TO:

RE:

FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER, AND CONSENT
NO. 2015043587602

Department of Enforcement
Financial Industry Regulatory Authority

Huntleigh Securities Corporation, Respondent
CRD No. 7456

Pursuant 1o FINRA Rule 9216 of FINRA’s Code of Procedure, Huntleigh Sccurities Corporation
submits this Letter of’ Acceptance, Waiver, and Consent (“AWC") for the purpose of proposing a
settiement of the alleged rule violations described below. This AWC is submitted on the
condition that, if accepted, FINRA will not bring any future actions against Huntleigh alleging
violations based on the same factual findings described herein.

L
ACCEPTANCE AND CONSENT

Respondent 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 party, prior to a
hearing and without an adjudication of any issue of law or fact, to the entry of the
following findings by FINRA:

BACKGROUND

Huntleigh Securitics Corporation (“Huntleigh” or “Firm”) has been registered
with FINRA and the SEC as a broker-dealer since 1977. It currently has 61
registered individuals operating out of six branch offices and the firm’s home
office, which is in St. Louis, Missouri.

RELEVANT DISCIPLINARY HISTORY

In September 2014, Huntleigh was censured and fined $20,000 by FINRA in
matter no. 2013035278601 for failing to establish and maintain a supervisory
system reasonably designed to comply with all applicable securities laws and
regulations regarding the sale of nontraditional exchange-traded funds.

OVERVIEW

Between May 1, 2010 and April 30, 2015, Huntleigh failed to apply sales-charge
discounts to certain customers’ eligible purchases of unit investment trusts
(UITs), in violation of FINRA Rule 2010. During that time, the Firm also failed to
establish and maintain a supervisory system and written supervisory procedures



that were reasonably designed 1o monitor for and apply sales-charge discounts 1o
cligible UIT purchases, in violation of NASD Conduet Rule 3010 and FINRA
Rules 3110 and 2010,

In additton, between January 2011 and February 2015, the Firnm failed 10 establish
and maintain a supenisory system and writien supervisory procedures reasonably
desioned fo deteet and prevent unsuitable short-term trading of UITs and mutual
funds, in violation of NASD Conduct Rule 3010 and FINRA Rules 3110 and
2010

FACTS AND VIOLATIVE CONDUCT

1. Unit Investment Trusts

A UIT is a SEC-registered investment company that oflers shares, or “units,” in a
porifolio of securitics in a public offering. Generally, a UI'T"s portfolio is not
actively traded and lollows o “buyv-and-hold™ strategy. A UIT terminates on a
specified maturity date, often after 15 or 24 months, at which point the underlying
securitics are sold and the resulting proceeds are paid to the investors,

UTTs impose a variety of sales charges. For example, between 2010 and 2015, a
typical 24-month UIT included (1) an initial sales charge, which was 19 of the
purchasc price, and (2} a deterred sales charge, which was 2.45% to 3.45% of the
offering price. Also, most UIT sponsors charged o ereation and development fec
("C&D fee™). which was generally 0.5% of the offering price.® The deterred sales
charge and C&D fee typieally were charged during months three through six of
the UIT s term. A registered representative who repeatedly recommended the sale
of a customer’s UET position before the maturity date and rolled that investment
into a new UIT would cause the customer to incur increased sale charges over
L,

UIT sponsors offer investors a variety of ways to reduce the sales fec charged on
a UIT purchase. The two most common mcthods to reduce the fee are
“breakpoints.” which allow investors to reduce the sales tee by increasing the size
of their UIT investments, and discounts on “rollovers™ and “exchanges™
(collectively “sales charge discounts™). [f the proceeds from a UIT sale were

The violation of NASI Conduct Rule 3010 applics to conduct occurring before December |, 2014, and
FINRA Rule 3110 applics to conduct vecurring thereaiter.

Seenote 1.

In addition to these charges. most UL'Fs charge annual operating expenses that are paid to the sponsor out of
the assets of the ULTL

UIT rollover and exchange discounts are gencrally offered to investors who use the redemption or
wermination proceeds from one ULT to purchase another UTT, either from the same UIT series {rollover) or
a difterent UIT (an exchange). Generally, in order to receive the rollover or exchange discount, proceeds
used to purchase the UIT must have come from a UIT {ransaction that occurred within the previous 30
days. In both rollovers and exchanges, the customer generally receives a discount of 1% of the public
offciang price.

1%



rolled over to a new ULT, the initial sales charze on the new UIT was typically
watved. but the deferred sales charge and C&D fee still applied.

Because of the long-term nature of UITs, their structure, and uptront costs, short-
term trading of UITs may be improper and raises suitability concerns.

2. Huntleigh failed fo ensurce that eustomers received more than $47,000 in
sules-charge discounts en UILTSs.

On March 31, 200-, FINRA 1ssued Notice o Members 04-26, Unit hinvestiment
fruse Sules, which reminded  broker-dealers that they should develop and
implement  procedures 0 ensure  customers receive available sales  charge
discounts for UITs. The Notice further stated that UIT transactions must take
place “on the most advantageous terms available to the customer™ and that it is the
firm’s responsibility to “fake appropriate steps to ensure that they and their
employees  understand, nform  customers about. and apply correctly  any
applicable price breaks available to customers in connection with UITs.™

Between May 1, 20010 and April 30, 2015, however, Huntleigh failed to identily
and apply sales-charge discounts to certain customers” cligible purchases of UlTs.
Huntleigh failed 1o wentify and apply sales-charge discounts 1o 214 elizible UIT
purchases. This resulted in the affected customers paying excessive sales charges
ol $47.591 for those transactions. Huntleizh has since paid [ull restitution, with
inferest, to the alfected customers.

Through this conduct, Huntleigh violated FINRA Rule 2010,

3. Huntleigh's supervisory system was not reasonably designed to ensure
tire application of sales-charge discounts to eligible UI'T purchases.

Also between May 1, 2010 and April 30, 2015, Huntleigh failed 10 establish and
maintain a supervisory system and written supervisory procedurces reasonably
designed to ensure that customers received sales-charge discounts to which they
were entitled on UIT purchases. The firm did not have a system or procedure,
whether written or informal, 1o ensure that sales-charge discounts were applied to
all qualifying purchases, but instead relied on its clearing firm to apply any
applicable discounts.

Through this conduct, Huntleigh violated NASD Conduct Rule 3010 and FINRA
Rules 3110 and 2010.

4. Huntleigh’s supervisory system was not reasonably designed ta detect
and prevent unsuitable short-term trading of mutual funds and UFTs.

In addition, between January 2011 and February 2015, Huntleigh failed 1o
cstablish and maintain a supervisory system and written supervisory procedures
reasonably designed to prevent unsuitable short-term trading of’ UITs and mutual-
fund switching,



For exumple, although the finm’s wrilten supervisory procedures contained one
section regarding mutual-tund switching and a seetion entitled “exeessive trading
{churning).” Huntleigh did not set forth specilic procedures designed o prevent
mutual-fund switching. exeessive trading, or churning, and did not specifically
address UIT trading. Also during this period, the firm did not provide its
registered personnel with any training o instruction regarding appropriote holding
periads for UITs.

Further, Huntleigh had an inadequate system for detecting potentiafly unsuitable
short-termy UIT rollovers and mutual-fund switches. Between 2011 and 2015,
Huntleigh's supervision off Ul and mutual-fund activity was similar w ity
supervision of other securities for which it relied primarily on a daily trade-
supervision system. That system, however, was only configured to detect mutual-
fund and ULT sales that occurred within Y0 days ol the corresponding purchase
date, resulting in the detection of only a small fraction of potentially unsuitable
trading in these products. Further, white other compliance reports may have
identificd for other reasons accounts in which mutual-fund switching and short-
terny UIT trading was occurring, the firm never evaluated whether ULTs or mutual
funds were being used inappropriately as short-term trading vehicles.

The firm’s unreasonable supervisory system allowed mutual-fund switching and
short-term UIT trading to go undetected. A registered representative ol the firm,
Jefirey Kinder, recommended mutual-fund switching and short-term UIT trading
to five Huntleigh customers between 2011 and 20135, resulting in these customers
incurring $98.252.33 in excessive sales charges over this period.

Based on the foregoing, Huntleigh violated NASD Conduct Rule 3010 and
FINRA Rules 3110 and 2010.°

5 0 . 5 0 {
Respondent also consents to the imposition of the following sanctions:”
s 1 Censure;

e o requirement that Huntleigh pay a wtal ol $98,252.33 in
restitution to customers; and

» a writicn certification by Huntleigh's chicl exccutive officer, as
detailed below:

Seenowe 1,

Cuonsisient with FINR s Sanction Guidelines and the General Principles Applicable o Al Sanenions
Determinutions, FINRA considered the Firm’s small size. tts financial resources, ability w pay and other
factors in lailoring sanctions that are appropriately and proportionally remedial, but not punitive, and which
will remedy the misconduct and discourage the recurrence of the misconduct. See afse Notice 1o Members

06-55,

NI



Huntleigh agrees o review, and modify as necessary, its
compliance  policies and  supervisory  procedures  designed o
achicve compliance with applicable FINRA  rules and other
seeuritics laws and regulations, imcluding, without limitation, those
related to: 1) the sutabihity of sales of mvestment company and
structured products to retail wwvestors, including without Himitation,
unit wvestment trusts aed multi-share class mutual {funds; and i)
the review ol all fees, charaes, breakpoints and other discounts that
mity apply to such sales.

Within 120 days aller the acceptance of this AWC, Huatleieh's
chiel excentive officer shall provide @ written certification 10
Adam Walker, Senior Revional Counsel, at the address listed
below, that {i) Hunteizh has completed the review described
above, and (1} as of the date of the certilicatton, Huntleigh has
established and implemented systems. policies, and procedures
(written and otherwisc) that are reasonably designed to achicve
compliance with the applicable securities laws and rules cited
herein, The certification shall describe the specific actions taken
by Huntleigh, including the systems, policies, and procedures
(written or otherwise) that it has developed ond implemented.

Restitution is ordered 1o be paid to the customers listed on Attachment A hereto in
the towl amount of $98,252.33 plus interest at the rate set lorth in Section
062 1{a}2) of the Internal Revenue Code, 26 U.S.C. 6621(a)(2). from April 30,
2015 until the date this AWC is aceepted by the NAC,

A registered principal on behalf of Huntleigh shall submit satisfactory proof of
payment of restitution or of reasonable and documented efforts undertaken 1o
effiect restitution. Such proof shall be submitted o Adam Walker, 120 W, 12"
Street, Kansas City. Missouri 641035, either by letter that identifies Huntlcigh
Securities Corp. and Exam number 2015043587601, or by e-mail from a work-
related  account  of  the wecistered  prineipal  of  Respondent  firm 1o
EnforcementNoticelc. FINRA org. This proof shall be provided to the FINRA statt
member listed above no fater than 120 days afier acceptance of the AWC,

If for any reason Respondert eannot locate any customer identified in Attachment
A after reasonable and documented cfforts within 120 days from the date the
AWC 1s accepted, or such additional period agreed to by a FINRA stafl member
in writing, Respondent shall forward any undistributed restitution and interest 1o
the appropriate cscheat, unclaimed property or abandoned property fund for the
state in which the customer is last known to have resided. Respondent shall
provide satisfactory proof of such action to the FINRA staft member identified
above and in the manner described above, within 14 days of forwarding the
undistributed restitution and interest to the appropriate state authority.

Respondent has specilically and voluntarily watived any right to claim an inability



1o pay. now or at any time hereafier, the monetary sanction imposed in this
matler,

Fhe maposition of a restitution order or any other monctary sanction herein, and
the timing ol such ordered payments, does not preclude customers [rom pursuing
their own actions to obtain restitution or other remedics.
I'he sanctions imposed herein shall be eftective on a date set by FINRA stulT,
IL.
WAIVER OF PROCEDURAL RIGHTS

Respondent speaifically and voluntarily wiives the following rights granted under FINRAs
Code of Procedure:

A. To have a Complaint issucd specilying the allesations against it;

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

(& To defend against the allegations in a disciplinary hearing before a hearing pancl.
to have a written record of the hearing made and to have a written decision issued;
and

D. Fo appeal any such decision to the National Adjudicatory Council (*NAC™) and
then to the U.S. Sceurities and Exchange Commission and a U.S. Court of
Appeals.

Further, Respondent specitically and voluntarily waives any right to claim bias or prejudgment
of the Chiel’ 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 acceptance or rejection of this AWC.

Respondent further specifically and voluntarily waives any right to claim that a person violated
the ex parte prolibitions of FINRA Rule 9143 or the separation of (unctions prohibitions of
FINRA Rule 9044, in connection with such person’s or body’s participation in discussions
regarding the temns and conditions of this AWC, or other consideration of this AWC, including
ils acceptance or rejection.

HL
OTHER MATTERS
Respondent understands that:
A Submission of this AWC is voluntary and will not resolve this matier unless and



until it has been reviewed and accepted by the NAC, a Review Subcommittee of
the NAC, or the Office of Disciplinary Affuirs (CODA™). pursisnt to FINRA Rule
0216,

B. I this AWC s not aceepted, its submission will not be used as evidence to prove
any of the allezations against Respondent. and

C. 10 aceepted:
[ This AWC will become part of Respondent’s permanent disciplinary

record and may be considered tn any [uture 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 announcement concerning this agreement and
the subjeet matter thereol in accordancee with FINRA Rule 8313; and

4. Respondent may not take any action or make or permit to be made any
public statement. including in regulatory lihings or otherwise, denying,
direetly or indircetly, any tinding in this AWC or create the impression
that the AWC 1s without factual basis. Respondent may not take any
position in any proceeding brought by or on behalt of FINRA., or to which
FINRA 1s a party, that is inconsistent with any part ol this AWC. Nothing
in this provision aftects Respondent’s: (i) testimonial obligations: or (ii)
right to take legal or factsal positions in litigation or other legal
proceedings in which FINRA is not a party.

D Respondent may attach a Conrective Action Statement to this AWC that is a
statemient 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
constitule factual or legal findings by FINRA, nor docs it reflect the views of
FINRA or its staff.

The undersigned, on behalf of Respondent, certifics that a person duly authorized to act on its
behalf has read and understood all of the provisions of this AWC and has been given a tull
opportunity to ask questions about ity that Respondent has agreed to its provisions voluntarily:
and that no offer, threat, inducement, or promise ol any kind, other than the terms set forth herein
and the prospect of avoiding the issuance of a Complaint, has been made to induce the Firm wo
submit it.
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Date (mm/dd/yyyy) Respondent
Huntleigh Securitics Corporation

By: () T /(«(/;m/wﬂ] (0o

Accepled by FINRA:
) /"—fﬂ / 301 % Signed on behalf of the
Date Director of ODA, by delegated authority

—n

Adam B. Walker

Senior Regional Counsel

FINRA DeIPartment of Enforcement
120 W. 12" Street

Kansas City, Missouri 64105

(816) 802-4751
adam.b.walker@finra.org




EXHIBIT A

CUSTOMER RESTITUTION AMOUNT
R&JB $19,358.77
JG 21,087.98
MM 12,186.68
DW $17,771.89
G&LW $27,847.01
Total: $98,252.33




STATEMENT OF CORRECTIVE ACTION SUBMITTED BY HUNTLEIGH SECURITIES
CORPORATION (“HUNTLEIGH”), IN CONNECTION WITH FINRA LETTER OF
ACCEPTANCE, WAIVER AND CONSENT (“AWC”) NO:

Huntleigh submits this Statement of Corrective Action in connection with the foregoing AWC to
demonstrate the steps it has taken to reduce the risk of recurrence of the issues addressed therein.

Since the time FINRA commenced the investigation described in the AWC, Huntleigh has taken
significant steps to improve its processes for supervision of mutual fund and UIT trading
activity, and documentation of those reviews. Huntleigh has revised its Written Supervisory
Procedures (“WSPs”) and otherwise enhanced its various supervisory processes to, among other
things, (1) provide improved mechanisms for reviewing and effecting application of mutual fund
breakpoints; (2) identify mutual fund or UIT switches for additional scrutiny and customer
disclosure; and (3) identify possible U4 lien/judgment disclosure issues.

Following the commencement of the FINRA investigation and several months before issuance of
the foregoing AWC, the firm amended its WSPs to require creation of weekly reports
documenting mutual fund and UIT transactions or “switches” identified as relevant for further
review via the firm’s supervision platform. Under the revised WSPs, trades or “switches” that
fall within identified parameters are the subject of client acknowledgement letters, and the WSPs
further provide that firm representatives are encouraged to obtain “switch” letters prior to or at
the time of a transaction.

The firm is also maintaining documentation on the review of mutual fund breakpoints and short-
term mutual fund trading. In the event that a breakpoint may have been missed, compliance staff
reviews the same for rebilling.

The WSPs were also amended to provide that where the firm’s human resources staff receives
notice of a garnishment or other collection efforts concerning a registered representative, that

staff is to report and discuss the same with the firm’s compliance staff for determination as to

whether appropriate disclosures have been made.

This Corrective Action Statement is submitted by Huntleigh Securities Corporation. It does not
constitute factual or legal findings by FINRA, nor does it reflect the views of FINRA, or its staff.



