FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AN CONSENT
NO. 2012034450501

10: Department of Fnforcement
Fimancinl Industry Regulutory Authority (CFINRA™)

Ri-:  Royal AHfiance Assacintes, Ine.. Respondent
CRD No. 23131

Pursuunt to FINRA Rule 9216 of FINRA's Code ol Procedure. Royal Alliance Associates, Inc,
("Royul Allinnee™ or the “Firm™) submils this Letter of Acceptance, Waiver and Consent
("AWCT) lor the purpose of proposing a settlement of the alleged rule violations described
below. This AWC is submitted on the condition thut, it accepted. FINRA will not bring any
future uctions against Royal Allisnee alleging violations bused on the same fuctual Tindings
deseribed herein,

L
ACCEPTANCE AND CONSENT
A, Respondent hereby aceepts and consents, without admitting or denying the
findings., and solely for the purposes of this proceeding and any other procecding
brought by or on behalf of FINRA. or to which FINRA is o party, prior to o

hearing and without an adjudication of any issue ol law or fact, 1o the entry ol the
following findings by FINRA:

BACKGROUND

Royal Allisnce has been @ memiber of FINRA since July 1989, Royal Alliance
maintains its headguarers in New York, New York and has approximately 2,100
registered persons and npproximately 812 branch oflices.

RELEVANT DISCIPLINARY HISTORY

I. In November 2011, Royal Alliance consented o it FINRA AWC
(2009017644201 ) that {found, inter alia, that the Fiem ailed 1o reasonably
supervise two registered representatives, whoe were subject to statutory
disqualifications. to ensure that that they made required disclosures regarding
their outside business activities and state regulatory actions.  Rayal Alliance
agreed to a censure and fine of $175,000 (o settle this madter.

tJ

In Aprit 2009, Royal Allinnce settled an adminisirative proceeding with the
SEC (Exchange Act Rel. No. 59830, Admin. PProc. 3-13456) that found thu
the Firm failed 10 supervise o registered represemative who engaged in a
Ponzi xcheme during a four-year period that defrauded 28 investors of at least
three mithion dollars. The SEC imposcd a $500.000 civil monctury penalty
against the Firm.



OVERVIEMW

From May 200010 April 2014 ¢the “Relevant Period ™). Roval Alliance luiled 10
apply sales charge discounts to certain customers” eligible purchases of unit

v estment teusts CUTTS™) in violation of FINRA Rule 2010, Additionully, the
Firm failed o establish. maintain and enforee o supervisory system and written
supervisory procedures (“WSPs™) reasonably designed o ensure that customers
received sales charge discounts on all eligible UL purchases in violation of
NASD Conduct Rule 3010.

From April 2009 through June 2011, the Firm lailed to ressonably supervise
registered representative GK in violution of NASD Conduct Rule 3010 and
FINRA Rule 2010.

From January 2009 through April 2013, the Firm failed to estublish, maintain and
enloree o supervisory system and WSPs reasonably designed to ensure that
registered represenatives [urnished customers with a prospeetus Tor Ul
investments in violation of NASD Conduct Rule 3010 and FINRA Rule 2010.

FACTS AND VIOLATIVE CONDUCT

A. Royal Allinnee Failed (o Apply Available ULF Sales Charge Discounts

A UIT is a type of Investment Company that issues securities, typically called
“units,” representing undivided interests in a relatively lixed portfolio of
securitics. UI'T's are generally issued by o sponsor thal ussembles the UK s
portfolio ol securitics. deposits the seeuritics in o trust, and sells units of the U
in a public offering. UT'T units are redeemable seevritics that are issued lor a
specilic term. and entitle an investor to receive his or ber proportionate share of
the UIT"s net assets on redenption or al termination.

LT sponsors offer investors u vatricty ol ways (o reduce the sales fee charged on
o LT purchase. The two most common methods to reduce the fee are
“breakpoints.” which allow investors 1o reduce the sales fee by increasing the size
of their U investments. and discounts on “rollovers™ and “exchanges™
{collectively “safes charge discounts™).

"L rodlover and exchinge discounts are generalty offered 10 investors who ise the redemption or tennination
proceeds from one L to purchase another ULE, cither from the sime U1 series (rollover) or a different 1 {an
exchange). Genernlls, in arder 1o receive the ralover or exehange discount. proceeds used 1o purchase the UTT i)
have coime Trom a UL rimsaction that oceurred willin the previows 30 diays. In both rallovers and exclrimges, the
customer generally receives a discount of 1% of the public ofTering price.
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On March 31,2004, FINRA issued Notice 1o Members 04-26. Unit Investmeint
Frust Sates. which reminded broker-dealers that they shounld develop and
implentent procedures to ensure customers reecive available sakes charge
discounts lor U5, The Natice (urther stated that EHE transactions must take
place “an the mast advantageous terms available o the customer™ and that it is the
(irm’s responsibility to “take appropriate steps to ensure that they and their
employees understand, inform customers about, and apply correctly any
applicable price breaks availuble 10 customers in connection with UTTs”™

During the Relevamt Period, Royat Alliance feiled to identify and apply sales
charge discounts to certain customers” eligible purchases of UTTs, Specifically.
the Firm failed to apply sales charge discounts to 1,055 eligible ULT purchases
resulting in customers paying excessive sales charges of approximately $204.000.
Royal Alliance has paid restitution o all affecied customers. Based on the
foregoing. the Firm violated FINRA Rule 2010,

Also. during the Relevant Period, Royul Alliance Jhiled to establish, maintin and
cnloree a supervisory system and WSPs reasonably designed o ensure cuslomers
received sules churge discounts on all efigible UL purchases. The Fiem relied
primarily on its registered representatives to ensure that customers reecived
upproprinte UTT sales charge discounts, despite the fact that the 'irm did nat
eflectively intorm and train representatives and their supervisors o identily and
apply such sules charge discounts, The Firm's WSPs regurding sules charge
discounts were inndeguate. Based on the Joregoing, Royul Alliance vielated
NASD Conduct Rule 3010 and FINRA Rute 2010.

Royal AHinnce Fuiled 10 Reasonably Supervise Registered Representative
GK

Registered representative GK worked in o Royal Allisnce branch office in New
Jersey and earned the majority ol his commissions through the sule of UITs. In
2011, Royal Allinnce filed a Form US reporting GK's voluntary termination from
the Firm und disclosing that it was conducting an internal review ol GK lor
exchanging UTTs before muturily. making misrepresentaions regarding Ul s (o
customers, and faifing to deliver UIT prospectuses.

From April 2009 through JTune 2011, GK eltected UNT transactions in customer
accounts that presented “red flags™ o Royal Alliance, such as the lollowing: a
pattern ol unsuitable short-term trading of Ul'Ts, including the sale of UITs before
their maturity dates. resubting in high turnover rates and cost-to-equity ratios in
custonier gecounts: switching between UL's and other securities with similar
investment objectives: and designating a disproportionaie number of T
tramsaetions as “unsolicited” in the Firm’s order entry system.
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These activities were identified as potential complinnee issues on Firm
surveillunce reports as corly as June 2009,

Royal Alliance institited tradiog parometers to address GKs activities, but did
nat effectively implement those measures. Further. the Fiem never prohibited GR
from recommuending UTT purchases or rollovers. Nor did the Firm require GK to
obtain pre-appraval for UTT transactions until January 201 1. shortly betore his
fermination. As o resull, GK engaged in unsuitable U trades at Royal Alliance
Tor nearly two years. antil shortly before his termination in June 2011

Bused on the foregoing. Royal Allianee violated NASD Conduct Rule 3010 and
FINRA Rule 2010.

Royal Allinnee Failed to Supervise UIT Prospectus Delivery.

From Junuary 2009 through Apeit 2013, Royal Alliance lailed to establish.
maintain and enforee o supervisory system and WSPs reasonably designed 1o
ensure that customers who purchased o UTT received o prospectus. During this
period. the Firm's compliance procedures specificd that registered represenatives
deliever a current prospectus to o elient 8t the time of recommendation. The Firm,
however. never implemented any WSS or a supervisory systent to casure that
registercd represenatives recommending UTEs complied with this responsibility.
Bused on the foregoing, Royal Alliance violated NASD Conduct Rule 3010 and
FINRA Rute 2010

Respondent consents to the imposition of the lollowing sanctions:

o Censure; mnd
o  Fine ol $225.000,

Respondent agrees 1o pay the monelary sanction upon notice that this AWC has
been accepted and that such payment is due and payable. Respondent has
submitted an Election of Payment form showing the method by which it proposcs
ter pay the fine imposcd.

A registered principal on behall of Respondent shall submit satisluclory prool of
payment of restitution o affected customers in the amount of approximately
$204.,000, or of reasonable and documented efiorts undertaken to effect
restitution. Such prool shall be submitted to Michael J. Newman, Senior Counsel.
FINRA Department of Enforcement, 581 Muain Street. Woodbridge, NJ, 07095,
cither by letier that idemtifies Respondent and case number 2012034450501, or by
enuail from a work-related account of the registered prineipal of Respondent lirm
to EnforcemeniNotice a VINRA.org. This prool shall be provided 1o the FINRA
stafl member tisted above no later than 120 days alter acceptanee of the AWC,



The imposttion of a restitution order or any other monetary sanction herein, and
the timing of such ordered payments. does not preclude customers (rom pursuing
their own actions to obttin restitution or other remedices.

Respondent specifically and voluntarily waives any right (o claim that it is unable
(0 pay. now or al any time hereafler. the monetary sanction imposed in this

malier.

The sanctions imposed herein shall be effective on a date set by FINRA stall.

WAIVER OF PROCEDURAL RIGHTS

Respondent specifically and voluntarily waives the (ollowing rights granted under CINRA™s
Code of Procedure:

A,

1.

To huve a Complaint issucd specilying the allegations against it;

To be natified of the Complaint and have the opportunity to answer the
allegations v writing;

Ta delend against the allegations in a disciplinary hearing before o hearing poanel,
o have a written record ol the hearing made and to have a wrilten decision issued:
wd

To appeal any such decision 1o the National Adjudicatory Council (*“NAC™) and
then to the 1.8, Scecurities and Exchange Commission and a U.S. Court of
Appenls.

Further. Respondent specilically and voluntarily waives any right te cluim bias or prejudpgment
ol'the Chief 1 egal Officer, the NAC, or any member of the NAC, in connection with such
person’s or body’s purticipation in discussions regarding the terms and conditions of this AWC,
or ather consideration of this AWC, including acceptance or rejection of this AWC,

Respondent Turther specifically and voluntarily waives any right to claim that a person violated
the ex parte prohibitions of FINRA Rute 9143 or the separation of functions prohibitions ol
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 consideration of this AWC, including
its acceplance or rejection.

[
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OTHER MATTERS

Respondent understands that:

AL

Submission of this AWC is voluntary and will not resolve this matter unless and
until it hos been reviewed and oeeepted by the NAC. a Review Subcommittee of
the NAC, or the Office of Disciplinary Affoirs ("ODA™). pursuant to FINRA Rule
9216:

II'this AWC is not accepled, its submission will nol be used as evidence to prove
any ol the allegations against Respondem;

If aceepted:
1. this AWC will beecome part of Respondent™s permanent disciplinary

record und may be considered in any future actions brought by FINRA or
any other regulator ngainst it;

2. this AWC will be made available through FINRA's publie disclosure
program in nccordance with FINRA Rule 8313:

K} FINRA muy make a public announcement concerning this agreement and
the subject matter thereol in accordance with FINRA Rute 8313; and

4, Respondent may not take any action or mahe or permit to be made any

public statement. including in regulstory filings or olherwise. denying.
dircetly or indirectly. any tinding in this AWC or ereate the impression
that the AWC is without tactual basis. Respondent may not take any
position in any proceeding brought by or on behalf of FINRA, or to which
FINRA is a party. that is inconsistent with any parl of this AWC. Nothing
in this provision aflects its: (i) testimonial obligstions: or (i) right to tuke
legal or Tactunl positions in litigation or other legal proceedings in which
FINRA is not o party: and

Respondent may attach a Correetive Action Statement to this AWC that is a
statement of demonstrable corrective steps taken to 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 fuctunl or legal findings by FINRA, nor does it refleel the views of
FINRA or its stalf.
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The undergigned, an behall of the Firm, eerlifics that o person daty swthortzed o net on ba behadf
bus sumnd sind understonds ol of the provisions of this AW and bns Seen plven o 1ull opportunity
10 usk questions about it; (hat the Firm hos agreed 1o its provisions voluntarily; sud that no offer,
thrent, inducement, or pranise of any kind, other thun the teems set forth heruln and the prospeat
of uvoiding the ivsimnee of o Compluin, hes baen mode 10 Snduce the Finn 1o submit i,

Royal Alliance Assmtmes Ing.
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By: (. ...

Duie (mmlddi / yy) Dinitry Qoldin
PProstdent

Revlewe! by:

Fibf (==

Friink J, Cucalo, Fug,

Counsel fir Respondent
Preasier, Alery & ltuss e,
325 Colunble Tk, 3" Floos
Florham Purk, New Jersey 07932
{973) 660-4446

Acvopred hy FINRA- Signed un behalf of the
Director of DDA, by delegnted amhority
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Dl Wilchuel 1. Newman
Sestlor Reglonal Counse}
FINRA Depuriment of Enftrreement
581 Mala Steeet, Sulte 710
Waodhridge, New Jersey (17095
Pl {(7372) 596-2000
Tux: (202) 7216557






