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FINANCIAL INDUSTRY REGULATORY AUTHORrIY
LETrER OF ACCEPTANCE, WAIVERAND CONSENT

NO. 2013037610301

TO: Department of Enforcement
Financial Industry Regulatory Authority (''FINRA")

RE: Crowell, Weedon & Co., now known as Crowell Weedon, a Division of DA Davidson

& Co., Rcspondcnt
FonnerMember
CRD No. 193

Pursuant to F[NRA Rnie 9216 of FINRA's Code of Procedure, Crowell, Weedog a Division of
DA Davidson, on behalf of Crowell Weedon & Co. (collectively referred to as *'Crowell,"
"Respondent," or the "FinnD submits this Letter of Acocptance, Waiver and Consent ("AWCD
for the purpose of proposing a settlement of the alleged rule violations described below. This
AWC is submitted on the condition that, if acr,epted, FINRA will not bring any future actions
against the Firm alleging violations based on the same factual findings described herein?
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ACCEPTANCE AND CONSENT

A. Respondent hereby accepts and consents, without admitting or denying the fmdings, 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 party, prior to a hearing and without an
adjudication ofany issue oflaw orfact,to the entry ofthe following findings by FINRA:

BACKGROUND

Crowell Weedon & Co. became a member of FINRA in 1936. On or about August 5,
2013, after the misconduct described herein. Crowell Weedon & Co. was purchased by
Davidson Companies, the parent entity of FINRA member DA Davidson & Co., and
merged with and into West Merger Sub, Inc., a wholly owned subsidiary of Davidson
Companies. Following approval of the new West Merger Sub, Inc. entity as a FINRA
member, it was merged into DA Davidson & Co. and currently operates as Crowell
Weedon, a Division ofDA Davidson. D.A. Davidson & Co. is the successor in interest

to Crowell Weedon & Co., as defined in Section 15(bX2) ofthe Securities and Exchange

Act of 1934.
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RELEVANT DISCIPLINARY HISTORY

The Firm has no relevant disciplinary history.

OVERVIEW

The Firm opened a Proprietary Mortgage Backed Semnities Trading Desk (the *?MBS

Desk") in or about April. 2011 and closed that desk in July 2012. Between November
2011 and May 2012 (the "Relevant Period"), Respondent, in the course of conducting its
net capital computations, failed to take appropriate haircuts on certain proprietary
mortgagc backed securities (''MBS") held in its inventory, in violation of Section 1 Sc of
the Securities and Exchange Act of 1934 C'Exchange ActD and Rule 15c3-1(c)(2Kvii)
thereunder and FINRA Rule 2010. This fhilure also resulted in the Finn ovcrstating its
net capital for the seven consecutive months that comprise the Relevant Period in
amounts ranging from $6.6 million to ?7.7 million. Consequently, the Firm's required

net capital computations and monthly FOCUS reports filed with FINRA 

- both books
and records of the Finn 

- were also inaccurate for at least seven consecutive months in
violation of Section 17a of the Exchange Act and Rules 17a-3(aXll) and 17a-5
thcreunder, NASD Rule 3110 and FINRA Rules 4511 and 2010.

During the Relevant Period, the Firm likewise failed lo establish, maintain and enforce an
adequate supervisory system reasonably designed to ensure that proper haircuts were
applied to the Film'S proprietary MBS positions and thereby failed to ensure the accuracy

of its net capital computations and FOCUS filings. Additionally, during the 15-month
existence of the MBS Trading Desk, the Firm failed to establish an adequate supewisory

system designed to ensure that any requests to dcviate from the established position and

loss limits were documented and approved. Based on the foregoing, the Firm violated
NASD Rule 3010(a) and FINRA Rule 2010.

FACTS AND VIOLATIVE CONDUCT

Inaccurate Net Capital Computations

Exchange Act Rule 15c3-1 requires a broker-dealer to maintain a minimum amount of
net capital and to compute its net capital in accordance with specified formulas.
Exchange Act Rule 15c3-1(c)(2Xvii) requires a broker-dealer to deductfrom its net worth
100% of the carrying value of securities it holds in its proprietary account for which them
is no ready market or which cann6t be publicly ofTered or soId without registration. This
deduction is commonly refermd to as a ?'haircut." The Firm's proprietary MBS holdings

fall within this rule.

On July 13,2001, the Securities and Exchange Commission (' 'SEC'? issued aNo Action
Letter concerning allowable haircuts apphed to Asset-Backed Securities including
invesmlent grade mortgage backed securities, in r???nre setting forth exceptions to the
requirements of Exchange Act Rule 15c3-1(c}(2Xvii). Specifically, the No Action Letter
sets forth the circumstances linder which a haircut percentage less than 100% may be
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applied to investment gmde mortgage backed sem?ities based on consideration ofoertain
identified factors includin& (D the rating received by the se?urity from a nationally
recognized statistical rating organizations CNRSRO"); (ii) the maturity date; and (iii) the
issuance sim. Depending on the presence or absence ofthcse factors, permissible haircut
percentages range from 2% to 10(1%. Based on the fomgoing, the applicable haircut
percentage applicable to non-investment gmde/speculative private4abel MBS positions
is 100% for purposes ofnet capital computations. In addition, the foregoing requires that
each mortgage backed security position be..s-?individually, based on the factors set
forth in the No-Action Lctter.

FINRA Rule 2010 requires members to aobserve highstandards  ofcornmercial hDnorand
just and equitable principles of trade.'' A violation of Exchange Act Rule 15c3-1 also
constitutes aviolation of FINRA Rule 2010.

Inaccurate Haircut Deductions Resulting in Inaccurate Net Capital Compumtions

The Frrm m*in,gined the MBS Desk for approximately 15 months 

- from April 2011
through July 2012. During its existence, the MBS Desk engaged in proprietary ?mding
involving primarily non-mvestment grade/speculative private-label MBS.

During the Relevant Period, the market value of the Firm's MBS positions averaged
approximately $7 million each month- A majority of those MBS positions were non-
investment grade and therefore subject to the 10094 haircut deduction for the purposes of
calculating the Firm's net capital. However, the Finn consistently failed to apply the
appropriate haircut deduction Specifically, between April 2011, when its MBS Desk
was established, and October 2011, the Firm incorrectly applied a flat 9% haircut
deduction to all its MBS positions, regardless ofwhcther those securities were investment
grade or non-investment grade and without consideration of the factors set forth in the
SEC No Action Letter. t Similarly, between November 2011 and May 2012, the Firm
incorrectly applied a flat 15% haircut to nearly all its MBS pasitions? 

- once again
without regard to whether the mortgage backed securities were invesmlent grade or non-
investment grade and without analysis of the relevant factors described in the SEC No
Action Letter.

The Firm's application of incorrect haircuts d?ing the Relevant Period resulted in an
overstatement of its monthly net capital for sevcn consecutive months. The dollar
amounts of the overstatcment ranged from approximately $6.6 million to $7.7 mill?nn.
While the Firm'S actions did not result in any net capital deficiencies during the Relevant
Pcriod, the Firm made and maintained inaccurate net capital computations and
consequently filed inaccurate FOCUS reports during the Relevant Period.

' Member Regulation staff first advised the Firm it was applying inconecl haim?ts in or about Ociober 20 l l and the

Firm was issued a Cautionary Action Letter that addressed its faiturc to apply correct hairruts for at least a portion
of the periodbetwen April and october 201 1.

? There are six exceptions: from November 2011 through April of 2012, the Firm applied a 100% haircut to one
MBS position.
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By failing to consider each MBS position individually and to conduct an appropriate
analysis as to each in the course of conducting its net capital calculations, the Firm
violated Section 15c of the Exchange Act and Rule 15c3-1(c)(2)(vii) thereunder and
FINRA Rule 2010.

inaccurate Books and Records and FOCUS Reports

FINRA Rule 45]1(a) and its predecessor, NASD Rule 3110, each require members to
make and preserve books and records as required under the FINRA Rules, the Exchange
Act and the applicable Exchange Act rules." Under Section 17a ofthe Exchange Act and
Rule 17a-3(aX? 1) thereunder, broker-dealers are required to make and keep current
accurate books and records, including, but not limited to, a record of the computation of
aggregate indebtedness and net capital pursuant to Rule 15c3-1.

Section 17a of the Exchange Act and Rule 17a-5 thereunder require FINRA-registered
broker-dealers to file monthly or quarterly FOCUS reports, which must be accurate.

Given the Firm's net capital computations during the seven-month Relevant Period
reflected the application of incorrect haircuts to its proprietary MBS positions, the Firm's
books and records were inaccurate. These inaccurate calculations were used by the Finn
in preparing its monthly FOCUS reports. Consequently, the Firm filed seven inaccurate
FOCUS reports with FINRA and the SEC during the Relevant Period.

Based on the foregoing, the Firm violated Section 17a ofthe Exchange Act and rules 17a-
3(aX11) and 17a-5 thereunder, NASD Rule 3110 (from November 1, 2011 through
December 4, 2011) and FINRA Rules 451 1 (from December 5, 2011 through May 31,
2012) and 2010.

Supervision

NASD Rule 3010(a) requires FINRA members to establish and maintain a supervisory
system, including written procedures, to supervise each type of business in which they
engage. The system and procedures must be adequately designed to achieve compliance
with applicable securities laws and regulations and with applicable NASD Rules.

During the Relevant Period, the Firm failed to have in place a supervisory system to
monitor, detect and apply accurate haircuts to its proprietary mortgage backed security
positions in the course of preparing net capital computations. Additionally, during the
15-month existence of the MBS Desk, the Firm failed to establish systems and
procedures to ensure that requests for deviations from established position and loss limits,
as well as resulting supervisory approvals ofthose requests were documented.

Thc Firm had written procedures in place establishing position and loss limits on its MBS
Desk and stating that senior management could make changes to these limits at its sole
discretion. On various occasions during the time in which the MBS Dcsk was active,
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Firm supervisors were unable to evidence prior approval of those changes to the position
and loss limits.

By the foregoing, the Firm violatedNASD Rule 3010(a) and FINRA Rule 2010.

B. Respondent also consentsto the imposition ofthe following sanctions:

1) A censure; and

2) A fine in the amount of $80,000.

Respondent agrees to pay the monetary 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 proposes
to pay the fine imposed.

Respondent specifically and voluntarily waives any right to claim that it is unable

to pay, now or at any time hereafter, the monetary sanction imposed in this
matter.

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

II.

WAIVEROFPROCEDURALRIGHTS

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

A. To have a Complaint issued specifying the allegations against it;

B. To bc notified of the Complaint and have thc opportunity to answer the
allegations in writing;

C, To defend ?g??nst the aNegations in a disciplinary hearing before a hearing panel,

to have awritten record of the hearingmade and to have a written decision issued;

and

D. To appeal any such decision to the National Adjudicatory Council (UNAC'D 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 ofthis AWC,

or other consideration ofthis AWC, including acceptance or rejection ofthis AWC.

5



..

Respondent further specifically and voluntarily waives any right to claim that a person violated
the ex parte prohibitions of FINRA Rule 9143 or the separation of functions prohibitions of
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 acceptance or rejection.

IIL

OTHERMATTERS

Respondent understands that:

A Submission of this AWC is voluntary and will not resolve this matter unless and

until it has been rcviewed and accepted by the NAC, a Review Subcommittee of
the NAC, or the Office of Disciphnary Affairs ("ODA"), pursuant to FINRA Rule
9216;

B. Ifthis AWC is not accepted, its submission will not be used as evidence ? prove
any ofthe anegations against it; and

C. Ifaccepted:

1. this AWC will become part of Respondent's permanent disciplinary
record and may be conside?ed in any future actions brought by FINRA or
any other regulator 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 annn,mr*rr?,r,t concerning this agreement and
the subject matter thereofin accordance with FINRA Rule 8313; and

4. Respo,,uent may not take any action or makc or permit to 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 without factual basis. Respondent may not take any
position in any proceeding brought by or on behalf ofFINRA, or to which
FINRA is a party, lhat is inconsistent with any part of this AWC. Nothing
in this provision affects its: (i) testimonial obligations; or (ii) right to take

legal or factual positions in hligation or other legal proceedings in which
FINRA is not a party.

D. Respondent may attach a Corrective Action Statement to this AWC that is a
statement of demonstmble corrective steps taken to prevent future misconduct.
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Rcspondent unrlerstands that it may not deny the charges or make any s??e.m?nt
that is inconsistent with the AWC in this Statement. This Statement does not
constitute factual or legal findings by FINRA, nor does it reflect the views of
FINRA or its Off.

The undersigned, on behalf of the Firm, certifies that aperson duly authorized to act on its behalf
has read and understands all ofthr provisions ofthis AWC and has been givena full opportunity
to ask questions about it; that Respondent has ?reed to its provisions volwtarily; and that no
offer, threat, inducement, or promise of any kind, other than the terms set forth herein and the
prospect ofavoiding the issuance ofa Complaint, has been made to induce the Firm to submit iL

Cmwell, Weedon & Co, by its assignee, DA
Davidson & Co., as assignee of certain property,
rigMs. assets, liabilities and obligations of Crowell
Weed?n & Co.

March 7, 2016
N-Xzac

Date (mm/dd/nryy) James R- Kruger
Vice President, Crowell, Weedon & Co. a
division ofDA Davidson & Co.

Reviewed by:

Gilbe? Boyce, 6q.
Counsel for Respondent
Kutak Rock, LLP
1 101 Connecticut Avenue, N.W., Suite 1000
Washington, D.C. 20036

Accepted by FINRA:

3/g/i6 Signed on behalf of the
Date Director of ODA, by delegated authority

31741 16
SM.A+BiJb

Susan Light U
Senior Vice President & Chief Counsel
FINRA Department of Enforoement
One World Financial Center
200 Liberty Street, 1]e' Floor
New York, NY 10281
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