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FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO. 2015047682404

Depurtment of 1:nlorcenient
Financial Indusiry Regulutory Authority (“FINRA™)

Western Internationud Sccuritics, Inc. (BD No. 39262)
Respondent

Pursuani to FINRA Rule 9216 of FINRA's Code of Procedure, Respondent Western
Internntional Secur.ties, Inc, (“Western™ or the “Firm™) submits this Letter of Acceptance,
Wauiver and Consent ("AWC™) lor the purpose of proposing o setticment of the ulleged rule
violutions described below. This AWC is submitted on the condition that, if'acecpied, FINRA
will not bring, uny future nctions ugainst Western alleging violutions bused on the sume'factual
lindings described herein.

L
ACCEPTANCE AND CONSENT

A Respondent hereby sccepts and consents, without admitting or denying the
findings, ond solely for the purposcs of this procceding and any other proceeding brought
by or on behulf of FINRA, or to which FINRA is u party, prior to u hearing and withoul
un adjudication ol any issuc of law or fact. 1o the entry of the following findings by
FINRA:

BACKGROUND

Western hos been a member of FINRA since 1995. The Firm is a full-service broker-
dealer headquartered in Pasadene, Califomia. Western maintaing approximately 171
branch oflices and hus approximately 477 registercd personncl.

RELEVANT DISC NARY HISTORY
The Firm has no relevant disciplinary history.
VERVIEW

From Junuary 1, 2011 to November 5, 2015 (the “Relevant Period™), Western failed 10
establish. mainlain and enforce a supervisory system and written supervisory procedures
("“WSPs™) reasonably designed 1o cnsure that representatives’ recommendations
regurding lcveraged. inverse, and inverse-leveraged Lxchange-T'raded Funds (“Non-
Traditionul ETFs™) complied with applicable sccurities law and regulations, and FINRA



rules. Based on the foregoing, Western violuied NASD Rule 3010 and FINRA Rules
3110 und 2010,

In uddition, during the Relevant Period, Western allowed its representotives to (1)
recommiend Non-Traditiona! L'I'Fs without performing reasonable diligence 10
understond {hw risks and fewtures associated with them, and {2) recommend Non-
Truditivnal ETFs thut were unsuitable for certain cuslomers based on their ages,
invesiment objectives and finuncial situations. Based on the foregoing, Western violated
NASD Rule 2310 and FINRA Rules 2111 and 2010.

FACTS AND VIOLATIVE. CONDUCT

A. Western Falled to Establish, Maintain und Enforce a Rensonably Designed
Supervisory System and WSPs Regarding Noa-Traditional ETFs

l. Non-Truditional ETFs

Non-Troditional ETFs are designed to retum a multiple of an underlying index or
benehmark, the inverse of that index or beachmark., or both, over the course of one
tradding session  usunily a single doy. As a result, the performance of Non-Traditionul
LTFs over periods of time longer thun o single trading session *can difTer significantly
from the performance . . . of their underying index or benchmark during the same period
ol time.” FINRA Regnlatory Notice 09-31. Becuuse of these risks and the inherent
complexity of these products, FINRA has edvised broker-deulers and their
representatives that Non-Traditional ETFs “are typicatly not suitable {or retail investors
who plun to hold them for more thun one trading session, particularly in volatile
markets,” /d.

2. Woestern Failed to Adequately Supervise {ts Non-Traditional ETF
Busincss

FINRA Rule 3110 and its predccessor, NASD Rule 3010, require that a FINRA member
firm cstublish, maintain, and enforce a supervisory system und writlen supervisory
procedures (o supervise the activities of jts registered representatives that are reasonably
designed to achieve compliance with applicable securlties laws, regulations and rules.'

During the Relevant Period, Western executed about 10,800 solicited Non-Traditional
ETF transactions in retail accounts lotaling approximately $197 million. The trading
occurred in 1,562 customer accounts, serviced by 182 registered representatives,

Weslern failed to reasonably supervise these transactions. Western did not have wrilten
policles or procedures that addressed the unique features and risks associated with Non-
Traditional ETFs, although it provided education regarding these products during annual

' FINRA Rule 3110 superseded NASD Rule 3000 effective December 1, 2014,



compliunee meelings. In uddition, Western lacked any system thut enubled supervisory
personnel to adeguately monitor the risks peculiar 10 Non-Traditional 1:TFs, most
pardiculurly the risk posed by long-term holding of a product thit resets duily, Western
had no exceplion reports or alerts speeilic to Non- lraditional E'Fs, let alone any
supervisory tool thut could deteet the divergence of ¢ Non-Truditional BTV from its
linked index, and the Firm had no awlomated method of calculating und monitoring
holding periods,

By virtue of the foregoing, Western violuted NASD Rule 3010 and FINRA Rules 3110
und 2010.

3. Unsuitable Nog-Traditionsl ETF Transactions

The rensonable-basis sutlability obligution under NASD Rule 2310 and FINRA Rule
2111 requires a broker-dealer and its repistered representutives to, iver alla, perform
reasonuble diligence to understand the nature of o recommended security, as well as the
potential risks and rewards.! As FINRA has stated, “[w)ith respect to Jeveraged und
inverse ETFs, this means thet a firm must understand the terms und features of the
funds, including how they arc designed (o perform, how they achieve that objective, and
the impact that market volatility, the ETT's use of leverage, and the customer’s intended
holding period will have on their performance.™

Western, through its registered representutives, failed (o perform an sdequate reasonable
basis suitability analysis of Non-Traditional ETFs to understund the risks and features
associated with these products before offering them for sale to retail customers (or,
purticularly, reccommending these products as long-lerm investments to retai)
cusiomers).

In edditlon, Wesiern representatives solicited and cifecied Non-Traditional ETF
purchases that were unsuitable for specific cuslomers. As noted, Non-Traditionul ETFs
arc complex and speculative securities, but representalives recommended these products
{and the long-term holding of these products) to conservative customers with modest
financiul situations, some of whom were clderly, Moreover, some of thesc customers
held Non-Traditional ETF positions for extended periods, For example:

» o 73-year-old customer with an invesiment objective of growth, & conscrvative
risk tolerance, und a net worth of $200,000 held five sulicited Non-Traditional
FTF positions {or an average of 356 days, resuiting in u net loss 0f $20,232.41,

V1 INRA Rule 2911 superseded NASD Rule 23 10 effective July 9, 2012,

Swe Natice 0931, al 3; sev afso FINRA Reguhlory Notice 1203, Comples Praduces - Heightened Superviston of
Cumplex Producix (January 2012), a1 546,



. u 71-ycar-ofd customer with un investment objective of growth, o conservative
risk tolerunce, and u net worth of $200,000 held live soliciled Non-Traditional
IETF positions lor un uverage of 346 duys, resulting in u net loss of $22,670.14.,

. u customer with an investment objective of growth, o conservative risk lolerance,
und u aet worlh of $200,000 held five solicited Non-Truditional LTF positions for
an uverage of 350 days, resulting in o net loss of $32,865.

By virtue of the foregoing, Western violuted NASD Rute 2310 and FINRA Rules 2111
und 2010,

13 Western consents 10 the imposition of the following sunctions:

=« censure, und
o afinc ol $125,000.

Weslern is ulso ordered to puy restitution in the amount of $521,098.10 to the customers
listed in Attachment A hereto, plus interest ot the rate set forth in Scetion 6621(n)(2) of
the Internal Revenue Code, 26 U.S.C. 6621(a)(2). Irom November 5, 2015, until the dute
this AWC is accepted by Lthe NAC,

A registered principal of Wesiern shall submit satisfactory proo! of payment of restitution
or of reusonable and documented efforts undertaken to effeet restitution. Such proof shall
be submitied to Duvid F. Newmun, Senior Regional Counscl. FINRA Department of
Lnforcement, 1601 Markct Street, Svite 2700, Philadelphia, PA, either by letter that
identilics Western and the case number or by emall from a work-related account of the
regisicred principal of Western to CnforccmentNotice(: FINRA.org. This proof shall be
providud to the FINRA stall member listed sbove no later than 120 days afier acceptance
of thec AWC.

If for uny reuson Western cannot locate any customers identified in Attachment A after
reasonuble und documented efTorts wathin 120 days from the date of the AWC is
accepted, or such additional peried agreed Lo by a FINRA stalf member in wriling,
Western shall forward any undistributed restitution and interest 10 the nppropriate
cscheat, unclaimed property or abandoned property fund in the state in which the
customer iy last known 1o have resided. Western shall provide salisfactory proof of such
uction to the FINRA stalT member identificd above and in the manner described above,
within 14 days of forwarding the undistributed restitution to the appropriate state
authority.

‘The imposition of a restitution order or any ather monetary sanction hervin, and the
timing ol such ordered payments, does not preclude customers from pursuing their own
actions 1o obtain restitution or other remedicy

Western agrees 1o pay the monctary sanclions upon notice that this AWC has been
accepled and that such payments are duc and payuble. Western has submitied un Election



of Payment form showing the method by which it proposcs to puy the finc imposcd.

Western s speeilically und voluntarily swaived uny right to claim an inubility to puy ol
uny time herealter the monetory sunction impuosed in this matter,

The sunctions imposed herein shall be ciTective on a date set by FINRA stall,

L
WAIVER OF PROCEDURAL RIGHTS

Respondent specifically and voluntarily waives the following ripghts granted under FINRA's
Cade of Procedure:

A.  Tohave a Complaint issued speeifying the ollegntions against it;

B. To bu notificd of the Complaint und have the opportunily (o unswer the
ullegutions in writing;

C. To defend against the allegations in a disciplinary hearing before 2 hearing panel,
to have o wrilten record of the hearing mude and to have a writlen decision issued
and

D. To uppeal any such decision 1o the Natlonal Adjudicatory Council (*NAC™) und
then to the U.S. Sceuritics end Lxchange Commission and 4 U.S, Court of
Appeals.

lurther. Respondent specifically and voluntarily waives uny right 10 claim bias or prejudgment
of the Chiel’ Legal ORicer, the NAC., or any member of the NAC, in connection with such
person's or body's participation in discussions re jarding the terms and condilions of this AWC,
or other consideration of this AWC, including scceptance or rejection of this AWC,

Respondent further specifically and volunlurily waives any right to claim that a person violated
the ex parte prohibitions of FINRA Rule 9143 or the scparation of funclions prohibitions of
I'INRA Rulc 9144, in conncction 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 seceplance or rejection,
m.

OTHER MATTERS

Respondent understand- that:

A. Submission of this AWC is voluntary and will nol resolve this matter unless and



until it has been reviewed and necepted by the NAC, u Review Subcommitice of’
the NAC, or the Office of Disciplinary Aflairs (“*ODA™), pursuunt 10 FINRA Rulc
URANE

II"this AWC is not accepled, its submission will not be used es evidence (o prove
uny of the allegations aguinst Respondent; and

If uecepted:
1. this AWC will become purt of the Respondent’s permanent disciplinary

record and may be considered In uny future uctions brought by FINRA or
any other regulator aguinst it

1~
H

this AWC will be made svailuble through FINRA's public disclosure
progrum in accordunce with FINRA Rule 8313:;

3 FINRA may make a public unnouncement concerning Lhis ugreement and
the subject matter thereof in uccordance with FINRA Rule 8313; and

4. Respondent may not take any oction or make or permit to be made any
public staiement, including in regulatory filings or otherwise, denying,
directly or indireetly, any finding in this AWC or create the impression
that the AWC is without factual busis, 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. Nothin
in this provision alfects Respondent's: (i) testimonial obligations; or (if)
right to ke legal or (actual positions in litigation or other legal
proceedings in which FINRA s not a party.

Respondent may attach a Corrective Action Statement to this AWC that isa
statement of demonstrable corrective steps taken (o prevent future misconduct.
Respondent understands that they may not deny the charges or make any
statement that is inconsistert 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 is stafl.



e undensigned, on behall of the Firms, ecniifies that o person duly authorized to ucl on irs hehalt
by read und understands ol of the provislons of this AWC aml hng buen given o full opportunity
10 gk guestions obout I; thot the Firm hay agreed o its provisions voluniurily; und thet no offer,
theeat, indueement, or promise of uny kind, other thun the (voma gct forth hurcin and w prospeci
ol uvolding the Issuance of' o Comploint, hus been mode 1o Induee the Fimt 1o submit i,

Westem [nternutional Securlties, Tne
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1 dnm ddyyyy) Brodluy C. Kuiser
Chicf Compilnnes Officer
Reviewed by;
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Juvid | . Robided, Ly,
Counsel lor Respondunt

Kuoufmann, Gildin & Robbins |.LP

767 Third Avenue, 30% | loor - New York, NY 10017
Phone: (212) 755-3100, Fax (212) 755-3174

| mull; drabbing ' kuufmunngildin.com

Accupied by FINRA:;

?J;‘ I__,}7 l Q ) Y Slyned on behull of the

Dircetur of ODA, by deley uuthonty

TR M( Wy

Dovid . Neswman

Sunfor Reygionul Counsel

FINRA Depariment of’ linforeement
1601 Market Sireet, Sulle 2700
Phitadelphia. PA 1910

Tek: (215) 209-7028
Fax: (215) 209-7022
E-Muil: davidipewmuailinm.org



Anuchment A

AWC No. 2015047682404

ACB $1,151.20
AYL $5,425.39
AB $1,875,95
AVG $1,915.60
AGH 54,463.62
AGH $294.00
AHG $4,734.56
AHG $1,324.22
BD $16,477.11
B) $490.24
BVP $3,029.11
8w $20,898.11
BK 51,474.76
BV $2,149.15
BTE $669.95
CR $544.41
CA 1 $2,164.45
CA 2 $527.45
cc $5,298.15
CCr $941.90
CCF $485.73
pC $24,522.45
DDRE §2,931.34
DD $11,721.68
DVF $635.36
DEH $856.40
]} 53,644.49
DEo $43,151.45
D FAMILY TRUST $32,865.61
0B $565.36
EHW $1,233.37
EAM 5706.46
EH $147.90
EM $2,220.58
GC $609.43
GK) $970.90
GHG $1,305.55
GW $1,630.07
HMC $493,50
5.1 $652.33
52 $349.01

G 54,028.22
n_1 $1,967.2¢9
02 $876.31
JEP_1 $454.07
TS $9,383.32
IS $573.40

8 51,004.25

JTRUST 5881.37



Attachment A
AWC No. 2015047682404

Lt { pt/

GUstomer, nitiils
L

58 $10,462.18
1 $295.22
A $1,191.81
JF $11,270.12
o2 $20,232.41
o 2 $382.39
D 2 $17,208.89
IGP $934.33
IGP $2,806.43
1GA $3,149.38
JGA $18,903.57
JEP 2 £527.17
kWD $1,024.76
u $1,200.46
MM $3,028.77
LE $529.76
M $1,668.49
LLM $1,042.85
LvVA $130.71
MES $1,666.41
MAL $542,15
MAL, $1,842.92
MAT $240.00
MEF $861.11
MEF 5511.04
MH $8,224.35
MAV $319.85
MMD $4,247.26
MS 5255.52
MCH §2,525.59
MC $125.09
MDR $1,019.26
] $1,705.18
(V] 55,271.33
MIF $7,301.61
MIF $22,670.14
MLK $599.81
MLK $13,559.12
M5 56,667.72
M7 $554.60
MmT $2,131.68
M TRUST $2,873.74
MIK §2,123.97
NA $349.09
AWH $6,286.93
RIM $939.44
REC_2 $8,441.97

REC_Y $972.15



Auachment A
AWC Na, 2015047682404

Castomer, n it S Anaiit 0f Restieen
RVA $3,305.29
ABA $4,037.48
RW $4,172.44
REM $207.07

RL $2,125.69
RDP $1,498.28
RDE $10,316.62
RA 5an.21
RA $227.04
RIN §2,844.27
RM $20,815.85
5K5 $448.48

s5C $8,322.68
SG5 $4,321.75
SO $947.04

SA $539.87
TR $715.39
TRO 5141.56
TsCC $14,140.36
W TRUST $539.74
Taw $2,378.25
TNL $595.46
TNL $258.91
™ $389.85
WH $7,529.41
Yr 5368.83

$521,098.10



