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LETTER OF ACCEPTANCE. WAIVER AND CONSENT_- -

NO. C02050023 WR=5 A o3

TO: Department of Enforcement
NASD

RE: Chasc lnvestment Services Corporation, Respondent
Member Fiom
BD No. 25574

Pmuam.toRnle 9216 of NASD’s Code of Procedure, Respondent Chase Investment Services
Corporation (*CISC” or the “firm") submits this Letter of Acceptance, Wajver md Consent
("AWC™) for the puzpose of proposing a settiement of the alteged rule violations described in
Part I below. This AWC is submitted on the condition that, if accepted, NASD will not uing
ey future actions against CISC alleging violations based on the same factual findings.

CISC uadevstands that

1. Submission of this AWC is voluntary and will not resolve this matter unless and i &
has been reviewed and accepted by NASD’s Department of Enforcement and National -
Adjudicatory Counsit (“NAC™) Review Subcommittce or Office of Disciplinary Affirs
("*ODA™), pursnant to NASD Rule 9216; . o

2. Ifthis AWC is not sccepted, its submission will not be used a3 evidence to prove auy o
the allegations against it; and ' :

3. Haccepted:

 a. this AWC will become part of CISC's permanent disciplinary recard and may be
Fomidoredinanyﬂmmacﬁommugh:hyNASDmmyommﬂmm
i

b, this AWC will be made available through NASD’s public disclosure program in
response 1o public mquiries about CISC's disciplinary records;

¢. NASD msay make a public annouicement concerning this agreement and the
subject matter ther=of in sccordance with NASD Rule 8310 and IM-8310-2; and

d. CISC may not take any action or make or permit to be made any public stalement,
including in regulatory filings or otherwise, denying, diremly or indirectly, any
allegation in this AWC ot create the tmpression that the AWC is without factua)
basis, Nothing in this provision affects CISC's testimonial obligations or zight to
take legal or fectus] positions in Htigation or other legal proceeding in which
INASD is not a party.
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CISC also understands that its experisnce in the sccurities industry and disciplinary history may
be facrors that will be considered in deciding whether to accept this AWC. That experionce apd
history are as fallows:

 CISC has been an NASD member since 1990. CISC’s principal offices are located in Chicego,
TNlinois. CISC has not been the subject of eny prior relevant disciplinary action.

L
WAIVER OF FROCEDURAL RIGHTS

CISC specifically and voluntarily weives the following rights granted under NASD’s Code of
Procedure:

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

- B. Tobenotified of the Farmal Complaint and have the opportunity to answer the
allegations in writing;

C. To defend against the allegations in a&mphnmyhmnghefmenhmmgpml,tohne
a written recard of the hearing made and to have a written decision issued; and .

D. To appeal any such decision o the NAC and then to the U.S. Semniuumdﬂxchmge s
Commission (“SEC") and a U.S. Court of Appeals,

Further, CISC specifically and voJuntarily waives any right to claing bias or prejudgment of the
Generel Cmmso], the NAC, or any member of the NAC, in connection with such person's or
body’s participation in discnssions regarding the terms and conditions of this AWC, or other
consideration of this AWC, including acceptancs or rejection of this AWC,

CisC ﬂnth&rspeciﬁcallyandvohmmﬂywummnghtmclmmthatapersonvmlatedﬂwm
peste prohibitions of Rule 9143 or the beparation of functions prohibitions of Rule 9144, in
comnection with such person’s or body's participation in discussions regarding the texms sad
conditions of this AWC, or other consideration of this AWC, including its acceptance or
rejection.

.
ACCEPTANCE AND CONSENT

A. Pndings

CISC hereby accepts and consents, without admitting or denying the ailegations or findings, and
solely for the purposes of ihis proceeding and my othex proceeding brought by or on behalfof
NASD, or to which NASD i a party, prior o & hearing and without an adjudication of sny issuc
of law or fact, to the entry of the following findings by NASD:
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Summary

This matter arises from a review of CISC’s sales of Cless B and Class C shares of mutua}
funds between Tanuery 1, 2002 and July 31, 2003 (the “revicw period™). Within the
review period CISC effected transactions where it made recommendations to clients to
purchase Class B and Class C shares through its registered representatives (“RRs"). In
comnection with its rocommendations, CISC did not consider or adequately disclose on a
consistent basis, that an aqual investment in Class A shares would generally have been
more advantageous for certain chients. Accordingly, CISC will undertake 2 reynediation
plen that imchudes more than 4,000 transactions involving at least 2,000 client households.

In particuler, the firm did not consider that large investments in Cless A shares of mutual
fumds entitle clients 1o breakpoim discounts on seles charges, genenally beginniug at the
550,000 investment level, which are not avsilable for investments in Class B and Class C
shares, In fact, clients mey be entitled to breakpoints based upon a simgie mutual fitnd
purchase, multiple purchases in the same “family of fimds,” and/or mutnal fumd
investments held, at the time of the new purchase, by members of the client’s
“houschold,” as that term 18 defined in the prospectus of the fund in which the sheares are
being purchased. Unkike Class A shares, Class B shares are also subject to eontingent
deferred sales charges (“CDSCs™) for a peviod of time, gencrally six ysars, as well as
higher ongoing Rule 12b-1 faes for as long as the Class B shares are held. The CDSCs
and the hlghcro:rgomgkule 12b-1 feamgmﬁcnmlyxﬂ'mtheramondxm’mmd
fund invegtments.

In addition, CISC’s sup:ﬂismy and complimine policies and procedures during the
review period were not reasonably established, maintained and/or enforced so that the
firm, at the point of each sale, provided adequate disclosure of, or consideration to, cn &
consistent besis, the benefits of the verious mutual fund share classes as they applied to
individual clients,

As a result of the foregoing, CISC violated NASD Conduct Rules 2110, 2310, and 3010.
Shars Classes

1. CISC sells mutual funds with different classes of shares representing interests in the
sane portiolio of securities, but differing in the structure and amount of sales charges
Ppaid directly by ghareholders and continuous, asset-based fees assessed on each
shareholder’s investment.

+ 2. For example, Class A shares are subject to & front-end load, or initial sales charge,
When originally purchased, and have modest annual fimd expenses, including Rule
12b-1 fees that are typically 0.25 percent. The majority of the front-end load is paid
1o the selling broker-dcaler a3 a commission. The balance of the initial mvestment is
paid for the frmd’s shares. Typically, the front-end load decreascs as the size of the
investment increases. This concept applies to both single purchases and fo multiple
purchases in the same family of funds that may be aggregated with the client’s other
investments, as well a2 investrnents by that client's household, &s parmitted by the
funds' prospectuses, For most ipvestments in which the total dollar amount invested
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in 4 fimd family is $1 million or more, the front-end load is generally waived.' Theae
discounts are commonly referred to as “breakpoints™ and the discounts typically
increase at each of the 556,000, 100,000, $250,000, $500,000 and $1 million levels.

. Geperally, Class A share iuvestnents that, when aggregated, fall below $50,000 are

Subject to an imitial sales charge thet can range from 3.00 to 5.50 percent. Howeves,
for an investment; (i) between $50,000 and $99,999 the sales charge can range from
2,50 to 4,50 percesn; (i) between $100,000 and $249,959 the seles charge can range
from 2,00 to 3.50 percent; (iii) between $250,000 and $499,999 the sales charge can
range from 1.50 to 2.50 percent; (iv) between $300,000 and $999,999 the sales
charge can range from 1.25 to 2.00 percent; and (V) of $1 million or mnore reduces the
sales charge to zer. These hreakpoints reduce the commissions paid to the gelling
broker-dealers by a corresponding amount. Clients can reccive the benefits of
briakpoint discounts by, among other ways, making a single investment, agpregating
Purchases, entploying rights of accumulation or utilizing letters of intent.?

. In contrast, Class B sheres do pot camry any front-end sales charge and breakpoint

discounts sre not available regardless of the size of the investment. Instead of 8 ﬁ'oni—
ead sales charge, Class B sheres have significantly higher aunual Rule 12b-1 fres -
{typically 1.00 percept) than Cless A shares (typically 0,25 percent) &nd may be

- Subject to a CDSC if redeemed prior to the expiration ofaholdingpmiodmdﬂedm

the prospectus. The amount of the CDSC is genevally calculated as 8 perceatage of
the Jesser of the initial atount invested of the investment's value at the time of the
sale, declines each year and eventually disappears entirely. Class B shares usually

canvert to Class A shares, at no cost to the client, after eight years.

. ClassCsharestypicallydnnotcmyaﬁmt-cnﬂsnleschmgebmmaybesubjemoq

1,00 percent CDSC if the shares are redeemed within one yesr. In comparison 1o
Chass A Shares, Class C shares generally have significantly higher annual Rute 12b-1
fees (typicelly 1,00 percent). Class C shares never convert to Class A shercs, theceby
Subjecting clients to higher expenses as Jong as the clients hold the Class C shareg,
Class C sheres are generally preferable for clients who do not intend to hold their
shares for 2 long time and are not investing enongh to quslify for a breakpoint
As8gocipted with Class A shares,

. The differcut eales charges, availshility of breakpoints aud Rule 12b-1 expenses

{Ismdmdwiﬁxdiﬁerm;hmcmm“adirecteﬂ’mtonamﬂﬂmd

investment’s retuzn. The significance of these differences is that, at certain dollar

levels and over cevtain holding periods, ag equal fnvestment in Class A sheres

;:]?ne:auywm yield a better return thag a similar invesument in Class B or Class C
arcs.

? A CDSC, senerally worting 1.00 peroent, is typleally charged for redcmptions that ocir within e St yeur fllowiog the

2

A right of 558U malerion permias & thient o m sligible groap of related clients (8.8, the clieat, ihe spopse wnd wiror chikiren)
late™ o combine axisting holdings of shars of 8 prticuli fund complex with additicoal porchases of sharca of the
same fund LTI  ox for Lhe purpast of chieving breakpoints and sssocisted discounts. Clients may also quallty for bredipaines
by executing B Yatrer of innt, which is an agreement 1o ke multiple purchases e Class A shara issuad by & fnd Sarmbly
period of time_ usuylly sround 13 months, which, when aggregated, equal u amiount thal qualifies fo a breakpoint

4
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7. With Cless B shares, the mutual fiind distributor, which is genzrally an affiliate of the
mutual fund, advances 8 commission to the selling broker-dealer. Broker-dealers and
their representatives may receive greater commissions from the sale of Class B shares
than from the sale of the samne amomt of Class A shares if the sale would qualify for
breakpoint discounts. Mutual fitnd complexes, through thefr distributors, recoup the
commissions they advance for Class B shares through the substantially higher Rule
12b-1 fees and/or the CDSC. The differsnt fee structures and characteristics of Class
A, Class B god Clasg C shares, including the availability of breakpoint disconmts with
regard to purchaces of Clase A shares, sredeacn’bedmthemﬂﬁmdprwpwmu
and staremerits of edditonal mfonnnuon.

8. On certain occasions during the review period, CISC recommended and sold Class B
#nd/or Class C shares of mutual funds to clients who, depending upon among other
things, the amount of the investment and the client’s contemplated holding period,
would have benefited had they purchased Class A shares instead. Specifically, these
clients made purchases of Class B and/or Class C shares in verious mutus] funds
which, had they parchased Class A shares, could have qualified fir breakpoints,
through single purchases, aggregating multiple purchases, employing rights of
atcumulsation or wtilizing letters of intent. As a result of the clients’ purchases of

' Clasg B shares, in some instances, CISC feceived greater commissions than it would

* have received had the clients purchased Class A shares instead, In those instances,

: CISCearnedappmxhnatnIy$2nnlhnnmmthm1twonldhavehad1tmldClast
- shares of the smcmmalﬁmds

Suiulbility Violaﬂons

2. NASD Conduct Rule 2310 requires that, before recommending & transaction, a
member firm and its registered representatives shall bave reasonable grounds for
believing, on the basis of information furnished by the clisnt, and after reasonable
inquiry concerning the client’s investment objectives, financial situation, and needs,
that the recommended transaction is suitable for the cliem. Further, NASD has long
beld that in recommending share classes of a mutual fimd, a registered representative
has an obligation to avoid increasing the costs that his or her clients pay. Also, &
registered representative’s recommendations must be consistent with his or her
client’s best interests.

10. In recommending the purchase of mutual funds, 4 member firm and its registered
Tepregentatives, must determine the suitability of the ¢lass of shares to be purchased
&5 well as the suitability of the particuler mutual farl. Primary considerations inchude
the investment amount, the expected term of the investment, the fees and expenses
associated with each clags of shares, and the client’s personal end financial
circumstances and investment objectives. These individeal considerations must be
balanced at the point of purchase by the member firm. .

11. In determining the suitability of 8 particular share ciess, registered representatives
must weigh the consequences of the class selection by considering the affect of the
comparative sales loads and annnat expenses for the client’s contemplated duration
of the investmept.
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12. In certsin instances during the review period, CISC did not disclose at the point of
- purchase or adeguately consider, on a consistent basis, the foregoing claments when
making recommendations to clients to purchasc Class B and Clags C shares instead
of Class A shares. In one instance, & CISC client invested a total of 100,000 in Class
B shares, as opposed 10 Class A shares, in 2 bond fund. By purchasing Class B shares
instead of Class A shares, the elient did not recefve the benefit of the breakpotint
available with Class A sheres, and was subjected to additional fees and expenses
(Rule 12b-1 fees and CDSCs). A quantitative enalysis at the paint of sale would have
revealed that if the client were to sell the Class B shares at any point during the first 3
years following the investment, the client, under the hypothetical setting,” would be
disadvantaged by more than $640. The analysis also wonld have sovealed that,
assuming the client did not sell the injtia] investment, the disadvantage would
increase over time, up through and following the date upon which the Class B shares
would antomatically convert to Class A shares.

13. By virtue of the aforcipentioned conducet, CISC violated NASD Condoet Rules 2110
end 2310,

CISC’s Supervisory and Compliance Policies and Procedures
Regarding Class B and Class C Shares Were Inadequate

14. In connection with the aforementioned findings, CISC fhailed to establish, maintain - -
and enforce supervisory end compliance policies and procedures that were .
reasanably designed to achieve compliance with the NASD rules described shove. - -

15. During the review period, CISC’s written policics and procedures required that its.
RRs assist each client in deciding which class of shares was likely to be most
advantageous given the client’s individual circumstances. They also prohibited RRs
from (i) recommending mutual fund Class B shares, for single-day parchascs in the
seme family of funds, totaling $100,000 or mare, znd (i) effecting any rmutoal fimd
Ciess B share purchasce, on any single-day or “cumulative” basis, totaling $250,000
or mwore on any basis. Further, for any Cless B share transaction(s) cffected between
$100,000 end $249,999, RRs were required to first abtain s Jetter from the client
acknowledging that the RR did not recommend the transaction. The lefter stated that
the client understood that “annusl expenses for Class B shares may be higher tham for
Cluss A shares.” Further, the letter directed ¢lients to review the particular
prospectuses for mare informuation. The firm's procedures also required RRs to
obtein prior written approval fom 2 supervisory prmeipal for transactions meeting
the eforementioned criteria. CISC failed to enforce the aforementioned policies and
procedures,

16. At times during the seview period, CISC recommended and sold Class B shares 1o
clients for amounts exceeding $100,000, Moreover, in those transactions, RRs
generlly did not obtain any letter from the client and did not obtein prior written

? The cxample assuwes o pmuslieed rete of retum, befors expenses, of 5.00 percenn. Also, the exsmple utilizes the breakpoints
and mnual expenses spplicabls for oach clesy, ineloding Rule 12b-| facy, and the CDSC schedule spplicsbis t0 Class B shepvas,
which oce et forth in the relevnt fund prospectur smd, where sppropriate, the satement of sdditional informating for the fund,

" The sesults could heve bees obteined Iy using cither the “NASD Muatual Fund Expensz Andly2tz” or the “SEC Mutal Fund
Cost Caleulare, ™ which have been avallable o the poablic since January 2002, and 2001, repectively.

6
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. a&pproval from & supervisory principal. While clients executed letters before cfecting
some Clazs B share transactions, this did not relieve the finn and RR of their
obligation to ensure that the transactions were suitable.

17. In addition, the firm’s policies and procedures were deficient because they failed
take mto account that Clasg A shares are usually the best class altemative when
clients can avail themselves of breakpoints. For most funds, breakpoints are
availsble for mutual fund purchases below $100,000.

18. The policies and procedures also failed to recognize that clicats can achieve
breskpoints for Class A ghares m most fimds through the use of householding,
Letters of Intenr and Rights of Accumulation ag provided for in the particuler

prospectus(es), CISC should have conducted 2 quantitative analysis of the available
mutual firod ¢lasses for every mutual fund transaction, using such comsiderations.

19, The firm also failed to provide its RRs and supervisors with appropriate tools,
training and guidance regarding the varions classes of mutual finds; the effect that
front-end loads, breakpotnt discounts, annual expense differentials annd CDSCs have
on mutual fund inveatments; and the various ways to aggregate various accounts”
holdings and purchase nmumwtoaclﬂmmhximmnbrukphinzs '

20. Moreover, CISCfaﬂndtohweanypohcies or procedures limiting or prohibiting the
sale of Class C shares 1o clients, (i) who intended to invest $1,000,000 ar more in
mutun! fireds ina pacticular fand family; (ii) who intended to invest £500,000 or
more in mutual funds in & particular fund femily that charged & frant-end lod; (i)
who intended the investment to be anything other than a short-term hold; or (iv) for
whom a quantitative enalysis of the varions classes would reveal that an alternative
class of shares wonld yvield higher returns for the client.

21. In copnection with the aforernentioned conduct, CISC failed 15 establish, maintain
and enforce supervisory and compliance policies and procedures that were
reasanably designed to achieve compliance with NASD Conduct Rules 2110 and
2310, and therefore, violated NASD Conduct Rules 2110 and 3010.

B. Sangtions
Regpondent consents to the mmposition, st & maximum, of the following sanctions:
1. A tensure.
2. Afine of $2 milbiop.
3. Respondent agrees to complete the following undertakings:
8. CISC shall create a list of clients who purchased (i) $50,000 or more of Class B

shares betwesn January 1, 2002 and the effective date of the AWC (the '&'elevnnt
time period”), in any single find family, which shal! be aggregated by bousehold®

* “Houszhold™ includes sll socomns that sre related by al kas two of the following thres facrors: {1} tx identification/socia)

seeutity Rumbcers, (2) addres, ond (3) last or “key” name.
7
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end find farily in determining if the $50,000 threshold was met; md (i) Class C
shares during the relevant time period which, when aggregated by houschald and
fund famly, total $500,000 cr mere and involve payment of a front-end load, or $1
million or more where no front-cnd load was paid. The list must include at least the
client’s name(s) ad contact information, any firm-based household identification
number, the trade date, imd name, fund symbol and mumber of shares purchased, and
the gross principal amount invested for every purchase. Every purchase transaction
on the list is deemed & “Qualifying Purchase.” When determining the Hst of
Qualifying Purchases, CISC shall make such calculations based on the effective date
of the AWC. Howsver, Qualifying Purchases shall not inctude the following items 1.~
Hi., end may not, at CISC's option, include the following items jv.-viii.:

i. Purchases of Class B and Class C shares for which clients have previously
settled and sipned releases of claims against CISC;

ii. Purchases of Class B and Class C shares which were later canicelled at no
cost to the client;

. il  Purchases of Class B sheres, which, when aggregated withother Class B
share purchases at the firm by the same client houschold in the sene fund
family during the relevant time period, total leas than $100,000, and invelved
amuﬂ:nlﬁmdthatunposedncmshm:mnaluluchargeaweding
dmpmmforpmchasemmtslmthanswoow :

iv. - Purchases of Class B ghares, which, when asgagaxedvmhoﬂmrmmla :
share purchases at the firm by the same client household in the ssme fund
frmily during the relevant time period, total less than $100,000, and where
the client (1) entered into a systematic withdrawal plan at the time of the
Class B share purchase, and immediately began receiving systematic
withdrawals from the Class B share purchase without meurring CDSCs, or
(2) chose not to reinvest all capital gains and dividends from the Class B
share purchase;

v. Purchases of Clagss B shares, which, assuming a 5.00 percent amnual rate of
return and considering all expeuses, are projected to have 3 higher
redemption value, determined as of the end of each year following the
purchase dere, in compurison 1o Class A shares in two or more years during
the period beginning with the effective date of the AWC and ending on the
date the Class B shares are schoduled to utomatically convert to Class A
shares imder the termas of the fund prospectuses in effect at the time of the

purchase;

vi. Purcheses of Cless B ghares, which, assuming a 5.00 percent annnal rate of
retirn and considering all expenses, are projected, as of ths date on which the
Class B shares are scheduled to sutomatically convert to Class A shares, to
have & vajue within $100 of the projected value of Class A shares had the
chients purchased Class A shares instead of Class B shares;
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vii.  Purchases of Class B shares which, assuming Class A hares were purchased
instead, would not be eligible for a breakpoint at $100,000 or more in the
mmutual fimds listed in *‘Schedule A” (attached); and

viii. Purchases of Class B shares which, assuming Class A shares were purchased
instead, would not be eligible for a breakpoint at $250,000 or more in the
mutual fimds listed in “Schedule B” (attached).

CISCmayﬁmhenemoveQ\mhfymngnhaaenslmgu"pmdesNASDm
guantitative proof that the client could not meterially benefit” from having the
particular transaction convested to Class A shares and the removal of such Qualifying
Purchase is not unacceptable ©o NASD.

Within 120 days from the effective date of the AWC, CISC shall offex aay client,
who made 2 Qualifying Purchase(s) and still holds all, or any portion of, such ghares,
the option of converting such Class B and/or Class C shares into Class A shares in
such a mammer that each client is placed in substantially the seme financial position,

based on actuel fimd performance, in which such client wouldhavcbemwithmpect

-toﬂ:eQua!ifymgPumhnsc(a)hadthechmtpumhnsad ClassAshm :nstaadof

-Class B and/or Class C shares.
ClimuelecdngmconvmmyQuaHfﬁthmchaseahallrweive: o ;

i.  onamount of Class A shares equel 10 what the client could have purchased on
the date of the Qualifying Purchase mtilizing the same amount of money,
before application of any fees or expenees, invested in the Qualifying .
Purchase and applying the breakpoint sales charges associzted with the Class
A shares calenlated a8 descyibed herein; and

ii,  apadditional amount of Class A shares equal to the pumber of reinvestment
shares (88 of a trading dny sufficiently preceding the conversion date to allow
the execution of the nocessary transactions) the client acquired in connection
with the Qualifying Purchase, convexted on a shere-for-share basis.

Also, CISC shall pay cash to put those clients who made 8 Qualifying Purchase(s)
and sold some or all of'their Class B and/or Class C shares comprising the Qualifying
Purchase(s) into substantially the same finencial position, based on actual fund
performance and redemption value, in which such clicats would have: been hed the
clients purchased Class A shares instead of Class B and/or Class C shares. In the
cvent that a client is entitled to a cash payment as specified in this syb-paragraph, and
i3 also eligible to convert Class B sharcs that the client continues to hold, CISC shall
specify in its communication to the client that the cash payment is not in lieu of the
client's right to convert all emaining eligible Class B share holdings.

§ CIsC will nox be required w offer & clizt conversian if the client would not materielly begefit from v o £Ter of corversion
betayso sither the annus) txpese differential between Class A shares and Class B shares, the CDSC schedule, andfor the
Conwrtion yenr quentimxtively are such thar Class B shares moy be substantially pqual, or mare sppropria te, compered to Class
A shares Tthe gams fund, ae parsculer inveseyient levels,
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f. kperforming the undertakings set forth in d, and e., above, esch ¢lient ahall be
entitled to breakpoints calculated based on the total of 211 opening Class B share
balances aggregated by household and find family, plus the total of all Class B share
purchasey aggregated by bousehold and fund fargily during the relevent tine period,
withous respect to any find family imitation ¢ to time less than the fiull relevant
time period.

8 Inthe event thet any client who made a Qualifying Purchase(s) elects to convert any
of those Qualifying Purchases to Class A shares from Clasg B and/or Class C shares,
apd CISC is unsble to effectuate such conversion for any reason, CISC shall pay cash
to such cliem in an amount that will place the client in substantially the same
financial position, based on-actual fund performance and liquidation value, that such
chent would have been in ss of the effective date of the AWC had the client made his
or her Qualifying Purchase(s) in Class A shares instead of Class B avd/or Class C
shares,

k. When calculating the financia) position of asy client for pumosss of conversion,

.. CISC shall make such calculation based on the date of conveesion, or on such date.

;» immediately priar o the date of coaversion sufficient to allow the execution of the

. mecessary transactions. When caleulating the financial position of eny client for
Purposes of a cash payment, CISC shall maks such calculation as of the date the
investment was redeemed, in the case of closed or partially closed positions, or,in = -
the event that the cash payment is required as a substitute for conversion, asclose as . -
Practical to the date of remediation. :

L Within 60 deys from the effective date of the AWC, CISC shall submit to NASD for
Tevicw a sample letter in plain Engliah: (i) offering clients, according to the particular
tharatteristics of their acconnt and purchases, the opportunity to convert any or all of
their Qualifying Purchases; (ii) explaining the economic sdvantages and
disadvantages to the client of the options; and (iii) stating that the clienz should
consult with a 1ax adviscr to determine whether the conversion carries any federal,
state, or focal tax consequences. The letter shall not be unacceptable to NASD.
Clients shall have 60 days from the wailing of the Ietters to accept the offer and
advise CISC of their decision to accept. Clientz who accept CISC's convertion offer
with respect to a particular Qualifying Purchasa must agree to convert all of the
Qualifying Purchese shares held by the client as of the date of the offer, and may not
elect g partia] conversion,

J- CISC shall complete the remediation process within 270 days from the effective date
of the AWC.

k. ‘Within 330 days following the effective date of the AWC, CISC shall file a report
With NASD, through which it will identify and account for:

i The Qualifying Purchases, including the client's name(s) and contact
mformation, any firm-based household identification pxmber, the trade
date, fund name, fimd symbol, number of shares purchased, and the
gross principal amomt invested for each Qualifying Purchase;

10
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i The transactions the firm removed from the list of Qualifying Purchases
and the specific basis for each removal;

if  Those transactions for which clients received a letter offering
conversion;

iv Those transsctions for which clients received a cash payment, including
details concemning the amount paid, Any cash psyments resulting from
the firm’s ipahility to effect copversion shall be duly noted;

v How the firm created and steffied a response center to field and respond
to client inquiries, including, the number of individuals used 1o staff the
respense cenfer, bow the response center staff members were trained to
respond to client inquiries, how and by whom the respanse center was
supervised, and whet tools and information were ussd to respond to
client inquiries;

vi  Bach client who had a Qualifying Purchese and contacted the firm
conceming remexliation, and that the firm maintained a record of esch

vii  Bach transaction for which the client accepted the firm’s offer of
: conversion aad/or cash, including the material terms thersof, mumber of
sharey and value transferred. :

. The firm’s report must be submitted to NASD, certified o, and signed under penalty
of petjury by, e officer of CISC who is currently registered with NASD, CISC shall -
preserve for a period of not less than three years from the effective date of the AWC
and muke availeble to NASD the records undeclying the certification as NASD shall
Tequast.

L In addition, CISC shall retsin, at its own expenss, an Independent Examiner, who
shall not be unacceptable to NASD, 10 examine the Sirm’s performance of its
obligetions under the terms of the AWC as reflected in its cextified report.

m. CISC ghal] exclosively bear all costs, including compensation and expenses,
associated with the retention and performance of the Independent Examiner. At the
conclusion of the examination, but not 1ater than 420 days following the effective
date of the AWC, CISC shall require the Independent Examiner to susbinit a written
Final Report to CISC and to NASD. The Final Report must recite the efforts the
ﬁnd. undertook to examine CISC’s certified report, 23 well as the Examiner’s

ings,

n. To ensure the indspendence of the Independent Examiner, CISC: (i) shall not have
the authority to tenminate the Examiner without the prior written epproval of NASD;
(i) shall compensate the Bxaminer, and persons engaged to assist the Examiner, for
SeTVices rendered puysuant to the AWC ar their reasonable and customary rates; snd
(1ii) shall ot be in and shall not have an attomey=client relationship with the
Examiner and shall not seek to invoke the work product, attomey-client or any other
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doctrine or privilege to preveat the Examiner from transmitting eny information,
Teports Or documents to NASD.

o. To further ensure the indspendence of the Independent Examiner, for the period of
the engagement and for a period of two years fromn completion of the engagement,
CISC, its present or former affiliates, directors, officers, cployces, and agents
scting in their capacity shall not enter inw any employment, consultant, attorney-
client, auditing or other profeszional relationship with she Independent Examiner.
Further, CISC, its present or former affiliates, directors, officers, employecs, and
agents acting in their capacity shell not enter into any empleyment, consultant,
attomey-chient, suditing or other professional relstionship with any firm with which
the Independent Exaniner is affiliated in performance of his or her duties under the
AWC, or agents acting in their capacity, for the period of the engagement and fora
period of two years after the engagement without prior written consent of NASD.

p. CISC shall cooperate fally with the Indepcodent Examiner and shall provide the
Independent Examiner with prompt aceess 1o CISC's fles, books, recopds and
pmomdaathzhﬂepmduﬁAudnmmmablydemsnecmmyor Eppropriate in
fulfiiling any fanction or completing any task described in these undertakings. -

q. Forgoodcmseshown.nnduponre:eiptofaumclquum &omCISC,NASDmy
mendmyofthcpmcad:mldateuct fonhabove .

m.
OTHER MATTERS

A. CISC understands that it may attach to this AWC a Corrective Action Statement that is a
statemnent of demanstrable corrective Steps taken to prevent future miscomduct,
Respondent nmderstands that in this Statemnent it may not deny the chiarges or make any -
statement that is inconsistent with the AWC. This Statement does not constitute factual or
legal findings by NASD, nor does it reflect the views of NASD or its stef¥.

B. CISC agrees to pay sny moustary sanctions imposed an it within 20 days of notice that
this AWC has been accepted,

C. CISC specifically and volunterily waives sy right to claim that it is wnable 10 p2y now,
or at any time hersafter, any monetery sanction imposed ip this mater.

12
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The undersigned certifiss on behalf of CISC that I have read aad understand all of the provisions
of this AWC and have been given a full opporhmity to ask questions sbout it, and that no offer,
threat, inducement, or pronise of auy kind, other than the terms set forth berein, has been made

to induce m¢ to submit it.
Chase Iuvestment Services Corporation
By:
Daic
Name:
Title:
Reviewed by:
&WARDW'ELL K < l‘" :
By. is B. Glazed Esq, . Co e
Counsel for Chase [nvestment Services Corp.
Accepted by NASD:
Date Director and Chief Counsel
Department of Enforcement
Signed on behalf of the Drirector of
ODA, by delegated suthority
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of this AWC snd have been given & full oppornmity to ask questions abowt it, and that uo offtr,

threat, inducement, or promise of any kind, ofher than the torms set forth hersin, ham boen made

to induce me to submit it.

Chaseo fuvestment Services Corporstion

3-a1-0¢ ‘B’-le

Dats
el e

Reviewed by:
DAVIS POLK & WARDWELL

By. Denots B.Olazer, Bog,
Counsel fixx Chase Invostment Saxvices Corp.
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SCHEDULE A

Sk

ABGEX
GTHBX
DLTBX

DPiBx

DRCBX
PGMBX
PMOBX
PMDBX
PMMNX
PMUBX
PROBA
PRNBX
XLesx

pIMBX

PBHMX

PBNIX
PBNYX
PBRAX
PCAIX
PEABX
PMHYX

PRGLX
SYLBX
HBDIX
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SCHEDULE B
100k

GACBX
MBIFX
NBBGX
DIMBX
DRCBX
PGMBX
PMMNX
PMUBX
PRCBX
PRNEX
DLIBX
FPABX
LEBX
FKSBX
NAGOX
PECMX
PBHMX
PBNJX
PBNYX
PEPAX
PCAIX
PFABX
PMHYX
PMINX
SYLEX
FPABX
MGRBX



