FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AXKD CONSENT
N, 2016051569601

FO:  Department of Enforcement
Finascial Industey Regulauny Authority (*FINRA™)

RE:  David John Stmad, Resposdent
CRI No. 1982721

Pursnant to FINRA Rule 9216 of FINRA's Code of Procedure, Respondent David John Strnad
subrnit this Letter of Acceptance, Waiver and Consent (“AWC") for the purpase of proposing 4
settlement of the alleged rulc violations described below, This AWC is submitted on ths
cordition that, if accepred, FINRA will not bring any futase sctions against me alleging
v:olations bascd on the swme faciual findings descrnbed herein,

[
ACCEPTANCE AND CONSENT

A, 1 hereby accept and conseat, without admitting or denying the findings, and solely
far the purposas of this procecding and any other prosceding browght by or on
hehalf of FINRA, or to which FINRA is a party, prior 10 a hearing and without an
adjudication of any issue of law or fact, to the entry of the following findings by
FINRA:

BACKGROUND

Respondent David fohn Strnad first became registered in 1989 as a General
Seeurities Representative with & memther firm. In Sceptember 2005, he left that
firm 1o jorn the $mith Bamey division of Cigroup Global Markets Inc. as o
Genesal Secunties Represeniative, His registration was fransterred to Morgan
Stantey Smith Barney ¢ Morgan Stanley™ ur the “Finn™) in June 2009
connection with a broker-deal merger  1n February 206, Stmad Jeft Morgan
Stanjcy on a voluntary basis and joined a different fivm as a General Scewritics
Representative

On Juty 10, 2018, that firm filed a Form U disclosing that Strnud had resigned
on a voluritary bagis Although Stmad i3 not currently registered or associsted
wiih a member finm, FINRA retaing jurisdiction over him pursuant to Article V.
Scetion 4 of the FINRA By-Laws.



QOVERVIEW

From September 2013 through December 2015 {ihe “relevant period™), Stmad
exccuted approximately 273 transactions involving bank-issued certificales of
deposit "CIs™) in accounts of en elderly customer, KW. Although KW verbally
authorized Strnad to purchase now CD issuances afler maturity of prior CD
issuances, Stmad exceeded the scope of his authority by selling CDs held by KW
prior to maturity and using the procecds to purchage new CDs for KW. Asa
resielt of this conduct, Stmad violated FINRA Rute 2019,

Unsuthorized purchases and sales in a customer’s brokerage secount violate
FINRA Rule 201{, which requires that a registered representative, “m the conduct
of his bugisess . . . observe high standards of commercis! honor and just and
squitable principles pfirade.”

Beginning in approximately 2007, KW sought 10 invest his assets at the Firm
exaclusively in CDs, “laddered” to mature ut different intervals, KW pgave Straad
verbul authorization 1 buy new CD issuances upon maturity of prive CD
issuances. KW did not authorize Strnad to sell CDs prior to maturity or to use the
proceceds of such sales W purchase new CD 1ssuances.

DRuring the relevant period, Strnad exceedad the scope of autharsiy graated by
KW by selling CDs owned by KW prior to matarity, neacly always ar a Joss, and
using the proceeds of those sales to purchase new CD issuances. Becauge KW
purchased his CDs through the Firmy, rather than a bank, KW could scll the CDs
in the sccondary market without incurring s penalty. Stmad generally sold KW’s
CDs at a loss, however, beoause the CDs were priced below par in the secondary
warket dug 1w Factors such as intorest rate Nuctuations.

Strnad exceuted approximately 273 such transactions in KW’s accounts—138
sales prior to maturity and 135 purchascs—cuusing KW o incur losses of
approximately $E00,572, net of interest.* Strnad inaccurately marked some of
these transactions as “unsolicited.” Strnad's frading caused KW 1o pay $4,268.73
it panecessary Commssions,

By virtue of the foregoing, Stmad violated FINRA Rule 2010

1 also conscat to the imposition ol ihe following sanctions:

o An |8-month suspension from association with any FINRA member firm
in any capacity;

+ Disgorgement in the amount of $4,268.73, plus insesest; and

E Ay KW doughla coaplsined on KW's behalf, Morgae Stunley grovided compensation to KW



« A fine in the amonnt of $10,000.

The fine shall be due and payabic cither immediatcly upon seassociation with a
member fiem, ar prior 10 any application or request for relicf from sny statutory
disqualification resulting from this or any other event or proceeding, whichever is
carlier,

Disgorgement of a pottion of camnussions received, which is ordered to be paid
to FINRA in the amount of $4,268,73, plus interest at the rate set Forth in Seclion
(62 1(a)(2) of the Intermal Revenue Code, 26 US.C, 6621, from Scpiember |,
2013 until the date this AWC is aceepied by the National Adjudicatory Counsel
(“NAC™). Disgorgemcnt shall be due and payable cither immediately upon
reassociation with a member R, or prior Lo any application or request for rehief
frons any statutory disqualification reselting from this or any othes cvent or
proceeding, whichever is enrlier.

1 specifically and voluntarily waive any gight to claim that § am unable to pay,
now or at any me hereafter, the monetary sanctions impesed in this matter,

[ undesstand that if I am suspended from associating with uny FINRA member, §
become subject 10 g statutary disquakilication as that tenm is defined in Arucle 111,
Section 4 of FINRAs By-Laws, incorporating Section 3{a){39) ol the Sccwities
Exchange Actof 1934, Accordingly, | may not be associated with any FINRA
member in any capieity, including clerical or ministerial functions, during the
periad of the suspengion (see FINRA Rules 8310 and 8311).

The sunctions imposed herein shall be effective on a date st by FINRA staff.
1.

WAIVER OF PROCEDURAL RIGHTS

[ specifically and voluntarily waive the following rights granted under FINRA3 Code of

Procadure:

A

B.

To have a Complamt issued speeifying the allegations against me;

To be nosificd of the Complaint and have the opportunity to answer the
allogations in writing;

‘To defend against the allegations 'p a disciplinary hearing before 4 hearing pancl,
1o have a written recind of the hearing made and to have a written decision issued:
and

To appeal any such decision to the NAC and then o the LS. Scearitics und



Fxchange Commission and & U.S. Court of Appeals.

Further, | specifically and voluntarily waive any right to claim bias or prejudgment of the Chief
Legal Officer, the NAC, or any member of the NAC, in connsction 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.

I further specifically and voluntarily waive any right to elaim that a person violated the ex parie
prohibitions of FINRA Rule 9143 or the separation of functions prohibitions of FINRA Rule
9144, in connection with such person’s or bady's participation in discussions regarding the terms
and conditions of this AWC, or ather consideration of this AWC, including its aceeptance or
rejection.

1.

OTHER MATTERS

| understand that:

A Submission of this AWC is voluntary and will not resalve this matter unless and
uastil i ks been roviewod and accepted by the NAC, 4 Review Sobeogiminee of
the NAC, or the Office of Disciplinary Aflairs (*ODA™), pursuant 10 FINRA Rule
9216:

If this AWC is ot aceepted, its submission will not be used as evidence o prove
any of the atlegations against me; and

I aceepted:

1. this AWC will become part of wyy permancnt disciplinary record and may
be congidered in any future actions brought by FINRA or any other
regulator against ma;

2. this AWC will be made available through FINRA's public disciosure
program in accordance with FINRA Rule 8313,

FINRA may make a public annouscement concerning this agreement and
the subjeet matter thereof in accordance with FINRA Rale £8313; and

4 | may not take any action or make or permit to be made any public
statement, including in regulatary fitings or otherwise, denying, dicectly ot
indircetly, any finding 10 this AWC or create the impressinn that the AWC
is withous factual basis. [ may not take any posstion it any proceeding
brought by or an behalf of FINRA, or to which FINRA is a panty, that 15
inconsistent with any part of this AW, Nathing ia this provision afleels



my: (i} testimonial obligations; ar (it) right to take legal or Bctuat
posiions i litigation or other Jegal proceedings in which FINRA js nota
party.

I may attach a Corrective Action Statement 1o this AWC that is a statement of
demaonstrable corrective steps taken to prevent future misconduct. | understand
that 1 may nat deny the charges ar make any statement that is inconsistent with
the AWC i this Starement. This Statoment does not constiture factual or Jegal
findings by FINRA, nor does it reflect the views of FINRA or its stalf.

f certify that | have read und understand a8l of the provigions of this AWC and have been given 2
full opportunity to ask questions about it; that [ have agreed to its provisions voluntasily; and that
no offer, threat, inducement, or promise of any kind, other than the terms set forth herein and the
prospect of avelding the issuance of a Complaint, bas been made to induce me to Submit it

15T AT

Due




Reviewed by:
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Alan Wolper

Counsel for Respondent
Ulmer

500 W, Madison Strect
Chicago, 1L 60661-4587
{312) A58-6564

Accopted hy FINRA:

oy / 30/ S0(f

Date

Stgned on behalf of the
Director of ODA, by delegated suthority

Wal. W72

William Thompson

Dircctar

FINRA Department oof Fnforcement
15200 Omega Drive

Suite 300

Rockville, MD 20850-3241

(301) 258-8476




