
FINANCIAL INDUS'1'ltY Rlf,GI.JI,A'1'ORY AU'1'HORI'TV
L??'1"I'Ell OF ACCEPTANCE, WAIVER AND CONSENT

NO. 2013035308801

TO: Deimr?mni of L,iflmlncil/
Fi,inncitil I?idtisti'y Reg?ilato,'y A?ilhority C'FTNRA")

RE: Oric,ital Financial Services Corp. ("Oriciital"), Respozident

Membci' Fimi
BD No. 29753

Pu,s?,aiit t(, FTNRA R?ile 921 6 of 1:1NRA's Code of Piocedzirc, Respondent subniits this I.etter of
Acceptance, Waiver find Co,isent ("AWC") for tlie purposc of proposing n settlei?ent of the
allcged r?,lc vioh,tions (lescribcd below. 7'I?is AWC is subti?ittecl oii tlic condilioil tliat, if
accepted, FTNRA Will liot bring any future actioiis agait?st Respon?le,?t nllegi,?g violatio,?s bnscd

on tl?c si,i?ie fi,ctt?al fiti(liiigs describe(1 hereiti.

I.

ACCEPTANCE AND C()NSENT

A. Respondent hereby accepts and consents, without admitting or dcnying the
fiiidings, and solely for the piirposes of this proceeding and any otl?erproccedilig
bi'ought by or on bel?alfof FINRA, oi' to wl?ich FINRA is a party, prior to a

hea, ing and without mi adji,dication of any iss?,e of law or fact, to tlie entry of the
following fi,?dings by F?NRA:

BACKGROUND

Oriental has bcen a F]NRA liieinber si?ice 1993. Orietltal iS a subsidiary of OFG
Bancorp. On Deccniber 18, 2012, OFG Bancorp acquired BBVA Sec?irities of
Puerto Rico, I,ic. ("BBVA Sec?irities"). In Aiigiist 2013, OFG Baiicorp tll?rgecl

BBVA Sec?,rities (then known as OFS Securities, hlc,) with ati(1 into Oriental,
with Oriental Eis the surviving e,itily. Oriental is Iieadqui, rte?ed in Sa,? Jiiai?,

Puerto Rico and engages iii a ge?ierat securities busiliess that focuses on Pi,ert?
Rico inunicipal securities and open and closecl-cnc? mutual f?mds. The Firm has
50 registeiec! icl?iesentatives located iii its 12 binnch offices.

REI,EVANT DISCIPLINARY HISTORY

Olieiital hi,s no relevai?t forinal disciplinary history with tlie Securities mid
Exchaiige Coimi?ission, any state securities agency or a,iy self-,egulatory
organization,



OVERVIEW

Fi'oni 2000 to Ai?g,ist 5, 2013, Orienlal failccl to ?lisclose tlic n?ark?,ps/ini,rkdowns
chi?rged 01? ai?pioxi,n?itely 2,800 riskless pi'i?icipal tra,isactio?is in Piierto Rico
closed-e??d ftinds ("PR CEFs"), In ac?ition, Orie,ital failed to establish and
maintai,? a si?1)civisoiy systetil reasotiably dcsigticd to ??cliiuve compliance willi
Securities Exclmngc Act ("SEA") Rule 10b-10. As such, Oi'ie,?tal violated
SEA R?Ie 1 ()1,-10(a)(2)(ii)(A),NASD R??Ies 223() (forconcluct beforc
.Iui?c 17, 201 1), 30 t 0(a), and 2 1 10 (for coiitl?ict befot'e Dece,i?ber l 5, 2008), an(I

FlNRA Rules 2232 (for co,i?l?ict aftcr Ju,?e 16,201 1) i,nd 2010 (ibr conduct after
Deccmbc, 14,2008).

In addition, between July 1,2011, and Juiie 30, 2013, Orie,ital failed to cstablisli,
iimintain, an(l enforce a s?4)crvisory system ali(! proccdt,res ?'easonably desig,ied
to ide?itify a,id rcvicw concentrated scc?,rities puichascs, iticlucli,ig P??erto Rico
m?ilticipal bonds ?ind PR CEFs, As sucl?, O?ic?ital violated NASD Rules 3010(a)
and (b) and VINRA R?,le 2010,

FACTS AND VIOLATIYE CONDUCT

Bc,ckgro,t,icl

Pi,ei'to Rico Closed-E,id Ft?,ids

PR CEFs are registered Linder the Pi,erto Rico Investmc,it Co,npanies Act an(l are
only offered to Puerto Rico resiclents. PR CEFs iss?,e n fixed nuinber of shares

thivugli a,i i,iitial public offering process aii(l are usually trade(1, at tin?es witl?
limited liquidity, iii a secondary i?ilirket. The iiimket price of closed-end fu,ids

may be higher or lower tlimi the funds' ?iet asset value. PR CEFs are ge,?erally
requir?cl to ii?vest at least 67% of tlieir 1)ortfolios iii P?iei'to Rico securities s?,ch as
Puerto Rico ?ii?i,iicipi,1 bonds.

Pi,erto Rico Seci,rilies

Pueilo Rico securitiesl provide Puerto Rico residents with various tax benefits
including exei?ption from U.S. estate mid gift taxes. The Pumto Rican
govcimnent furllier ineciitivizecl Puerto Rica?i resi(Ieilts' investments iii
PR securities by establishiiig a Pucito Rico estate tax npplicable to property held
by n Pueito Rico l eside,?t outside of Puerto Rico. In adclition, Ihc Pit securities
generally offer a triple tax beiiefit.

' Tlie lerni Pi,erto Rico Securities, uSC(1 herein, includes PR CEFs, P,?e,to Rico i?iu,iicipal I,o,?ds, ol)ei?-c,id muti,al
funds holding a majority of their assets h, other Pi,erto Rico sccitrities, and preferred shares of Pi,e, to Rico
co,npai?ics (e.g., financial inslit?,lions) ("PR scc,iritics' ').
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li? Dcce,??1,cr 2012, P,ie,'to Rico ge,ier,nl obl i gation and relntcd boiids' ratings Wcl e
clowngra(iecl by Moody's i,?vcslor Sei'vice, li,c. ("Moody's") fio,ii Baal to Baa3.
Approxhiiately six mont hs Ia tcr, iii Ji?tie 2(} 13, the Puerto Rico Powei' Autl 10rity
(PREPA) revenue bonds' ratings were also downgraded by Moo(Iy's fro,n Bna2
co R?a3.

Orieitt(tl's F(,ili,re to Disclose Mai'kups ?,id M?,rktlo,v,ts
Regmd?g PRCEFs

Orie,itc?l's Fctili,re to Disclose Mc,?*itps (,Iicl Mal'kclow,?sfor Riskless Pi'iiicipal
'l'rci,iscictioils iii PR CEFs

SEA Rule 10b-10 iequii'es, i,1 part, that brokers a,??I dealers (Iisclose mic?,stomer
confir,nations tl?c tna, ki,ps mid niark(lowtis for pri??cipal tmnsactions in cqi?ity
sccurities wl?ere Ilic broker or clcalcr is i?ot a market n?aker i,? the equity secu,ity.

hi June 2013, Orientnl reported to FrNRA o,i Foriii 4530 tl?at it had not disclosed

on custoiiier co?ilirmi?tioiis tlw maiktips an?l ,??a,kdowns for risklcss prii?cipal
transactions iii PR CEFs. Bctwcci? 2000 and August 5,2013, Orieiital effected
ni)1)?'oximatcly 2,800 riskles? p, incipal transactio,is i,ivolvi,ig PR CEFs i??

al?proximateiy 1,000 accoll,?ts ai?(l failecl to (Iisclose approximately $2.9 millioli i,1

nimkups ai?(1 ti,arkdowns o?? ci,stoiiier It'a(le confirniations. Riskkss principal
tmnsactions i,? PR CEFs accou,?tcd for 8-10% of Oiielitil?'s revenues i,? 20 Il-
2012.

By reaso,i of tlie foiegoing, Respondetit violated SEA Ri,le 1 Ob-10(a)(2)(ii)(A),
NASD Rules 2230 (for conduct before June 17,2011) ancl 2110 (for conch,ct
before Decei?ibei' 15,2008), an? FINRA Rules 2232 (for conduct after
June 16,201 1) ancl 2010 (for conduct aftei Dece,iiber 14,2008).

Orie,itcil 's I,,(?(leqi,c,te Si,pe?'\?iso,y Syste?,? Reg?i,'(Ii,?g M?irkg?s ?,i?(1 M(trkclo?v,?s

for Risk!ess Pri,icip(il 'i'?'a,?sactio,is ii, PR CEFs

Oriel?tal's written supervisory policies and procedures ("WSPs") in effect
belwee,1 2000 and August 2013 iequired that the Firm ascertaiii that
confiiniatio,is contai,i adequate disclosures regar(!ing the Fir,ii's capacity and

compeiisation an'angen?ents. However, Orieiita?'s sti,ffdid tiot appropriately
classify PR CEFs as equ?y securities and Oriental's s?,pervisory staff were

i

tl?erefore unawaie that tlic disclosure recl?iirciiiciit for riskless pri?icipal
trmisaclions iii equity securities ai)plied to PR CEFs tliroughout tlic i 3-year tiinc
period.

As s??ch, Oriental failc?l to establish and tnaintain a supervisory systetii reasom,bly
designed to achieve compliaiice with SEA Rule lOb-10, More specifically, tlie
Finn failed to have a syste,n in place to ensure that it clisclosecl niarkups and

markdowtis Oil riskless pritieipat transactioiis iii PR CEFs because it failed to
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appropriately cli,ssify tliose ?to(Iucts as eqz,ities tliat ic?li?iied disclosui'es, As a
result, tlie Firin fi,ilcd to disclose mi?rki,ps i?I?d ?17??ikdowns on all tlw
ai)i)rc,xini?,lely 2,800 riskless principal traiisnctions it cffccted iIi 1'R CEFs
betwee?i 2000 a11(1 August 5, 20 1 3.

By reason of Il?e foregoitig, Oriciitnl violated NASD Rules 301 0(?,) i,iid 2 I 1 0 (i???

coll(Iuct before Deceniber 15,2008) a?id F[NRA R?,?e 2010(forconduct aftc,
December 14,2008).

Ol'ie,tt(tl'S Il,(,(leqi,(ite Silver\,isoty Sys'tei,I (?,td Procedures Reg(,r(Iii,g
Co,ice.,itr?ite? Seci?,?ities P,irch?,se?

Bctwcen Jiily 1,201 1 and Jlilie 30,2013, Oriental solicite?l concentrated
puichases of PR sccurities. Iii May 20 12, the Finn infortnecl its i'cgistcrecl
iel?resentatives tl?at a report by oi?e of tlie iatiiig agencies clahncd tliat Puerto
Rico mu,iicipal bond rnti?igs coukl be iicgatively impacted as a result ofa ratitigs
age,icy,?evisecl approach to rating covered bo,ids. The Firm's rcgiste,ed
i'epresentatives co?itinue(1 soliciting concentrated puiclmscs ofPR sccurities after
its May 2012 nieeling and after a December 2012 downgrade of the ge?ieral

obligation rating oftlie Cotimio,iwealth of P?,erto Rico to Baa3 fi'om Baal by
Moody's. The Baa3 rating is Moody's Investor Services' lowest i?ivestment
grade ratit?g.

Whilellie Firin's WSPs required tliat its ?egiste,ccl represeiitati\,es Iiave
reasonable g?oun(Is to believe that a?iy pu?chase or sale rccoinmendation was
suitable for a partic?,lar custonier, tlic WSP did not m?t!i?ie tile steps Iliat the Fit iii
should have taken to review the tia,isactioiis for concentration.

Between.hily 2011 m?d June 2013, Oric,ital received a report for all solicited

c,istoiner ti'ansactioiis that also idcntified the concetitration level of tliat partic?,lar

purchase as a peice,itage oftlie customer's statcd iict worth. ?n July 2012, the
Firn? distributcd a guidelitie that suggeste(l that sui,ervisois "i?ia?/' co,isi(ler
concentration, whicli tlie Firin clefi?iecl as "o?ie position witli> 50% total ?iiarket

val?,e oftlie accoimt," ?vhen reviewing transactio?is. Despite haviiig imple,nented

tlic July 2012 guidelines, tlie Finn cli(I not ieqitiie that supeivisot's review for
concentiated rn,rcliases O.e., concentration iii a single security, substantially
si,nilar securities, or seci?rities of i? single geogi'aphic regioii), iticludiiig
PR securities, or docu?ne,it theii' rcvicws.

Orie,ital cngaged a coiisulta,it to peiforin a self-ieview th,oiigh which it idctitifie(1

6 l?otentially unsuitable purchases of Pit Secl,1 ities.

By reason of tlie foregoing, Oriental violated NASD Rules 3010(a) and (b) ancl

FINRA Rule 2010.
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B. Rcspo,?(Ic,il also coi?sciils lo tl?c impositioi? of tlte foliowi,?g sa,ictioi?s:

? Cetisiire; and

e A $245,000 fine,

C. Re.?o,icleiit agi'ccs to coni?lete tlic followi,ig undeitaki?igs:

1. Within 30 d;?ys of tlie Notic? of Accei,ta??ce (tlie "Effective Date") oftliis
AWC, Oriental will submit to FlNRA a proposed i?ietliodology of how it will
iclei?tify, review, ?tlicl ieiiicdialc unsuitably co,?cci?trated PR secu, ities
puicliases. At a Jliiliilillim, the tnethodology nilist i,icludc tlie Fimf s review
ofcustonicrs' coilceiltratcd PR securities purchases effcctcd betwec,i
Dece?iiber 14, 2012 and June 30,2013 and a 1)iovisioii explai?iitig liow
restitutioi?, ifmiy, will be calci,iatecl, FINRA will review the i,ietliodology
submitted by Oriental. If the metl?oclology rel,sonably complies with the
specific rcquiiciiients set forth iii this AWC, mid is in keeping witli the gene?al

pui'pose oftlie undertaking, FINRA will not object to tlic methodology. The
(late Il?at FINRA notifies thc Finn tliat it docs not object to tlie tnelhodology
shall be called the Notice Date.

2. h, the evetit F?NRA docs object to the inetliodology, the Finn wililiave ai?

opporlu?iity to address F?\IRA's objections and resubinit the n?ctliodology
withi?i 30 clays. FlNRA will discuss its objections with tlie Firm, A faih,re to
resi, bmit to FlNRA n niethodology that is reasonably clesigiiecl to ,??ect tl?e

specific requirements and general purpose of tlieuti(leitakingwil? bea
violation of the teti?s of this AWC.

3. Oricntal shall complete tlie process, inclucling remcdiation, if any, within
90 days from the Notice D?te.

4. For any custoiner to whoni the Firm provides restitution, Oricntal will include
interest calculated froni tlie date of purclmse ti?rougli tlie date the Firm pays
the restiti,tion at tlic rate set forth iii Section 6621(a)(2) ofthe T?iternal

Revenue Code (26 U.S.C. §6621(a)(2)).

5. Within 120 days froin the Notice Date, Oriental will subtnit to FlNRA a
schedule of all custoniers identified duriiig the Finn's review as having nia?lc

concenti ated PR securities p??rcllases. Thescheduleshall i?icludc det?ilsof
the pure?mses, the colicentration analysis, and total dollar a?nounts of the
restitutioii p? ovided, if a,iy, to each c?,sto,nei: The sch??dule shall bc
subinitted to Katllryn Wilson at kath,y,i,wilso?i@tin[a.-org  atl(1 to
Enfoi'ce?nentNotice(FhFINRA.oi'g. i

6, If any restit,itio,i is paid, a registcrec! pri,icipal on bel?alf of Respo,ident shall
subniit satisfactory proofofpay?nent ofresti?ition or ofreasonnble and

docuinented efforts undertakei? to effect, cstitution. Sz,ch proof sh??l bc
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subl,iilte?l to Kntlirytl Wilso,1 tlt ki!lhrytjvilson@fi,irqt:org ?,i?d to
Etifoi'ceiiictitNoticc@171NRA?Q!??  alicl sha I i?icl???le tile Firili tiam? atid case
?iumber. Tliis p,oof shall be provi(led to t ?e FINRA staff'me,nbcr listecl above

no later lhn,1 120 (lays fir?iii tl?e Notice Date.

7. l f for any reaso?i Responclei?t caiinollocatc any c?,stomei to wliom it provides
?'e?litutio,i after reasonable ai?d cloctmientec! efforts witl?in 120 days from tlie
Notice Date, or st,ch adclitional pciiod ngreecl to by a FINRA st?ff member iii
writi?ig, Kcspo,??lent slmll forwnrcl i?ny ?,tidistributed iestiti,tion ?i,id interest to

i

1 ie appropriate esclic?t, ?.,iiclai???cd piopeity or abando,?cd l?rol)crly f?md for
t ?e stnte iii which tlic cristotiier is last kliowl? to have resided. Rcs?ondelit
s ?all provide satisfactory pioofof such ?iction to Ilie FINRA staffinember
idcntified above and in the innruier described above, within 14 days of
fo?varditig the undistribi,ted restitution mid i,itercst to thc appropriate state
a iiI hoiity.

8. Withii 120 days fioni the Noticc Datc, O, ic,ilal will submit to Katl?ry,i

Wilsoii at kathryn.wilsoi?@fi,ir'i.org  m?d to E.iifoi?ccii?e,itNolicc@FINRA.org,

tlie ies?ilts oftlie Fitni's i?iiplem?itation of its metliodology to identify
conceiitrated PR sect,rities purcliases and tlie restitulioi?, if any, including tlie
amouilts and niaimcr of all rcstitution paid.

9. For good caiise sliown, aiid upoii rcccipt ofa ti,nely reqi,cst froin Orie,ital,
FINRA may extend any oftl?e pioccduial dates set foitli above.

Respoi?dent agrees to pay tlie inonctaiy smictioii ul)on i?oticc that this AWC has

bceii accepted aiid tliat such payineiit is (!i,e n,id payable. Respondent has

submittcd aiz Electioii of Payinent forin showizig the inetliod by which it pioposes
to pay tl?e fine imposed.

Respoii(tent specifically ai?cl voliintarily waives aiiy right to claim that it is Unable

to pay, tiow or at any tin?c hereafter, tlie mo?,etary saneliolis i,iiposecl i,? this

i?atter.

T]ie i mi,ositio?? ofa ?'estit u lion or?ler or any otlier ?,ionetai'y snt,ction l?e,ein, and

the timing of such ordei'ed pnyinents, does not preclude custome, s fivm purs?iing

their own actions to obtain restitution or other reme?lies.

The sat?ctioi?s imposed herein shall be cffcctive oil a date set by FINRA staff.
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TI.

WAIVER OF PROCEDURAL RTGI1TS

Respondent specifically ai?d voluntarily waives tlie following rights g, anted under FINRA's
Code of Procedure:

A. To liavc a Co,nplnint issued specifyii?g the allegations against it;

B. To 1)e notified of tlie Coinplaint and h?ive the oppoiti,?iity to answer tl?e

allegations in writing;

C. l'o defend against the allegatiotis in a (lisciplinary hearing before a hearing panel,

to have a written record of tile hearing made a?id to have a written decisioil issz?ed;

a 11(l

D. To appeal any s?,ch decision to the National Adjudicatory Coui,cil ("NAC") and

tlieii to tile US. Securities and Exchange Commission and a U.S. Court of
Appeals.

Furthei? Respondent specifically atid voluntarily waives any right to claiin bias or prejudgmm?

of the Chief Legal Omccr, tlie NAC, or any iiietnber of the NAC, in connection with such

persoti's orbody's participatioii in discussions regarding thc tcrins a,id conditions oftliis AWC,
or other consi(leratioii of this AWC, ii?cluding accepta,ice or tejcction ofthis AWC.

Respondent further specifically and voluntarily waives any right to clailn tl?at a person violate?I

the cx paite proliibitioiis of FINRA Rule 9 143 or tlie separation of functiotis prohibitions of
FINRA Rule 9144, in connection with such person's or bo(Iy's participatioii in (liscussions
regardi,?g the teri,is an(I coi?ditions of tl?is AWC, or other coilsidemtion of this AWC, inchiding
its acceptance oi rejection.

Ill.

OTHER MATTERS

Respoiidciit tindersta,ids tliat:

A. Submissio,i of this AWC is volunta,y and will not resolve this inattei unless and

utitil it has been reviewecl and accepted by tlic NAC, a Review Subconimittee of
the NAC, or the Office of Discipliiiary Affai,s ("ODA"), pursuant to FINRA Rule
9216;

B. If this AWC is tiot accepted, its subniission will not be used as evidence to prove

aiiy of the allegatioiis agai?ist it; and
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C. If accepted: 
1

1 
. 

this AWC w ill bcconie part of Rcspondcnt's perniancnt disciplinary
record aii(I niay bc co,isidered in any futzire actions brought by FINRA or
any other regulator against it;

2. tl?is AWC will be made available through FINRA's public (lisclosure
program in accordance with FINRA Rule 8313;

3, FINRA may make a public an,iounce,nent concemi?ig tliis agreenient a?id

the subject matter tliereof in accordance with FINRA Ritle 8313; and

4. Respondent may ,,ot take ?iny action oi i?iake o? pcnii it to be macie any
public stateincnt, including in regulatory filings or otlierwise, denying,
directly or indirectly, a?iy finding in this AWC or create the impressioii
that the AWC is without factual basis. Respoiident may not take any
position in aiiy proceeditig biouglit by or on belmlfof FINRA, or to which
FINRA is n party, that is inconsistent with any part of this AWC. Nothing
i,? this provisioii affects its: (i) testimonial obligations; or (ii) right to take
legal o?' factual positio,is in litigation or other legal proceediiigs in whicli
FINRA is not a party.

D. Respondent may attach a Co, rective Action Stateme,it to this AWC that is a

statement of demonstmble corrective ?tteps taken to pievei?t fut?ire miscoiidtict.
Respondent ?ln(lerstaiids that it n?ay liot deny tlie charges or make any stateme, it
that is i,?consistentw itli the AWC in tliis Statement, 'rhis Statement cloes not
constitt,te fiictual or legal findi,iggby FINRA, nor does it reflect thc vie\vs of
FINRA or its staff.

The ui,(lersig?ied, on behalf of Respondent, certifies tliat a person dtily authorized to act on its
behalf hits read mid understands ?11 ofthe provisions of this AWC and has been given a full
opportunity to ask questions about it; that Respondent has agreed to its provisions voluntarily;
and that no offer, tlireat, itiduceinent, or proinise of aiiy kitid, other tlimi the terms set foith herein
and tlie prospect ofavoidi,ig tlie issuance ofa Coinplai?it, has been made to induce Respon?lent

to subi,i it it.
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Iz/Y/Zuly
Date (mtn/d(1/yyyy) +NN.Respondent Oricntal rinancial Services Corp.

BY: Seun M,/Rs

Tille: 
Presidev.T

Reviewed by:

ENM. Bew,R-
Robiii M. Beige,ifEsq.
Cmmsel for Respondent
Cleary Gottlieb Steen & Hamiltot? LLP
2000 Pe,?tisylvania Ave,me, N.W.
Washingtoii, D.C. 20006- I 801

(202) 974-1514

Accepted by FINRA:

Izl,HIY 

.
Signed oi, behalf of the

Daio Diivctor ofODA, by delegated autliority

KaPM,11.WU8
KRilm A.W.lsoil
Senior Regioi?al Counsel
Authorized lim,se Couiisel
Member of NY and CT Bars Only
FINRA 

- Department of Enforcement
5200'rown Center Circle, Tower 1 Suite 200
Boca Raton, FL 33486
Phone: (561) 443-8132
Facsi,nilc: (202) 721-8353
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