FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO. 2012031552601

TO: Depariment of Enforcement
Financial [ndustry Regulatory Authority (“FINRA™)

RE: H. Beck, Inc. (BD No. 1763),
Respondent

Pursuant to FINRA Rule 9216 of FINRA's Code of Procedure, H. Beck, Inc. (*H. Beck"” or the
“Firm") submits this Letter of Acceptance, Waiver and Consent (“AWC") for the purposc of
proposing a setilement of the alleged rule violations described below. This AWC is submitted on
the condition that, if accepted, FINRA will not bring any fulure actions against the Firm alleging
violations based on the same factuel findings described herein.

L
ACCEPTANCE AND CONSENT

A H. Beck hereby accepts and consents, without admitting or denying the findings,
and solely for the purposes of this proceeding and any other proceeding brought
by or on behalf of FINRA, or to which FINRA is a parly, prior to a hearing and
without an adjudicetion of any issue of law or facl, to the entry of the following
findings by FINRA:

BACKGROUND

H. Beck is a ful)-sesvice brokerage firm that has been a FINRA member since
1954. The Firm maintains its principa! place of business in Bethesda, Maryland,
and has approximately 465 registered branch offices and approximately

800 registered persons.

RELEVANT DISCIPLINARY HISTORY

On July 14, 2011, H. Beck enterced into an AWC with FINRA in which it agreed,
without admitting or denying the findings, 10 a censure and a fine of 150,000,
The AWC, in relevant part, charged the Firm with (ailure to retain email.

OVERVIEW

In the course of two routine examinations of H. Beck, FINRA stafT found certain
deficiencies. First, H. Beck failed to apply sales charge discounts to eligible
purchases of unit investment trusts (“UITs") and failed Lo eslablish a supervisory
system and writien supervisory procedures (“W8Ps") reasonably designed to



ensure that cuslomers received sales charge discounts on all eligible UIT
purchases. Sccond, . Beck failed 10 establish a reasonable supervisory system
ond WSPs regarding the use of consolidated reports. In addition, certain
registered representatives sent inaccurate consolidated reports to customers.
Finally, H. Beck failed to enforce its WSPs requiring non-regisicred employecs
to register with the Firm any outside email accounts used for business-relaled
communications. As a result ol the sbove, 11, Beck violated NASD Conduct
Rules 2110, 2210 and 3010 and FINRA Rule 2010,

FACTS AND VIOLATIVE CONDUCT
1._H. Beck Failed to Establish 3 Reasonable Supervisory System and Written

upcrvi Procedu Identify and licable UNT Sales
Discounts

A UIT is a type of Invesiment Company that issues securilics, lypically called
“units,” representing undivided interests in a relatively fixed portfolio of
securitics. UITs are generally issucd by a sponsor that assembles the UIT's
portfolio of securities, deposits the securities in a (yust, and sells units of the UIT
in a public offering. UIT unils are redecmable securilies that are issued for o
specific lerm, and entitle an investor lo receive his or her proportionate share ol
the UIT’s net assets on redemption or at lermination.

UIT sponsors offer investors a variety of ways to reduce the sales charge fees
charged on a purchase, For example, UIT sponsors ofien offer sales charge
discounts on UIT purchases that arc funded using redemption or termination
proceeds from another UIT during the initial offering period.

On March 31, 2004, FINRA issucd Notice to Members 04-26, Unit Investment
Trust Sales, reminding broker-dealers that they should develop and implement
procedures lo ensure customers receive appropriate sales charge discounts for
UITs. The Notice further stated that UIT transactions must take place “on (he
most advantageous terms available to the customer” and that it is the firmm's
responsibility to “ensure that they and their employees understand, inform
customers about, and apply correctly any applicable price breaks available to
customers in connection with UITs.”

From October 2008 through September 2013, 1). Beck failed to identify ond
apply sales charge discounts to customers with eligible purchases of UITs,
Specifically, 1. Beck failcd (o apply sales charge discounts to 1,017 eligible UIT
purchases totaling approximately $23 million. Asa rcsult. cuslomers paid
excessive seles charges of approximetely $198,000.' Based on the foregoing, 1.
Beck violated NASD Conduct Rule 2110 and FINRA Rule 2010. *

' 1. Beck hos poid restitution Lo all nffected cusiomers.
! NASD Rule 2110 wos superscded by FINRA Rule 2010 effeciive December 15, 2008,
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During the same period, [1. Beck (oiled to establish, maintain and enforce a
supervisory system and WSPs reasonably designed to cnsure customers received
sales charge discounts on all eligible UIT purchases. The Firm relied primarily on
its registered representalives lo ensure that cusiomers received available UIT sales
charge discounts, but failed to appropriately inform and train representatives and
their supervisors to identify and apply such sales charge discounts. Bosed on the
foregoing, H. Beck violated NASD Conduct Rules 3010(a) and (b) and 2110 ond
FINRA Rule 2010.

2. H. Beck Failed to Reasonably Supervise Registered Representatives® Use
of Consolidated Reports

A consolidated repont is a document provided 1o customers that combines
information regarding most or all of a customer's linancial holdings, regoardiess of
where those assets are held. Consolidated reports supplement, but do not replace,
customer account slatements required pursuant to NASD Conduct Rule 2340,

In April 2010, FINRA issued Regulatory Notice 10-19, which reminded member
firms that consolidaled reports represent communications with the public and
must therelore be clear, accurate and not misleading. The Notice direcied that
firms that allow representatives to create consolidsted reporis must supervise the
activity, For insiance, where the consolidated reports include assets held away
from the {irm, the {ism must ensure that registered representatives take reasonable
steps to ensurc that such assets are valued accurately.

From July 26, 2011 through May 13, 2012, approximately 47 H, Beck regisicred
representatives disseminated consolidated reports to customers. During that same
period, 1. Beck had no supervisory procedures specifically addressing the use and
supervision of consolidated reports; therefore, H. Beck did not adequately address
matters of concern specific 1o consofidated reports, such as the verificalion of
valuation information provided or ensuring that registered representatives retain
supporting documentation for such valuations. Based on the foregoing, H. Beck
violated NASD Conduct Rules 3010(a) and (b) and 2110 and FINRA Rule 2010,

Also, a review of consolidated reports issued by H. Beck representatives
from July 26, 2011 through May 13, 2012 disclosed inslances in which
representatives sent consolidated reporis to customers that were inaccurale,
primarily because the representatives manually inputted valuations of certain
illiquid investments. Based on the foregoing, H. Beck violated NASD
Conduct Rule 2210(d)(1) and FINRA Rule 2010.



3. H. Becl Failed to Enforce Written Supervisory Procedures Concerning

Non-registercd Emplavee's Use of Outside Email Accounts

11. Beck's WSPs required that non-registered employees utilize an email address
for business-related communications that is registered with the Firm's outside
vendor so thal the emails could be archived, From July 26, 2011 through May
13,2012, H. Beck failed 10 enforce these procedures. Specifically, the Firm
allowed some non-registered employees 1o use oulside email addresses for
business-relaled communicalions, but failed 10 ensute thal those email addresses
were registered with its outside vendor for archiving. Based on the foregoing, H.
Beck violaled NASD Conduct Rule 3010(b) and FINRA Rule 2010.

11. Beck also consents (o the imposition of the following sanctions:
s & censure and a fine in the amount of $425,000.

Respondent agrees lo pay the monetary sanction upon notice that this AWC has
been accepled and that such paymeni(s) are due and payable. Respondent has
submiticd an Election of Payment form showing the method by which the Firm
proposes to pay the fine imposed.

Respondent specifically and voluntarily waives any right 1o claim that it is unable
to pay, now or at any lime hereaficr, the monetary sanclion(s) imposed in this
matier.
The sanctions imposed herein shalf be effective on a date set by FINRA staff,

11,

WAIVER OF PROCEDURAL RIGHTS

Respondent specifically and voluntarily waives the following rights granted under FINRA's
Code of Procedure:

A,
B.

To have & Complaint issued specifying the allegations against it;

To be notified of the Complaint and have the opportunity Lo answer the
allegations in writing;

To defend against the allegations in a disciplinary hearing before a hearing panel,
(o have a wrilten record of the hearing made and 1o have a wrilten decision issued;
and

To appeal any such decision to the National Adjudicatory Council (*NAC") and
then to the U.S, Securities and Exchange Commission and a U.S. Court of
Appeals,



Further, Respondent specifically and voluntarily waives any right to claim bias or prejudgment
of the Chief Legal Officer, 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 AWC,
or other consideration of this AWC, including ncceplance or rejection of this AWC,

Respondent further specilically and voluntarily waives any right to ¢laim that a person violated
the ex parie prohibitions of FINRA Rule 9143 or the scparation of functions prohibitions of
FINRA Rule 9144, in connection with such person’s or body's panticipation in discussions
regarding the terms and conditions of this AWC, or other consideration of this AWC, including
its acceplance or rejection,

IL
OTHER MATTERS

Respondent understands thal:

A. Submission of this AWC is voluntary and will not resolve this matter unless and
unti! it has been reviewed and accepled by the NAC, o Review Subcommitice of
the NAC, or the OfTice of Disciplinary Affairs (*ODA”"), pursuant to FINRA Rule
9216;

B. 11 this AWC is not accepted, its submission will not be uscd as evidence (o prove
any of the nllegations against it;

C. If accepted:

. this AWC will become pan of its permanent disciplinary record and may
be considered in any future actions brought by FINRA or any other
regulalor against it;

2, this AWC will be made available through FINRA’s public disclosure
program in accordance with FINRA Rule 8313.

3 FINRA may make a public announcement concerning this agreement and
the subject matter thercof in accordance with FINRA Rule 8313; and

4. Respondent may not take any action or make or permit {0 be made any
public statement, including in regulatory filings or otherwise, denying,
directly or indirectly, any finding in this AWC or create the impression
that the AWC is withoul [actual basis. Respondent may not 1ake any
position in any proceeding brought by or on behalf of FINRA, or o which
FINRA is a party, that is inconsistcnt with any part of this AWC. Nething
in this provision affects its: (i) teslimonial obligations; or (ii) right lo take
lega! or faciual positions in litigation or other legal proceedings in which
FINRA is nol o party; and



D. Respondent may attach a Correclive Action Statement to this AWC that is a
statement of demonstroble corective steps taken 1o prevent future misconduct,
Respondent understands that it may not deny the charges or make any statement
that is inconsistent with the AWC in this Statement, This Statement does not
constitute factual or legal lindings by FINRA, nor does it reflect the views of

FINRA o its siafT.

The undersigned, on behalf of the Firm, certifics that a person duly authorized 1o act on its behall
has read and understand all of the provisions of this AWC and has been given a ful) opporiunity
10 ask questions aboul it; that the Firm has agreed to its provisions voluntarily; end that no ofTer,
threat, inducement, or promise of any kind, other than the terms set forth herein and the prospect
of avoiding the issuance of o Complaint, has been made to induce the Firm 10 submit it.

3~ —Zoary

Date {mm/dd/yyyy)
Reviewed by:

% /\_,d_?(. s

Olgd Grgenberg, Esq.

Counisel for Respondent

Sutherland Asbill & Brennan, LLP
099 Peachirec Streel, NE, Suite 2300
Atlanta, GA 30309.3996

(404) 853-8274; fax (404) 853-8806
Olga.greenberg@sutherland.com

H. Beck, Inc.

By: AW""”W

Scott Thorson
Execcutive Vice President and
Chief Operating Officer




Accepted by FINRA:

March 30, 2015 _ Sig,ncd on behallof
Datc Director of ODA, by Helegated authority

@!F T\_l_c\?man A

Senior Regional Counse)

FINRA Department of Enforcement
1835 Market Street, Suite 19103
Philadelphia, PA 19103

Tel: (215) 665-1180

Fax: (215) 496-0434

I:-Mail: david.newmanig:(inra.org






