FINANCIAL INDUSTRY REGULATORY AUTHORITY

OFFICE OF HEARING OFFICERS

Department of Enforcement,
Complainant,
V.
DISCIPLINARY PROCEEDING
John Montague (CRD No. 1466653), No. 2009018858601
Respondent,
COMPLAINT
The Department of Enforcement alleges:
OVERVIEW

1. Between July 2008 and July 2009 (“the relevant period™), John Montague
(“Respondent”) (CRD No. 1466653) converted more than $160,000 from four customers. He
solicited them to make “f’rivate investments” with him outside of his employing firm Questar
Capital Corporation (“Questar” or the “firm"”). The customers wrote personal checks to
Respondent with the understanding that Respondent would invest these funds on their behalf. In
fact, Respondent merely deposited these funds into his personal account for his personal use and
made no investments on the customers’ behalf, thereby converting customer funds in violation of

NASD Rules 2330(2) and 2110, and FINRA Rule 2010.!

! Effective December 15, 2008, NASD Rule 2110 (Standards of Commercial Honor and Principles of Trade) was
converted to FINRA Rule 2010 (Standards of Commercial Honor and Principles of Trade).

-
4 1
IJ L

e
e

o
ot
-
~J

20;



RESPONDENT AND JURISDICTION

2. Respondent entered the securities industry in February 1986 as an Investment
Company Products/Variable Annuity Representative (Series 6) and worked at varions registered
firms until he transferred to USAllianz Securities, Inc. (*USAllianz”), in 2005, USAllianz
became Questar in 2006. Respondent resigned from Questar in or around July 2009 after being
the subject of a Federal Bureau of Investigation (“FBI”) operation that uncovered the
Respondent’s conversion of customer funds for personal use, Respondent has not been

associated with any FINRA registemd firm since that time.

3. Since his resignation, ten amendments to Respondent’s Form U5 have been filed
that are based on customer complaints related to Respondent’s conduct prior to his resignation,
the last of which was dated September 29, 2010. This Amendment disclosed additional potential
misconduct prior to Respondent’s resignation.,

4. Pursuant to Article V, Section 4 of the FINRA By-Laws, FINRA retains

jurisdiction over Respondent until at least September 28, 2012,

FIRST CAUSE OF ACTION
CONVERSION OF CUSTOMER FUNDS IN VIOLATION OF NASD
RULES 2330)(a) AND 2110 AND FINRA RULE 2010

CUSTOMERLC

5. The Department realleges and incorporates by reference paragraphs 1-4 above.
6. Customer LC is a resident of Mantua, New Jersey. She is a librarian and a widow.
7. LC became a client of Respondent in 1999 when she opened accounts at a FINRA

member firm with which he was registered.




8. Int or around July 2008, Respondent recommended that customer LC liquidate
approximately $20,000 from two mutual funds for the purpose of making a “Private Investment”
with the Respondent.

9. Under the terms of this “Private Investment,” LC was to receive quarterly
dividends in the amount of $325 beginning in October 2008 but could not withdraw any
principal before January 1, 2010.

10,  LC wrote two checks dated July 2008, totaling $20,000 payable to Respondent
with the understanding that Respondent would invest the funds on her behalf.

11.  Respondent did not invest the funds on LC’s behaif. Instead, he deposited the
funds into his own account for his personal use,

12. Inor around September 2008, Respondent recommended LC liguidate part of her
mutual fund holdings and enter into another “Private Investment.”

13.  Under the terms of the second “Private Investment” Respondent told LC that there
would be quarterly dividend payments of $375 beginning in January 2009 but the type of
investment was not specified.

14.  LC partly redeemed funds from two mutual funds and wrote a check payable to
Respondent for $23,000, dated September 10, 2008 with the understanding that Respondent
would invest the funds on her behalf.

15.  Respondent did not invest the funds on LC’s behalf, Instead, he deposited the
funds into his own account for his personal use.

16.  Respondent provide LC with a one-page document, dated September 10, 2008,
which summarized the terms of the two purported investments. The document was signed by

both Respondent and LC.



17.  Between January and September of 2009, Respondent wrote three separate
checks, each for $375, payable to LC, from his own checking account but did not make any
additional payments,

CUSTOMERS AP & DP

18.  Customers AP & DP are a married couple residing in Turnersville, NJ.

19. AP and DP became clients of Respondent in 2007 and opened accounts with
Respondent at Questar.

20.  In or around April 2008, Respondent solicited AP and DP for a “Private
Investment” in a company called Go Healthy, Inc. (“Go Healthy”).

21.  Inoraround April 2008, AP and DP wrote two checks totaling $80,000 payable
directly to Respondent for their investment in Go Healthy with the understanding that
Respondent would invest the funds on their behalf,

22.  Respondent did not do so. Rather, he converted the funds for his personal use.

23.  Inor around August 2008, Respondent recommended that AP and DP invest
additional funds in Go Healthy. AP and DP wrote another check payable to Respondent for an
additional $20,000 investment in Go Healthy with the understanding that Respondent would
invest the funds on their behalf.

24.  Respondent did not invest the funds on the customers’ behalf. Instead,
Respondent converted the customers’ funds by depositing the check into his own account for his
personal use.

25.  Respondent provided AP and DP with a one-page document, dated August 25,
2008 and signed by Respondent, which summarized the terms of the purported investment in Go

Healthy.



26.  Respondent also provided AP and DP a copy of a stock certificate that indicated
that Respondent, not AP and DP, owned 33,333 shares of Go Healthy.

CUSTOMER KD

27.  Customer KD and her late husband opened insurance accounts with Respondent
in 1994, |

28.  Customer KD did not maintain an account at Questar but had purchased a fixed
annuity from Respondent.

29. KD began taking withdrawals from the annuity in or around December 2008.

.30. In or around May 2009, Respondent recommended that KD use the withdrawals
from the annuity for a “Private Investment” and instructed KD to write the checks out to him.

31. KD wrote two checks payable to Respondent for $7,000 and $8,000, dated May
28, 2009, and June 1, 2009, respectively. To cover up his misconduct, Respondent provided KD
with an “Investment Summary Agreement” for the $15,000 and ciaimed that he would pay her
quarterly dividends from the investment.

32.  The type of investment was not specified and KD did not receive any statements
or confirmations, other than the agreement prepared by Respondent regarding the investment and
its accrued interest.

33. KD wrote two more checks, both dated June 22, 2009, totaling $5,000 payable to
Respondent for an additional “Private Investment.”

34.  Respondent did not provide KD with any written documentation regarding these
payments or any detail regarding the investment product purchased with these funds.

35.  Respondent did not invest the funds on her behalf, Instead, Respondent

converted her funds by depositing them into his own account for his personal use,



36. By virtue of the foregoing, Respondent converted more than $160,000 from
customers LC, AP, DP and KD for his personal use and thereby violated NASD Rules 2330(2)

and 2110 and FINRA Rule 2010.

SECOND CAUSE OF ACTION
FAILURE TO APPEAR FOR ON-THE-RECORD INTERVIEW

VIOLATION OF FINRA ConpuCT RULE 2010 AND
FINRA PROCEDURAL RULE 8210

37.  The Department realleges and incorporates by reference paragraphs 1-36 above.

38. | In a letter dated November 19, 2010, sent by certified and United States mail to
Respondent’s CRD address, the Department scheduled Respondent’s on-the-record (OTR)
testimony pursuant to FINRA Rulé 8210 to be held December 15, 2010 in FINRA’s Washington,
D.C. Enforcement office.

39.  Shortly thereafter, Respondent's attorney telephoned FINRA’s Enforcement staff
investigator and stated that Respondent would not be replying to the letter dated November 19,
2010, would not attend the scheduled OTR, and would not participate in any on-the-record
testimony.

40.  Respondent did not appear at the Washington, D.C. office on Deoen_:tber 15, 2010
for his OTR, as requested.

41.  As Respondent failed to appear for his OTR on December 15, 2010, and no

adjournment was requested or granted, he violated FINRA Rules 8210 and 2010.

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) 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.

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

appropriate under the circumstances in accordance with NASD Rule 8330.
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