promissory note read as follows:

January 16, 2008

Promissory Draft 1

I Jo Head, acting separately and alone from [the Firm]
Global Wealth Management Division am entering into a
private transaction with {C.D_Jto purchase his portfolio
and compensate he [sic] and his family for his perception
of financial loss and extreme emotional distress. I will
compensate him the sum of $ to be paid no later than
July 2009. At such time he is paid in full he will relinguish
his future assets account holdings to {Head's husband]. As

a good faith gesture of collateral I am today surrendering
fo {C.D.] the following items



Circa 1910 1) One amethyst fillegible] & pearl ring value 65K
(as of 2006)
Circa 1890 2) One 8 carat natural emerald ring value 50K (as
of 2006)
3) My fathers {sic] military medals.

The above items are family heirlooms given in good jaith.
These items to be returned upon payment to {C.D.].

Also I am surrendering a strand of South Seas pearis value
J0K as a gesture of my sincerest apology for pain { may
have caused [C.D.] and his family. This item not to be
returned. it’s my hope [C.D.] will gift it to his wife [K D]
or he can sell it if he so desires.

In return for compensation [C.D_} will issue a verbal or
wrilten hold harmless to fthe Firm] GWM and to Jo Head.
In the event fthe Firm[ suspends my licenses and prevents
my employment in financial services [C.D.} is aware he
will be named as Cause in Client Suit; however if I'm able
to return to my field I will issue a formal hold harmless
letter to {C.D.].

28 Atthat early moming meeting, Head gave jewelry and her father’s purported
Korean War medals to C.D. as “collateral” until she could pay him $494,986.00 — the amount
that C.D. claimed was owed and that Head agreed to pay. She then asked him to withdraw his
complaint and tell the Branch Manager that everything was “ok.”

29.  Later that momning, Head told the Branch Manager that she had spoken with C.D.
and everything was “fine.” However, several hours later, C.D. met with the Branch Manager,
gave him the jewelry and medals that he had received as “collateral,” and asked him to return

them to Head, Head never returned to the Branch Office and was ultimately terminated on

December 21, 2009.



B. Customer K.Y,

30.  Customer K.Y., a former producer and director for a large Hollywood motion
picture and television studio, was introduced to Head in 1999. K.Y. toidll-lf:ad that she intended
to retire within five years and wanted 10 use her financial assets to generate sufficient income to
live on without diminishing her principal. She explained that she had significant health issues
and was uncertain about how much longer she would be able to work. Head responded that she
was the “No. 1 wealth manager at [the Firm]” and promised she could manage K.Y .’s accounts
and eam a 20 percent annual return. In 2000, K.Y transferred several accounts to the Firm. -
Head was the financial advisor responsible for those accounts.

31.  Inthe ensuing years, K.Y. and Head became close friends. Head came to social
gatherings at K.Y.’s home, they celebrated birthdays and holidays together, and Head always
conveyed good news about K.Y.’s accounts.

32, By 2002, K.Y. had multiple Firm accounts, received muhiple statements and
rarely found the time to review them. Rather she relied on Head to orally keep her apprised of
the status of her accounts. Head often told her that her account staternents were incorrect and
that she orally conveyed the true values,

1. ‘The February 2005 Meeting

33, InFebruary 2005, Head came to K.Y.’s home, told her that she had about $2
millior_l in her Firm accounts, and gave her an AISO, dated Februarf 2, 2005, that listed each of
K.Y.’s nine accounts. Head handwrote the purported value of each listed account.

34.  Head overstated the value of at ieast three of K.¥.’s accounts. She stated that: the
K.Y. IRA Standard, Account No. INNEEEE, vas worth “$162,350”, when in fact its total asset

value was approximately $32,505.14; K.Y. Account No. INNNEEEEE was worth $461,000 when

10



its total asset value was approximately $350,766.12; and the K.Y. Family Trust, Account No.

B, w25 worth $914,808 when its total asset value was approximately $744,096.43.

2. The November 2005 Meeting

_;;5 . InNovember 2005, Head ¢came to K. Y.’s house and told her she had more than
$2.7 million in her Firm accounts. She gave K.Y, an AISO dated November 17, 2005, that listed
K.Y."s nine accounts, and then handwrote the purported value of each account.

36.  Head overstated the value of at least three of K.Y.’s accounts. She stated that: thje
K.Y. IRA Standard, Account No. NN was worth “$92,823”, when its total asset value
was abont $ 33,141.00; the K.Y. Family Trust Account No. NN was worth “$988,924”,
when, in fact, its totai agset_value was about $406,000.00; and the K.Y. Family Trust, Account |
No. I =5 worth “$832,894” when in fact its total asset value was about $679,930.00.

3. Head Borrows $20,000.00 from K.Y.

37.  InDecember 2005, Head asked K.Y to loan her $20,000.00. K.Y. agreed to lend
the money to Head and, on December 9, 2005, gave her a cashier’s check in the amount of
$20,000.00. |
| 38.  OnJanuary 10, 2007, 13 months after she borrowed the $20,000.00, Head sent
K.Y. acheck for $1,000.00. Head made no further payment.

4. The Fraudulent $4 million Letter

39. Inmid-2006, K.Y. decided to move to Cambria, California. Head had assured her
that she had sufficient funds to purchase a home and sent two letters to the bank from which
K.Y. was aftempting to procure a mortgagé loan. The second letter, dated June 22, 2006, read as

follows:
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This is a follow up to the letter 1 sent to you last week
regarding our mutuaf client, {K.Y.]. I have known [K.Y.],
both professionally and personally, for 10 years. [K.Y.]
has 7 accounts with fthe Firm], which include 2 IRA
accounts, an annuity as well as stock, bonds, currency
porifolios totaling over $4 million.

She has purchased and sold several properties over the
past few years and I know her to be an astute
businessperson with excellent credit. If you have {K Y.} as
a client, and are able to retain her, with good service, you
would be very fortunate and you can be assured that she
will make many referrals to you.

Sincerely,

Jo A. Head
Financial Advisor
Retirement Planning Specialist
K.Y.’s loan was approved shorily after Head sent the June 22, 2006 letter.

40.  But the letter was materially false. K.Y.’s accounts were not worth “over 4
million.” The combined value 6f K.Y.’s Firm accounts was about $1.6 million, Although the
Firm’s procedures required that all outgoing correspondence be approved before mailing, the
June 22, 2006 was neither reviewed nor approved.

5. K.Y.’s Accounts Diminish While Head Exercises Discretion

41, Between June 2006 and June 2009, Head orally assured X.Y. that her Firm
accounts were doing well. In particular, in December 2007, Head assured K.Y. that she had
purchased safe income prodﬁcing bonds on her behalf and that her portfolio had not sustained
any losses. Around Christras 2008 and again in January 2009, Head orally assured K. Y. that
she had not touched her account principal and that she need not worry about her Firm accounts.

{n actuality, K.Y .’s accounts had substantially diminished in value from about $1.6 million on

June 30, 2006 to $367,565.10 on January 31, 2009.
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42.  During much of that period, Head was trading frequently in K.Y.’s accounts.
Between June 2007 and December 2008, Head executed at least 99 trades in the K.Y. Family
Trust Account No. . And between October 2007 and November 2008, Head -
executed at least 149 trades in the K.Y, Family Trust, Account No. INNNEEEE . Although
neither account was discretionary, Head never spoke to K.Y before executing any of these
trades.

43.  Head also falsely characterized many of these trades as “unsolicited.” Between
June 2007 and December 2008, Head falsely characterized 58 of the 99 trades, in Account No.

R, 2 “unsolicited.” And between October 2007 and November 2008, Head falsely
characterized 60 of the 149 trades, in Account No. I as “unsolicited.”
6. The June and July 2009 Meetings

44, OnJune 12,2009, K.Y. brought several years of account statements to a lunch
meeting with Head. Before the meeting, Head had promised X.Y. that she would prepare a
summary of K.Y.’s accounts and their values. At the meeting, Head told K.Y. that she was
unable to access K.Y.’s accounts but nonetheless assured her that her accounts were worth $2.4
million. In fact, K.Y.’s accounts were worth about one sixth of that amount. As of June 30,
2009, the total asset value of K.Y.’s accounts was $412,354.12

45.  On July 31, 2009, K.Y. and Head met at a restaurant to discuss K.Y.’s accounts.
'I’here, Head told K.Y, that her accounts were worth $1.5 million and gave her a handwritten
paper ot which she wrote *1,546,603.70” as well as the purported amounts in certain of K.Y.’s
accounts and amounts in certain types of securities. The handwritten document appeared as

follows:
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IRA Val 42,000

r+ R $181,238.55

--jbrmerly muni bonds now in
3511,361.70

- — formerly taxable bonds now in

$586,041.89
B scocks 5169,732.49
mutual fund 1,030
unit trust 21,599.29
managed futures 33,599.78
1,346,603.70

46,  Infact, on July 31, 2009, the total asset value of K.Y.’s accounts was only
$442,229.93 which included assets of $16,696.70 in Account No. I and $340,665.53

in Account No. I .

C. Head Lies to the Staff

47.  OnJuly 29, 2009, FINRA staff sent Head a written request for information
bursuant to FINRA Rule 8210, which sought information related 1o its investi gﬁtion involving
allegations that Head had engaged in unauthorized transactions and had misrepresented account
values to multiple customers.

48.  Question No. 14 asked:

Did you ever communicate with any of your clients using
your personal e-mail account(s)? If yes, provide all e-mail

addresses used and explain in detail why you used your
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personal e-mail address versus the e-mail address assigned
to you by your broker-dealer.
Head responded “No™ in a written response received on Septemﬁer 15, 2009.
49.  Question No. 16 requested Head to:
List all email addresses that you personally utilize to
communicate with clienis;
Head’s response was to draw a dash symbol (* 7).
50.  Question No. 17 requested Head to-
List any other means that you use to communicate with clients including,
but not limited to: instant messaging, text, cell phone, email;
Head’s response was, “n/a.”
51.  In fact, between October 9, 2008 and December 16, 2008, Head used her personal
email address _ to exchange at least 13 business related emails with C.D.
Similarly between April 7, 2009 and August 15, 2009, Head used her personal email address to
exchange more than 30 business related emails with K.Y. Moreover, between October 9, 2008
and January 21, 2009, Head exchanged about 65 business related text messages in the form of
Blackberry instant messages with C.D.
52.  Question No. 23 asked:
Did you, orvhave you ever, offered any customer incentives
{monetary or otherwise)} in exchange for the suppression of
a complaimt? If yes, please describe in as much detail as
possible

a The name of the customersf{s);

15



b. The financial incentive you offered;
c The alleged customer complaini,
d If the exchange took place;
e When !!zeégx(;'}eaﬂge rookplace;
Head responded, “No™to Question No. 23.
53.  Infact, Head attempted o settle C.D.’s complajnt-away from her Firm. She
offered him a substantial amount of cash, gave him jewelry, and offered her father’s military

medals as “collateral” for a proposed monetary settlement.”
-D. Head Fails to Appear for On-the-Record Testimony

54.  Inconnection with its investigation, on December 20, 2010, FINRA staff -
requested, pursuant to Rule 8210, that Head appear for on-the-record (“OTR”) testimony at
FINRA's Los Angeles office at 10:00 a.m. on January 25, 2011.

55.  Therequest was sent by first class and certified mail to Head’s CRD Residential
Address, _ The letter sent by first class mail
was not returned. The letter sent by certified mail was returned with the notation “Returned to
Sender Unclaimed Unable to Forward.”

56.  Head did ﬁot contact the staff in response to the notice and then failed to appear -
on January 25, 2011.

57. When Head failed to appear for her OTR on Fridag; mcminé, January 25, 2011,
the staff sent her another request (“Second Request™), that afternoon, directing her to appear for
OTR testimony at FINRA’s Los Angeles office at 10:00 a.m. on February 8, 2011.

'58.  The Second Request was sent by first class and certified mail to Head’s CﬁD |

Residential Address. Among other things, it advised Head to notify the staff if she was not
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available on February 8, 2011, so that another mutually convenient time could be scheduled.
. The Second Request also advisled that “failure to appear for a scheduled OTR, by itself, is
grounds for disciplinary action, which may include a fine, suspension, and/or a bar from
associating with a FINRA member firm.”
39.  The Second Request sent by first class mail was not retumned. The Second
Request sent by certified mail was returned with the notation “Returned to Sender Unclaimed

Unable to Forward.”

i,
i

60.  Head did not contact the staff in response to the January 25,2011 notice and then

failed to appear on February 8, 2011.

FIRST CAUSE OF ACTION
(Conveying False and Exaggerated Account Values)

{(NASD Conduct Rute 2110 and FINRA Rule 2010) -

61.  The Department of Enforcement realleges and incorporates by reference
paragraphs | through 60, above.

62.  From at least February 2005 through July 2009, as described above in paragraphs )
10, 14-15, 18, 20-21, 33-36, 39-41, and 44-46, Head orally told customers C.D. and K.Y. that the
total asset valt;e of their accounts was worth more than their true values. During that same
period, Head provided them with documents which falsified and overstated the true values of
their accounts.

63. By reason of the foregoing, Head violated NASD Conduct Rule 2110 and FINRA

Rule 2010.
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SECOND CAUSE OF ACTION
(Borrowing From a Customer)
(NASD Conduct Rules 2370 and 2110)

64.  The Department of Enforcement realleges and incorporates by reference

paragraphs 1 through 63 above.

65. NASD Conduct Rule 2370 prohibits representatives from borrowing money from
their customers unless the representative’s firm has written procedures allowing such borrowing

and the borrowing meets one of the five specific conditions set forth in Rule 2370(a)(2)(A) - (E).

66. Head’s firm prohibited borrowing from any client (other than a family member)
but allowed that under extremely rare and extenuating circumstances an exception might be
granted. But the Firm required that any such exception be reviewed and approved by a Branch
Manager or other supervisor and written approval be obtained from the Compliance DcpaﬂmenF

before engaging in the activity.

67.  Head neither sought nor obtained approval for the loan from K.Y, described
above in paragraphs 37- 38. Moreover, her arrangement with K.Y did not satisfy any of the

conditions set forth in Rule 2370@}2XA) —{E).

68. By reason of the foregoing, Head violated NASD Conduct Rules 2370 and 2110.

THIRD CAUSE OF ACTION
(Settling Away)
{FINRA Rule 2010)

69.  The Department of Enforcement realleges and incorporates by reference

paragraphs 1 through 68 above.
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70.  InJanuary 2009, Head settled and/or attempted to settle Customer C.D.’s ‘
complaint without the knowledge or authorization of her Firm as more fully described in

paragraphs 25 -29.
71. By reason of the foregoing, Head violated FINRA Rule 2010.

FOURTH CAUSE OF ACTION
(Sending an Unapproved and Materially False Letter to a Bank)
{NASD Conduct Rule 2110)

©72.  The Department of Enforcement realleges and incorporates by reference

paragraphs 1 through 71 above.

73.  Asdescribed above in paragraphs 39 - 40, Head prepared, signed and mailed a
letter 10 a financial institution stating that a customer’s assets totaled “over $4 million” in order
to assist the customer in obtaining a mortgage loan. The letter was materially félse: because the
customer had assets worth onty about $1.6 million. Further, although the Firm’s procedures
required that outgoing correspondencé be reviewed and approved before mailing, Head neither

sought nor obtained approval for the letter.
74. By reason of the foregoing, Head violated NASD Conduct Rule 2110.

FIFTH CAUSE OF ACTION
(Exercising Discretion Without Written Authorization)
(NASD Conduct Rules 2516(b) and 2116 and FINRA Rule 2019)

75.  The Department of Enforcement realleges and incorporates by reference

paragraphs | through 74 above.

76. NASD Rule 2510(b) requires that a registered representative obtain written
authorization from her customer, and written acceptance from her firm, prior to the exercise of

discretionary power in a customer’s account.
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77.  Head ncither sought nor obtained authorization from either C.D. or the Firm to
exercise discretion in C.D.’s accounts. Nonetheless, as describe above in paragraph 18, from
June 2008 through October 2008, Head executed 99 trades in C.D.’s Account No .|| | | | N

without discussing any of those transactions with him.

78.  Similarly, Head neither sought nor obtained authorization from K.Y. or her Firm
to exercise discretion in K. Y.’s Family Trust Accounts, i.e., Account Nos NN and Il
I Nonctheless, as described in paragraphs 41- 43, between June 2007 and December
2008, Head executed at least 99 trades in Account No. | and from October 2007
through November 2008, executed 149 trades in Account No I, without discussing

any of those transactions.

79. By reason of the foregoing, Head violated NASD Conduct Rules 2510(b) and

2110 and FINRA Ruie 2010.

SIXTH CAUSE OF ACTION
(Causing the Firm’s Records to be Inaccurate)
(NASD Conduct Rules 3110 and 2110)

30.  The Department of Enforcement realleges and incorporates by reference

paragraphs | through 79 above.

81.  Asdescribed above in paragraph 18, Head solicited at least 99 trades in C.D.’s
Account No. NN om June 2008 throngh October 2008. On at least 31 occasions, Head
mischaracterized solicited trades as “unsolicited” thereby causing the Firm's books and records

to be inaccurate. Attached as Exhibit “A” i‘s a schedule of the mischaracterized trades in C.D."s

Account No._
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32, As described above in paragraphs 42-43, Head solicited at least 99 trades K.Y.’s
Account No I 24 149 trades in Account No JJJ BBl Head mischaracterized 58
of the 99 trades in Account No. | ad 60 of the 149 trades in Account No.-
B - unsoficited” thereby causing the Firm’s books and records to be inaccurate.
Attached as Exhibits B and C are schedules of the mischaracterized trades in K.Y.’s Account

Nos G -~ I
83. By reason of the foregoing, Head violated NASD Conduct Rules 3110 and 2110.

SEVENTH CAUSE OF ACTION
{Providing False Information to FINRA)
(FINRA Rules 8210 and 2010)

84.  The Department of Enforcement realleges and incorporates by reference

paragraphs 1 through 83 above.

85. As deseribed above in paragraphs 47 — 53, in September 2009, Head submitted
false and evasive information to FINRA in response to a written request for information made
pursuant to Rule 8210. In particular, Head falsely denied (i) using her personal email address to

communicate with clients; (ii) text messaging; and (iii) settling away from her firm.
86. By reason of the foregoing, Head viclated FINRA Rules 8210 and 2010.

EIGHTH CAUSE OF ACTION
{Unapproved Use of OQutside Email and Text Messaging Accounts)
{NASD Conduct Rule 2116 and FINRA Rule 2010)

87.  The Department of Enforcement realleges and incorporates by reference

paragraphs 1 through 86 above.

88. While Head was registered with the Firm, the Firm had written supervisory

procedures forbidding the use of personal email! accounts and mandating that business related
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electronic communications with customers go through the Firm's network. Firm policy for

electronic communication, effective August 15, 2007, specified that:

All business-related communications must be sent through the
Firm’s network (from your Firm-issued computer or through
remote computing capabilities) . . . You may not use a personal e-
mail account, text messaging system, or instant messaging system
or instant messaging, whether from a cellular phone, pager or
other device, to communicate with clients or prospecis regarding

Firm related business. " (emphasis in original)
The Fimm policy for the use of cellular telephones, effective August 15, 2007, similarly
stated:

As a general policy, cellular telephones should not be used as a
rc;urine or regutar means of contacting clients. In limited
circumstances when it is necessary to communicate with a client
using a cellular telephone while out of the office, cellular
telephone use is permissible. However, since all electronic
communications must be made through the Firm’s network, you
may pever use a cellular telephone 10 communicate with clients via
a personal e-mail or text messaging account. (emphasis in

original}

39. As described above in paragraphs 8, 16,18, 22, 24 — 27, and 51, by repeatedly

emailing C.D. and K.Y. from her personal Hotmail account and by repeatedly using her personal
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Blackberry to send text messages to C.D., Head violated her Firm’s policies and prevented it
from reviewing her email and text messages and delayed discovery of the misconductin C.D.’s

and K.Y.’s accounts.

96. By reason of the foregoing, Head violated NASD Conduct Rule 2110 and FINRA

Rule 2010.

NINTH CAUSE OF ACTION
(Failure to Appear For On-The-Record Testimony)
(FINRA Rules 8210 and 2010)

91.  The Department of Enforcement realleges and incorporates by reference
paragraphs |1 throngh 90 above.

92.  On December 20, 2010, the staff requested, pursuant 1o FINRA Rule 8210, that
Head appear for an OTR on January 25, 2011. After Head failed to appear on January 25, 2011,
the staff requested, pursuant to Rule 8210 that ske appear for an OTR on Februz;ry 8,2011.

Head failed to appear on February 8, 2011. She never explained her failure to appear for and

provide OTR lcstimony..
93. By failing to appear for testimony, Head violated FINRA Rules 8210 and 2010.

RELIEF REQUESTED
WHEREFORE, the Department r;zspcctﬁllly requests that the Panel:
A. order. that one or more of the sanctions provided under FINRA Rule 8310(a) be
imposed, including that the Respondent be required to disgorge fully any and all
ill-gotten gains and/or make full and complete restitution, together with interest;

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

appropriate under the circumstances in accordance with FINRA Rule 8330.

FINRA DEPARTMENT OF ENFORCEME

Date: February 23,2011

Joel/l. Kornfel, Senior R'egi'onal Counsel
Sangira J. Harris, Deputy Regional Chief Counsel

Jacqueline D. Whelan, Regional Chief Counsel
FINRA Department of Enforcement

300 S. Grand Avenue, Suite 1600

Los Angeles, CA 90071

(213) 613-2643; Fax: (213) 617-1570

Joel Kornfeld@finra.org



Exhibit A

fAorgan Stanley - Jo Ann Marie Head
Trades Characterized as "Unsolicited”

515/200

Altria Group Inc, Sell 1,982.55
Archer Daniels Midland Sell 6/16/2008 1,556.16
Public Service Enterprise GP Selt 6/16/2008 4,468.90
Unisys Corp Sell 6/16/2008 5,224.21
Bunge LTD Buy 6/23/2008 £,.711.60
Frontline LTD New Buy 6/23/2008 7,646.84
Republic of Ecuador Buy 6/23/2008 16,295.83
Genco Shipping & Trading LTD Buy 6/23/2008 7,596.43
Advanced Micro Devices Buy 6/23/2008} 13,977.60
Aguarius Platinum LTD SPON ADR Buy 6/23/2008 7,511.51
California Hith Facs Fing Auth Rev Sutter Hith Ser-A Buy 6/23/2008 5,089.45
California 5t Varigus Purpose Buy §/23/2008 5,100.69
Electronic Arts Inc Buy §/23/2008 7.664.86
Freescale Semiconductor Inc Buy 6/23/2008 12,848.07
Los Angeles Cali Dept Wir & Pwr Wirwks Rev Ser-A Buy 6/23/2008 5,121.48
Pinnacle Entmit Inc Buy 6/23/2008 6,684.43
Riverside Calif Lease Rev Ctfs Partn Rev Buy 6/23/2008 5,032.51
Riverside Cnty Calif Redev Agy Tax Alloc Hsg Rev-A Buy 6/23/2008 4,920.28
Spdr Gold Tr Gald Shs Buy 6/23/2008 7,637.95
Semitropic Ca Water Storage XL Capital Assurance Buy 6/23/2008 5,052.40
Warner Music Group Buy 6/23/2008] 13,343.17
Genco Shipping & Trading LTD Sell 10/24/2008 1,771.03

Sell 10/24/2008 4,560.38
Becton Dickinson & Co. Sel| 10/24/2008] 12,8827
Consolidated Energy Inc Sell 10/24/2008 1,557.25
Deer & Co Sell 10/24/2008 2,783.35
Ericsson Lm Tel ADR CL B New Sell 10/24/2008 589.48
Gen-Probe Inc Buy 10/24/2008 3,666.69
Morgan Stanley Buy 10,/24/2008, 3,732.39
St Jude Medical Inc Buy 10/24/2008 5.108.23
Tenaris 5.A. Buy  -110/24/2008 3,642.11




Exhibit B

Margan Stanley - Jo Ann Marie Head
Trades Characterized as "Unsolicited”
Accourt # I

ccount & F

| G

T K o —r
Date._. |f -Net Amount” !

1) Freemman Gen Corp 6/7/2007| 5 14,823.65
2 Aliet Corp Bought | 6/11/2007]$ 1533047
3 Wil Cmntys Inc Sold 6/112007{ &  15,690.25
a) i Alameda Corridor Transn Au CA Rev-Ser C Lt Taxable oy 6.83 Sold 6/22/2007] 5  23,694.75
5 lPuerto Rico Comwith Infrastructure Fing Spl Tax Rev-A OY4.67 Sold 6/22/2007] 5 5,415.25
3 Santa Clarita Callf Cmnty College Dist Oy 4.95 Bought §/22/2007| & 30,08L75
7] Santa Clarita Calif Cmnty College Dist Oy 4.96 Bought 6/29/2007] 5 5,055.00
2 Hitton Hotels Corp Senior Note Sold /12720071 S 26,286.41
8 Primnus Telecommunications Grp Sr Nt Bought 7/12/2007| & 25,319.33
10 Advanced Micro Devices Bought 10/31/2007| & 19,172.47
Hertz Corporation Notes |Bought 11/20/2007] §  15,267.33

Rent A Center |Bought 11/20/2007] §  14,70m.37

Rent A Center [Baught [12/21/2007[§  14,805.25

US Concrete Inc Bought 12/21/2007] % 9,305.31

fUnisys Corp Sr Notes Bought 12/21/2007] 5 1498125

|Golden State CA Tobacoo Sec Corp Tobacco Asser-Backed A-1 Sold 3/2072008] §  11.464.87

lunited Refining Co Sold 3/20/2008] §* 11.071.29

s Island X Corp Sold 3/24/2008] 5 33,6358

[ Cetastica inc Bought 3f24f2008] ¢ 14,198.62

|E Trade Financial Corp Bought | 3/24/2008]$ 14,654.41

[Jefferson Smurfit Carp Bought 3/24/2008] $ 1382274

[Unisys Corp St Notes Sold 3/24/2008] 5 14,010.75

[van kempen Equity and income A Sold 3/24/2008| $  43.434.21

[ Alttel Corp Seld a/24/2008] & 17,062.75

United Refining Co Bought 8/16/2008] §  17.450.08

Celestica Inc Sald 7/23/2008] 5 1393743

University Calif Rev Hosp-A Sold 7/24/2008] §  5,370.44

Rent A Center ) Sold 9/16/2008} 5 29,957.25

Deutche Telekom Int Fin Bought 9/22/2008{5  14,881.01

Morgan Stanley Group Debenture Bought 9/22/2008{ 5 14,866.58

Ishares MSC| Bric Index Fund Bought | 10/17/2008| $§ 487838

Meaffee Inc Bought 10/17/2008] 5 4,564.89

MS Utilities Fund A Sald 10/17/2008) 8 14,720.23

ML Oil Services Holdrs Trust Bought 10/17/2008| - 9,293.21

Oracle Corp Bought 10/17/2008] 5 4,986.14

Potash CP of Saskatchewan Inc Bought 10/17/2008| S 4,900.38

PWRSH DB § IND BULL FD ETF Bou_gh_t 10/17/2008| § 4,981.54

Spdr Gold 7r Gold Shy Baught 10/17/2008; & 4,519.81

Wan Kempen Senior Loan A S5old 10/17/2008{ §  23,528.04

Gabelli Lhilities sold 10/23/2008) §  27,94577

Proshares Ultrashrt Oil & Gas Bought | 1072372008l 7,627.53

weatherford Intl Ing Bermuda Sold 11/20/2008] 5 1,535.44

Alcoa In Sald 11/20/2008] 6 1.170.4

Las Vegas Sands Corporation Sald 1172042008} 5 458.74

At Ol Services Holdrs Trust sald 11/20/200Rt § 712372

i Oracle Corp Sold 11/20/2008] $ 438515

| Proshares Ultrashrt Cil & Gas Sold 11/20/2008] 5 1075262

| symantec Corp Soid 11/20/2008] 5 347271

{United Technalagies Corp Sakd 11/20/2008] 5 3,058.10

Weolia Environment Sold 11/20/2008] 5 2,190.41

Covidien LTD Bought 1272320081 §  3,712.91

AT&T Bought | 12/23/2008[ § _ 3,749.04
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Exhibit B

Morgan Stanley - Jo Ann Marie Head
Trades Characterized as "Unsolicited"”
Account

ot A

Blackrock Inc Bought 12/23/2008| 5 3,668.70
Honeywell International inc Bought 12/23/2008| 5 3,764.18
Kroger Co Bought 12/23/2008{ 5  3,727.92
Occidental Petroleum Corp De Bought 12/83/2008] §  3,731.25
Philip Morrls Intl Inc Bought | 12/23/2008] $  3,715.58
Union Pacific Corp Bought | 12/23/2008] $  3,756.05
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Schedule £
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Morgan Stanley -Jo Ann Marie Head

Trades Characterized as "Unsolicited”

Account I
i L3 BL/A 0
| Appie Inc sold 10/3/2007] - 15,631.75
Penney J C Co Sold 10/3/2007| 8 13,222.79
Aftac Incorporated Sold 10/16/2007} S 5,570.91
BHP Billiton LTD Sold 10/18/2007| §  8,100.87
YTy Sold 107192007 5 4,922.92
Mettler Toledo Intl Sold 10/19/2007| $  10,325.83
Suncor Energy Sald 10/19/2007{ & 10,303.84
Advanced Micro Devices Bought | 10/23/2007{$ 19,953.47
Unisys Corp 5r Notes Bought 10/23/2007] & 19,648.88
|Bank of America Corp Sold 11/5/2007 § 4,307.93
Citigroup Inc Sold 11/5/2007) 8 3,453.70
Rambus Ine {DELI) Sold 11/5/2007] 5 1,824.02
Staples Inc Solid 11/5/2007] 5 6,259.10
Air Prod & Chem Inc Soid 1/18/2008) & 8,281.87
Apple Inc Sold 1/18/2008| $ 7,993.87
Baxter Intf Inc Sald 1/18/2008] $§  12,278.80
€S Caremark Corp Sold 1/18/2008] § 7.146.02
Gilead Science Sold 1/18/2008] §  8.969.45
XTO Energy Inc Sold 1/18/2008} &  6,152.96
Norfolks Southern Corp Sold 1/22/2008] & 5,347.27
Loews Corp Delaware Sold 3/7/2008] 6 3,943.83
WMS Ind inc sold 3/20/2008] ¢ 11,336.23
Apple Inc Sold 3/24/2008] 5 6,776.48
Conocophiliips Sold 3/24/2008] 5 7,368.77
ishares MSC] EAFE Index Fund Sold 3/24/2008] 5 12,349.99
Laclede Group Inc New Sold 3/24/2008] 5  §8472.25
Nuveen Premium Inc Mun FD Inc 5old 3/24/2008] $ 576865
Telefonica SA ADR Sold 3/24/2008] & 16,619.92
American Electric Power Co Soid 5/15/2008] $ 1,835.00
Diamond Offshere Drilling Inc Sold 5/15/2008| 5 12,728.96
Sanofi Aventls ADS N Sold 5/15/2008] 5 7.263.61
Fed Natl Mtg Assn Sold 5/20/2008| 5§ 21,151.30
Tenn Valley Auth Bought 5/20/2008] 5 20,850.24
Actel Corporation sold £/16/2008} $ 8,678.80
Atheros Communications Inc sold 6/16/20081 § 3,233.15
HHGREGG Inc Sold 6/16/2008] $ 3,650.46
Bassett Calif Uni Sch Dist OY 5.38 Bought 8/22/2008| §  17,945.20
PWR SH DB $ IND BULL FD ETF Bought_ 8/22/2008| $ 4,930.70°
Spdr Geld Tr Goid Shs Bought 8/22/2008) § 8,341.86
Tenn valley Auth Sold 2/22/3008] 5 18,06750
Banco Bilbae Viz Arg Sa ADS Sold 9/18/2008} & 2,869.78
Blackrock Real Asset Equity Sold 9/18/2008 &  3,317.57
Blackrock Muniyld Ine FD inc Sold 9/18/2008) & 1,020.99
Cemex Sab de CV Sold 9/18/2008| § 157.31
Central European Eq Fd Ing Sold 9/18/2008[ &  2,379.86
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Schedule C

Morgan Stanley -Jo Ann Marie Head
Trades Characterized as "Unsolicited”

Accourt N

3
5/18/2008] & 13,

France Telecam sold 5/18/2008| $ 4,764 45
. Soid 9/18/2008] $  7.498.36

Nippon Telegraph&Telephone ADS sold 8/18/2008| 5 4,301.94
Bayer AG SPON ADR Sold 11/20/2008] 5 4,594.60
Blackrock Muniyld Inc FD Inc Sold 11/20/2008] 5 3,594.69.
Boston Scientific Corp Sold 11/20/2008] & 2,458.03
Coach Inc sold 11/20/2008] $ 2,343.14
Eaton Vance Floating &t Incm Sold 11/20/2008] 5 3,750.89
tshares MSC1 Japan index Fund Sold 11/20/2008) $ 5,327.48
{Morgan Stanley Emerg Mkts Fund Sold 11/20/2008] 5 2,67815
NCI Building Systems fnc Sold 11/20/2008{ % 1,251,084
Sper Gold Tr Gold Shs Sold 11/20/2008) $  7,125.69
ivan Kamp Munij Trust 5B Sold 11/20/2008| 5 1,479.83
Sold 11/20/2008[ §  4,274.69
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