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TO:  Department of Enforcement
NASD

RE:  Jerry Don Bailey
Investment Company & Variable
Contracls Products Representative
CRD No. 1756858

Pursuant to Rule 9216 of NASD Code of Procedure, Jerry Don Bailey
"Respondent”) submits this Letter of Acceptance, Waiver and Consent (“AWC”) for
1 proposing a setflement of the afleged rule violations described in Part 11 below.
submitted on the condition that, if accepted, NASD will not bring any future ac
Respondent alleging violations based on the same factual findings.

The Respondent understands that:

1.

972 T16 TE4B HASOR

NASD
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO. E062003037501

Submission of this AWC is voluntary and will not resolve this matte
until it has been reviewed and accepted by NASD's Department of
and National Adpudicatory Councii ("NAC"Y Review Subcommitiee
Disciplinary Affairs (“ODA"), pursuant to NASD Rule 9218;

If this AWC is not accepted, its submission will not be used as evide
any of the allegations against the Respondent; and

H accepted:

("Bailey” or
the purpose
his AWC i3
ons against

unless and
Enforcement
xr Office of

hee 10 prove

a, this AWC will become part of the Respondent’s permaneny disciplinary
record and may be considered in any tuture actions broug‘g by NASD

against him;

b. this AWC will be made available through NASD's publid 'disclosure

program in response to public
disciplinary record;

inquiries about the Rgspondent's

C. NASD, may make a public announcement concerning this agrpement and
the subject matter thereot in accordance with NASD Rule 8310 and iM-
8310-2; and

d. Respondent may not take any action or make or permit to b made any
public statement, including in regulatory filings or otherwige, denying,

that the AWC is without factuzl basis.

Nothing in this provipic

n atfects

directly or indirectly, any allegation in this AWC or create th il::pression

Respondent's testimonial obligations or right to take lega

lor faclual

037008
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positions in litigation or other legal proceedings in which NASD is not a
party.

The Respondent also understands that his experience in the securities industry arfd disciplinary
history may be factors that will be considered in deciding whether to accept thif AWC. That
=xperience and history are as follows:

Jerry Don Bailey entered the securities industry in September 1987, when ffe associated
with an NASD member firm.  He registered with several member firms bcfore
associating with World Choice Securities, Inc., (“World Choice”) in Sepfmber 2000.
Bailey remained at Werld Choice until June 2002. He subsequently registgred with two
other member firms before ieaving the industry on March 11, 2003. Bailey is not
currently registered with @ member firm. During his career in the secuffes industry
Bailey obtained Series 6 and 63 securities licgnses, HMe has no fhlor relevant
disciplinary history.

WAIVER OF PROCEDURAL RIGHTS

The Respondent specifically and voluntarily waives the following rights granted u*der NASD's
Zode of Procedure:

A. To have a Formal Complaint issued specifying the allegations againgt him;

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

C. To defend against the allegations in a disciplinary hearing beforif a hearing
panel, to have a written record of the hearing made and to haje a written

decision issued; and

D. To appeal any such decision to the NAC and then to the U.S. SJCLH’?’[IE‘S and
Exchange Commission and a U.S, Court of Appeals.

Curther, the Respondent specifically and voluntarity waives any right 10 clgim bias or
urejudgment of the General Counsel, the NAC, or any member of the NAC, in corpection with
such person’s or body's participation in discussions regarding the terms and condiions of this
AWC, or other consideration of this AWC, including acceptance or rejection of this 4WC.

Respondent further specifically and voluntarily waives any right to claim that a perpon viciated
‘e ex parte prohibitions of Rule 9143 or the separation of functions prohibitions of Rule 9144,
N connection with such person’s or body's participation in discussions regarding thp terms and
conditions of this AWC, or other consideration of this AWC, including its acgentance or
1ejaction,
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ACCEPTANCE AND CONSENT '

@ oo5/008

A. The Respondent hereby accepts and consents, without admitting of denying the

allegations or findings, and solely for the purposes of this proced
other proceeding brought by or on benalf of NASD, or 10 which NA

fing and any
D is a pany,

prior to a hearing and without an adjudication of any issue of law ¢r fact, to the

entry of the following findings by NASD:

1. During the period from approximately September 2000 thr

gh at least

December 2000, Jerry Don Bailey made unsuitable variable apnuity and/or

variable universal life insurance recommendations to at lea
Choice customers. Bailey failed to abtain financial information
the custormers before making investment recommendations, ang
of the customers sign disclosure and other documents in blank

five Worid
from any of
had several
Bailey also

made numerous misrepresentations and omitted to state matgrial facts in

connection with his unsuitable investment recormmendations.
activities with respect to each customer are discussed below.

His specrfic

a. Customers JS and CS, a husband and wite who, at the
investments through Bailey, were self-employed farmers i
fities with plans to retire at age 59%:. Based
recommendation, on approximately September 6, 2000,
purchased a $50,000 variable annuity policy; and on ¢
December 27, 2000, customer CS made an inilial payment
to purchase a $4 million face value variable universal k

policy.

Theses transactions were unsuitable because: (1) custome
need for life insurance; {2) based on CS's annual income a
she did not have the financial abilty to make the premium

ime of thoir
-their early
1 Bailey's
ustomer JS
proxsmately
of $125,000
insurance

CS had no
net worth,
aymaoents on

the variable universal iife insurance policy after the first year] and (3) the

sub-account aflocations for JS's variable annuity were inco

his investment objective and risk tolerance.

in addition to making unsuitabie investment recomme

customers JS and CS, Bailey also misrepresented and omn

sistent with

dations o
iked to state

certain material facts. Specifically Bailey: {1) falsely represegied that the

variable universal life msurance policy that he recommende
CS was a retirement investment: (2) misrepresented bot
investmen! experience on new account forms; and (

adequately disclose to JS and CS the risks associate

and sold to
customors'
faited 1o
with their

respective  investments, including the ten year surrenger periods

associated with the investments and the penalties associat
withdrawals,

“with early

NASD will bring a separate disciplinary action against World Choice and the responsible prirralpal tor,
!

among other things, faiure to supervise the activities describad hearein,
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b. Customers FB and MS were. at the time of Bailey'§ investment
recommendation, an 84 year old mother and 65 year QI daughter,
respectively. Customer FB, who was seeking an investmept that would
provide for her daughter, MS, and two grandchildren, had nd necd for life
insurance and desired safety of investment principal andjshelter from
inheritance and other taxes. Bailley recommended that §ustomer FB
purchase a variable universal life insurance policy. Howefyer, she was
unable to pass the physical necessary to obtain the insufance. Bailey
then recommended that the policy be written on MS, the dRughter, with
FB, the mother, as the beneficiary. On approximately Nbvember 15,
2000, MS made an initial payment of approximately $148.000 to
purchase a $2 miflion face value variable universal life insufance policy.
The funds used to make the investment were the proceeds rgeeived from
the liquidation of FB's certificates of deposil,

The variable universal life insurance policy was uns.uitflc for MS
because: (1) MS had no need for life insurance; and (2) baged on MS's
income and net worth, she did not have the financial abilityjto keep the
variable universal life insurance policy in effect after the first year.

gdations 1o
tate certain

In addition to making unsuitable investment recomm
customer MS, Bailey also misrepresented and omitted to
material facts. Specifically he: (1) talsely represented to MS that the
variable universal life insurance policy was not life insurancg; (2) falscly
represented to MS that the variable universal life insurance policy would
provide her with tax-free income with low risk to plncipal; (3)
misrepresented MS's investment experience on new accoun forms; and
(4) faited to adeguately disclose to MS the risks associatpd with the
variable universal life insurance policy, including the ten yedr surrcnder
periods associated with the investments and the penalties] associated
with early withdrawals.

¢c. At the time of Bailey's recommendation, Customer JW was §n owner of
an oil field services company with plans to retire in one ygar. Bailey
recommendad that JW switch fromy one variable annuity §o another,
without fully disclosing the costs or benefits associated with guch switch,
Based on Bailey's recommendation, on approximately Nofember 15,
2000, JW purchased a $217,000 variable annuity through a 1035
exchange.

The variabie annuity switch was unsuitable for JW beca :ise: (1) it
subjected him to surrender fees totaling $14,000 with no jdubstantial
benefit derived from the switch; and (2) the sub-account alldeations for
JW's variable annuity were inconsistent with his investmeng objectives
and risk tolerance.

In addition to making unsuilable investment recommeniations to
customer JW, Bailey also misrepresented and omitted to sthte certain
material facts. Specifically Bailey: (1) falled to teil the cuslorper that he
would incur significant surrender fees on the switch; (2) misrgpresented
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the customer's investment experience on a hew account
failed 1o discuss the sub-account aflocations for the variabl
JW,

During the relevant time period, customer JH was a 64 y

@007 003

yrm; and (3)
annuity with

r oid farmer

with no dependents and no need for life insurance. Basef on Bailey's
recornmendation, on approximately October 12, 2000, gustomer JH
purchased a $200,000 vanable annuity palicy; and on gpproximatety

December 21, 2000, he made an initial payment of $100,00Q to purchase
a $2.1 million tace value variable universal life insurancq policy. The
variable life insurance investment was unsuitable for JH bedqduse he had

no need for life insuyrance. The variable annuity inv
unsuitable for JH because the sub-account allocations werg
with his investment objectives,

In addition to making unsuitable investment recommd
customer JH, Bailey also misrepresented and omitted to
material facts. Specifically Bailey; (1) falsely represen
variable universal life insurance policy that he recommended

dtment was
inconsistent

ndations 1o
tate corlain
d 1hal the
and sold to

JH was primarily an investiment with an insurance compon
to discuss the sub-account allocations {or the variable
insurance or the variable annuity with JH; and (3) failed t
discloge the risks associated with either of the investments r

t (2) faled
mversal life
adequately
mmended

to JH including, including the ten year surrender periods asgociated with
the investmants and the penaities associated with early with

Such acts, practices, and course of conduct constitute separate and
violations of Section 10b of the Securities Exchange Act of 1934 and{Rulc 10b-5
thereunder and NASD Conduct Rules 2110, 2120 and 2310 by JerryDon Bailey.

B. The Respondent also consents to the imposition, at a maximum, of t
sanctions:

e following

A bar from association with any NASD member in any capacily.
Pursuant to IM-8310-2(f), a bar or expulsion shall become elfective upbn
approval or acceptance of this AWC by the NAC.

1N
OTHER MATTERS

Hesponden! understands that If he is barred or suspended from associating withlany NASD
member, he becomes subject 1o a statutory disqualification as that term is defined in{Section

(3]
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3(a)(39) of the Secutities Exchange Act of 1934, as amonded. Acsordingly, Respé
not be asaociated with cny NASD member in any capaoity, Inciuding clerical or
Tunafions, during the pariod of the bar or suspension. (See NASD Ruls 8310 and )

Respondent certifies that he has read and understands all of the provisions of th
has been given a full oppoftunity to ask questions sbout it, and that ne o
inducement, or promise of any kind, other than the tarma set forth herain, has be

induce him to submit it.
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Date

Reviewad by:

Counsel lar Respondent

Accapted by NASD:
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Signed on behalf of the

Diractor of QDA, by delegated

Ao €

awu;rlty

Kerer E. Whitaker
Reglonal Counsel

NASD Depariment of Enforcement]

12801 North Contral Expressway

Sutte 1050

Dalias, Texas 75243
§72-716-7610 {phone)
972-7Q1~-8554 (fax)

NASD Diatrict Diroctor
Virginia . M, Jans

NASD, District 6

12801 North Central Exprassway

Sulte 1050
Dallas, Texas 75243
{972) 701-8554
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