NASD ‘
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO. ## E102004021901

TO: Department of Enforcement
NASD

RE: Jennings Securities, LLC (“Jennings Securities” or the “firm™)
(BD No. 37651)

and

Pursuant to Rule 9216 of NASD Code of Procedure, Jennings Securities, LLC and I
I (collectively, the “Respondents™) submit this Letter of Acceptance, Waiver and Consent
(“AWC™) for the purpose of proposing a settlement of the alleged rule violations described in
Part [ below. This AWC is submitted on the condition that, if accepted, NASD will not bring
any future actions against Respondents alleging violations based on the same factual findings.

Respondents understand that:

1. Submission of this AWC is voluntary and will not resolve this matter unless and
until it has been reviewed and accepted by NASD's Department of Enforcement
and National Adjudicatory Council (“NAC”) Review Subcommittee, or Office of
Disciplinary Affairs (“ODA”), pursuant to NASD Rule 9216;

2. If this AWC is not accepted, its submission will not be used as evidence to prove
any of the allegations against Respondents; and

3. If accepted:
a. this AWC will become part of Respondents’ permanent disciplinary record

and may be considered in any future actions brought by NASD or any
other regulator against Respondents;

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

program in response to public inquiries about Respondents’ disciplinary
record;

c. NASD may make a public announcement concerning this agreement and

the subject matter thereof in accordance with NASD Rule 8310 and IM-
8310-2; and
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Respondents may not take any action or make or permit to be made any
public statement, including in regulatory filings or otherwise, denying, -
directly or indirectly, any allegation in this AWC or create the impression
that the AWC is without factual basis. Nothing in this provision affects
Respondents’ testimonial obligations or rights to take legal or factual

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

Respondents also understand that their experience in the securities industry and disciplinary

history may be factors that will be considered in deciding whether to accept this AWC. That
experience and history are as follows:

Jennings Securities has been an NASD member since July 1995,

I first became registered with NASD as a General Secunities Representative (GS)
and a General Securities Principal (GP) on or about March 7, 1988 through a member
firn. Subsequently, he became registered as a GS through another member firm.

Since July 1995, Il has been registered as a GS and a GP through Jennings

Securities. [ is the sole registered representative and the president of Jennings
Securities.

Jennings Securities and il have no prior disciplinary history with the Securitics

and Exchange Commission, any self-regulatory organization or any state securities
regulator.

|

WAIVER OF PROCEDURAL RIGHTS

Respondents specifically and voluntarily waive the following rights granted under NASD's Code

of Procedure:

A.

To have a Formal Complaint issued specifying the allegations against
Respondents;

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

To defend against the allegations in a disciplinary hearing before a hearing panel,

10 have a written record of the hearing made and to have a written decision issued;
and

To appeal any such decision to the NAC and then to the U.S. Securities and
Exchange Commission and a U.S. Court of Appeals.
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Further, Respondents specifically and voluntarily waive any right to claim bias or prejudgment of
the General Counsel, 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,

Respondents further specifically and voluntarily waive any right to claim that a person violated
the ex parte prohibitions of Rule 9143 or the separation of functions prohibitions of Rule 9144,
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 their acceptance or

rejection.
11.
ACCEPTYANCE AND CONSENT
A. Respondents hereby accept and consent, without admitting or denying the

allegations or findings, and solely for the purposes of this proceeding and any
other proceeding brought by or on behalf of NASD, or to which NASD 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 NASD:

1.

From January 2000 to March 2004, Jennings Securities, acting through
B failed 1o establish, maintain and enforce adequate written
supervisory procedures reasonably designed to achieve compliance with
applicable securities laws and regulations and with applicable NASD Rules.

By reason of the foregoing, Jennings Securities and - violated NASD
Conduct Rules 3010(b) and 2110.

From January 2000 to March 2004, Jennings Securities failed to develop and
implement an anti-money laundering (AML) program reasonably designed to
achieve and monitor its compliance with the requirements of the Bank Secrecy
Act (31 US.C. § 5311, et seq), and the implementing regulations
promulgated thereunder by the Department of the Treasury. Specifically,
Jennings Securities failed 1o develop any formal program during this period.

By reason of the foregoing, Jennings Securities violated NASD Conduct Rules
3011 and 2110.
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B.  Respondents also consent to the imposition, at a maximum, of the following
sanctions:

» Jennings Securities and |Jjijto be jointly and severally fined $5,000;
« Jennings Securities to be additionally fined $5,000; and
= Jennings Securities to be censured.

The sanctions imposed herein shall be effective on a date set by NASD Staff.
1.
OTHER MATTERS

A Respondents understand that they may attach a Corrective Action Statermnent to
this AWC that is a statement of demonstrable corrective steps taken to prevent
future misconduct. Respondents understand that they may not deny the charges or
make any statement that is inconsistent with the AWC in this Statement. This
Statement does not constitute factual or legal findings by NASD, nor does it
reflect the views of NASD or its Staff.

B. Respondents agree to pay any monetary sanctions imposed on them upon notice
that this AWC has been accepted and that such payments are due and payable, and
have attached an Election of Payment formm showing the method by which
Respondents propose to pay any fine imposed.

C. Respondents specifically and voluntarily waive any right to claim that they are

unable to pay, now or at any time hereafter, any monetary sanction imposed in this
matter.

Respondents certify that they have read and understand all of the provisions of this AWC and
have been given a full opportunity to ask questions about it, and that no offer, threat, inducement,
or promise of any kind, other than the terms set forth herein, has been made to induce them to
submit it.
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Date

Accepted by NASD:

November 3, 2005
Date

Jennings Securities LLC (BD No. 37651)

Signed on behalf of the
Director of ODA, by delegated authority

gc - \’j_\/\—’

Soo H. Im

Regional Attorney

NASD Department of Enforcement
Omne Liberty Plaza

48" Floor

New York NY 10006

{212) 858-4170

NASD District Director
Hans Reich

Senior Vice President
NASD, District 10

Onmne Liberty Plaza

48" Floor

New York, NY 10006
(212) 858-4100
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Jennings Securities LLC
300 Park Avenue, 17th Floor
New York, N.Y. 10022

President
Tel: (212) 829-5537
Fax: (212) 829-5538

Statement of Corrective Action

Jennings Securities LLC {“JS”) accepts the charges with respect to the absence of an
AML Program and inadequate written supervisory procedures (“WSP”) and adopted as of
October 5, 2005 an AML Program and put in place a revised set of WSP, both of which
are attached hereto as parnt of this Statement of Cosrective Action.

Jennings Secunties LL.C

[C ,/5 Zr

Date

This Statement of Corrective Action is submitted by the Respondent. It does not
constitute factual or legal findings by NASD, nor does it reflect the views of NASD, or
its staff.
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Jennings Searities LLC
Anti-Money Laundering (AML) Program:
Compliance and Supervisory Procedures

1. Firm Policy

It is the policy of Jennings Securities LLC to comply with all AML rules. This policy has
been given 1o all employees.

It is the policy of the firm to prohibit and actively prevent money laundering and any
activity that facilitates money laundering or the funding of terrorist or criminal activities.
Money laundering is generally defined as engaging in acts designed to conceal or
disguise the true ongins of criminally derived proceeds so that the unlawful proceeds
appear to have derived from legitimate origins or constitute legitimate assets. Generally,
money laundering occurs in three stages. Cash first enters the financial system at the
"placement” stage, where the cash generated from criminal activities is converted into
monetary instruments, such as money orders or traveler's checks, or deposited into
accounts at financial institutions. At the "layering" stage, the funds are transferred or
moved into other accounts or other financial institutions to further separate the money
from its criminal origin. At the "integration” stage, the funds are reintroduced into the
economy and used to purchase legitimate assets or to fund other criminal activities or
legitimate businesses. Terronst financing may not involve the proceeds of criminal
conduct, but rather an attempt to conceal the ongin or intended use of the funds, which
will later be used for criminal purposes.

2. AML Compliance Officer Designation and Duties

Jennings Securities LLC (“JSLLC”) designates ||| GGG = it
Anti-Money Laundering Program Compliance Officer, with full responsibility for the
firm’s AML program. [ is qualified by experience, knowledge and training,
including his 37 years in the securities business, of which he has been a Principal for 33
years. The duties of the AML Compliance Officer will include monitoring the firm’s
compliance with AML obligations and overseeing communication and training for
employees. The AML Compliance Officer will also ensure that proper AML records are
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kept. When warranted, the AML Compliance will ensure Suspicious Activity Reports
(SAR-SFs) are filed.

The firm will provide NASD with contact information for the AM1L. Compliance Officer,
including name, title, mailing address, e-mail address, telephone number and facsimile
number. The firm will promptly notify NASD of any change to this information.

3. Giving AML Information to Federal Law Enforcement Agencies
and Other Financial Institutions

a. FinCEN Requests Under PATRIOT Act Section 314

Under Treasury’s final regulations (published in the Federal Register on September 26,
2002), we will respond to a Financial Crimes Enforcement Network (FinCEN) request
about accounts or transactions by immediately searching our records, at our head office
or at one of our branches operating in the United States, to determine whether we
maintain or have maintained any account for, or have engaged in any transaction with,
each individual, entity, or organization named in FinCEN's request. Upon receiving an
information request, we will designate one person to be the point of contact regarding the
request and to receive similar requests in the future. Unless otherwise stated in FinCEN's
request, we are required to search current accounts, accounts maintained by a named
suspect during the preceding 12 months, and transactions conducted by or on behalf of or
with a2 named subject during the preceding six months. If we find a match, we will
report it to FinCEN by completing FinCEN’s subject information form. This form can be
sent to FinCEN by electronic mail at . If the search parameters
differ from those mentioned above (for example, if FinCEN requests longer periods of
time or limits the search to a geographic location), we will limit our search accordingly.

If we search our records and do not uncover a matching account or transaction, then we
will not reply to a 314(a) request.

We will not disclose the fact that FinCEN has requested or obtained information from us,
except to the extent necessary to comply with the information request. We will maintain
procedures to protect the security and confidentiality of requests from FinCEN, such as

those established to satisfy the requirements of Section 501 of the Gramm-Leach-Bliley
Act.

We will direct any questions we have about the request to the requesting Federal law
enforcement agency as designated in the 314(a) request.

Unless otherwise stated in the information request, we will not be required to treat the
information request as continuing in nature, and we will not be required to treat the
request as a list for purposes of the customer identification and verification requirements.
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We will not use information provided to FinCEN for any purpose other than (1) to report
to FinCEN as required under Section 314 of the PATRIOT Act; (2) to determine whether
to establish or maintain an account, or to engage in a transaction; or (3) to assist the firm
in complying with any requirement of Section 314 of the PATRIOT Act.

b. Sharing Information With Other Financial Institutions

We will share information about those suspected of terrorist financing and money
laundering with other financial institutions for the purposes of identifying and reporting
activities that may involve terrorist acts or money laundering activities and 1o determine
whether to establish or maintain an account or engage in a transaction. We will file with
FinCEN an initial notice before any sharing occurs and annual notices afterwards, We
will use the notice form found at .gov. Before we share information with
another financial institution, we will take reasonable steps to verify that the other
financial institution has submitted the requisite notice to FinCEN, either by obtaining
confirmation from the financial institution or by consulting a list of such financiai
institutions that FinCEN will make available. We understand that this requirement
applies even with respect to financial institutions with whom we are affiliated, and so we
will obtain the requisite notices from affiliates and follow all required procedures

We will employ strict procedures both 1o ensure that only relevant information is shared
and to protect the security and confidentiality of this information, including segregating it
from the firm’s other books and records.

4. Checking the Office of Foreign Assets Control (“OFAC™) List

Before opening an account, and on an ongoing basis, we will check to ensure that a
customer does not appear on Treasury’s OFAC “Specifically Designated Nationals and
Blocked Persons” List (SDN List) (See the OFAC Web Site at ,
which is also available through an automated search tool on ),
and is not from, or engaging in transactions with people or entities from, embargoed
countries and regions listed on the OFAC Web Site. Because the OFAC Web Site is
updated frequently, we will consult the list on a regular basis and subscribe to receive
updates when they occur. We may access these lists through various software programs
to ensure speed and accuracy. We will also review existing accounts against these lists
when they are updated and we will document our review.

In the event that we determine a customer, or someone with or for whom the customer is
transacting, is on the SDN List or is from or engaging in transactions with a person or
entity located in an embargoed country or region, we will reject the transaction and/or
block the customer's assets and file a blocked assets and/or rejected transaction form with
OFAC. We will also call the OF AC Hotline at 1-800-540-6322.
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5. Customer Identification and Verification

In addition to the information we must collect under NASD Rules 2110 (Standards of
Commercial Honor and Principles of Trade), 2310 (Recommendations 10 Customers -
Suitability), and 3110 (Books and Records), and SEC Rules 17a-3(a)}(9) (Beneficial
Ownership regarding Cash and Margin Accounts) and 17a-3(a)(17) (Customer
Accounts), we have established, documented, and maintained a written Customer
Identification Program (or CIP). We will collect certain minimum customer
identification information from each customer who opens an account; utilize risk-based
measures to verify the identity of each customer who opens an account; record customer
identification information and the verification methods and results; provide notice to
customers that we will seek identification information and compare customer
identification information with government-provided lists of suspected terrorists.

a. Required Customer Information

b.
If we open any account (which it is our firm policy not to do se), prior to opening an
account, we will collect the following information for all accounts, if applicable, for any
person, entity or organization who is opening a new account and whose name is on the
account: the name; date of birth (for an individual); an address, which will be a
residential or business street address (for an individual), an Army Post Office ("APO") or
Fleet Post Office ("FPO") number, or residential or business street address of next of kin
or another contact individual (for an individual who does not have a residential or
business street address), or a principal place of business, local office or other physical
location (for a person other than an individual); an identification number, which will be a
taxpayer identification number (for U.S. persons) or one or more of the following: a
taxpayer identification number, passport number and country of issuance, alien
identification card number or number and country of issuance of any other government-
issued document evidencing nationality or residence and bearing a photograph or other
similar safeguard (for non-1).8. persons). In the event that a customer has applied for, but
has not received, a taxpayer identification number, we will confirm that the application
was filed before the customer opens the account and to obtain the taxpayer identification
number within a reasonable period of time after the account is opened.

When opening an account for a foreign business or enterpnse that does not have an
identification number, we will request alternative government-issued documentation
certifying the existence of the business or enterprise.
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b. Customers Who Refuse To Provide Information

If a potential or existing customer either refuses to provide the information described
above when requested, or appears to have intentionally provided misleading information,
our firm will not open a new account and, after considering the risks involved, consider -
closing any existing account. In either case, our AML Compliance Officer will be

notified so that we can determine whether we should report the situation to FinCEN (i.e.,
file a Formm SAR-SF).

¢. Verifying Information

Based on the risk, and to the extent reasonable and practicable, we will ensure that we
have a reasonable belief that we know the true identity of our customers by using risk-
based procedures to verify and document the accuracy of the information we get about
our customers. In verifying customer identity, we will analyze any logical
inconsistencies in the information we obtain.

We will verify customer identity through documentary evidence, non-documentary
evidence, or both. We will use documents to venfy customer identity when appropriate
documents are available. In light of the increased instances of identity fraud, we will
supplement the use of documentary evidence by using the non-documentary means
described below whenever possible. We may also use such non-documentary means,
afier using documentary evidence, if we are still uncertain about whether we know the
true identity of the customer. In analyzing the verification information, we will consider
whether there is a logical consistency among the identifying information provided, such
as the customer’s name, street address, zip code, telephone number (if provided), date of
birth, and social security number.

Appropriate documents for verifying the identity of customers include, but are not limited
1o, the following:

e For an individual, an unexpired govemment-issued identification evidencing
nationality, residence, and bearing a photograph or similar safeguard, such as a
driver’s license or passport; and

o For a person other than an individual, documents showing the existence of the
entity, such as certified articles of incorporation, a government-issued business
license, a partnership agreement, or & trust instrument.

We understand that we are not required to take steps to determine whether the document
that the customer has provided to us for identity verification has been validly issued and
that we may rely on a government-issued identification as verification of a customer’s
identity. If, however, we note that the document shows some obvious form of fraud, we
must consider that factor in determining whether we can form a reasonable belief that we
know the customer’s true identity.

We will use the following non-documentary methods of verifying identity:
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e (Contacting a customer;

e Independently verifying the customer’s identity through the comparison of
information provided by the customer with information obtained from a consumer
reporting agency, public database, or other source,

» Checking references with other financial institutions; or
¢ Obtaining a financial statement.

We will use non-documentary methods of verification in the following situations: (1)
when the customer is unable to present an unexpired government-issued identification
document with a photograph or other similar safeguard; (2) when the firm is unfamiliar
with the documents the customer presents for identification verification; (3) when the
customer and firm do not have face-to-face contact; and (4) when there are other
circumstances that increase the risk that the firm will be unable to verify the true identity
of the customer through documentary means.

We will verify the information within a reasonable time before or after the account is
opened. Depending on the nature of the account and requested transactions, we may
refuse to compiete a transaction before we have verified the information, or in some
instances when we need more time, we may, pending verification, restrict the types of
transactions or dollar amount of transactions. If we find suspicious information that
indicates possible money laundering or terrorist financing activity, we will, after internal
consultation with the firm's AML compliance officer, file a SAR-SF in accordance with
applicable law and regulation.

We recognize that the risk that we may not know the customer’s true identity may be
heightened for certain types of accounts, such as an account opened in the name of a
corporation, partnership or trust that is created or conducts substantial business in a
jurisdiction that has been designated by the U.S. as a primary money laundering concern
or has been designated as non-cooperative by an international body. We will identify
customers that pose a heightened risk of not being properly identified. Therefore, we will
take the following additional measures that may be used to obtain information about the
identity of the individuals associated with the customer when standard documentary
methods prove to be insufficient; asking for references from known US financial
institutions.

d. Lack of Verification

When we cannot form a reasonable belief that we know the true identity of a customer,
we will do the following: {A) not open an account, (B) impose terms under which a
customer may conduct transactions while we attempt to verify the customer’s identity;
(C) close an account after attempts to verify customer’s identity fail, and (D) file a SAR-
SF in accordance with applicable law and regulation.

10/07/2005% FRI 13:11 ([TXI/RX NO 7408)



Pp-15

e. Recordkeeping

We will document our verification, including all identifying information provided by a
customer, the methods used and results of verification, and the resolution of any
discrepancy in the identifying information. We will keep records containing a
description of any document that we relied on to verify a customer’s identity, noting the
type of document, any identification number contained in the document, the place of
issuance, and if any, the date of issuance and expiration date. With respect to non-
documentary verification, we will retain documents that describe the methods and the
results of any measures we took to verify the identity of a cusiomer. We will maintain
records of all identification information for five years afier the account has been closed;

we will retain records made about verification of the customer's identity for five years
after the record is made.

f. Comparison with Government Provided Lists of Terrorists and
Other Criminals

\From time to time, we may receive notice that a Federal government agency has issued a
list of known or suspected terrorists. Within a reasonable period of time after an account
is opened (or earlier, if required by another Federal law or regulation or Federal directive
issued in connection with an applicable list), we will determine whether a customer
appears on any such list of known or suspected terrorists or terrorist organizations issued
by any Federal government agency and designated as such by Treasury in consultation

with the Federal functional regulators. We will follow all Federal directives issued in
connection with such lists.

We will continue to comply with Treasury’s Office of Foreign Asset Control rules
prohibiting transactions with certain foreign countries or their nationals.

g. Notice to Costomers
We will provide notice to customers that the firm is requesting information from them to

verify their identities, as required by Federal law. We will notify them by phone, as
follows:

Important Information About Procedures for Opening a New Account
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To help the govemment fight the funding of terrorism and money lanndering
activities, Federal law requires all financial institutions to obtain, verify, and
record information that identifies each person who opens an account.

What this means for you: When you open account, we will ask for your
name, address, date of birth and other information that will allow us to
identify you. We may also ask to see your driver’s license or other
identifying documents.

h. Reliance on Another Financial Institution for Identity Verification

We may, under the following circumstances, rely on the performance by another financial
institution (including an affiliate) of some or all of the elements of our customer
identification program with respect 10 any customer that is opening an account or has
established an account or similar business relationship with the other financial institution
1o provide or engage in services, dealings, or other financial transactions:

e When such reliance is reasonable under the circumstances;
e  When the other financial institution is subject to a rule implementing the

anti-money laundering compliance program requirements of 31 U.S.C.
5318(h), and is regulated by a Federal functional regulator; and

e  When the other financial institution has entered into a contract with our
firm requiring it to certify annually to us that it has implemented its anti-
money laundering program, and that it will perform (or its agent will
perform) specified requirements of the customer identification program.

6. Foreign Correspondent Accounts and Foreign Shell Banks

a. Detecting and Closing Correspondent Accounts of Unregulated
Foreign Shell Banks

We have a firm policy of not 1o establish, maintain, administer, or manage correspondent
accounts for unregulated foreign shell banks. The internai control we have to implement
this policy is that we do not open accounts for anyone.

b. Certifications

We do not open accounts for any foreign bank account holders or for anyone else.
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¢. Recordkeeping for Foreign Correspondent Accounts

If we do open any account for the owners of foreign banks, we will keep records
identifying the owners of foreign banks with U.S. correspondent accounts and the name
and address of the U.S. agent for service of legal process for those banks. But our firm
policy is not to open such accounts.

d. Summons or Subpoena of Foreign Bank Records; Termination of
Correspondent Relationships.

If we do have any foreign bank accounts, when we receive a written request from a
federal ]Jaw enforcement officer for information concerming correspondent accounts, we
will provide that information to the requesting officer not later than 7 days after receipt of
the request. We will close, within 10 days, any account for a bank that we learn from
Treasury or the Department of Justice has failed to comply with a summons or has
contested a summons.. We will scrutinize any account activity during that 10-day period

to ensure that any suspicious activity is appropriately reported and to ensure that no new
positions are established in these accounts.

7.  Private Banking Accounts/Foreign Officials

It is our firm’s policy to not open or maintain private banking accounts, and we have
internal controls in place that any such account must be approved by || before its
opening. Furthermore, we will not open accounts for anyone.

8. Monitoring Accounts For Suspicious Activity

We will monitor all accounts for suspicious activity if we open any accounts, but it is our
policy not to have any accounts.

a. Emergency Notification to the Government by Telephone

When conducting due diligence or opening an account, we will immediately call Federal
law enforcement when necessary, and especially in these emergencies: a legal or
beneficial account holder or person with whom the account holder is engaged in a
transaction is listed on or located in a country or region listed on the OFAC list, an
account is held by an entity that is owned or controlled by a person or entity listed on the
OFAC list, a customer tries to use bribery, coercion, or similar means to open an account
or carry out a suspicious activity, we have reason to believe the customer is trying to
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move illicit cash out of the government’s reach, or we have reason to believe the
customer is about 1o use the funds to further an act of terronsm. We will first call the
OFAC Hotline at 1-800-540-6322. The other contact numbers we will use are: Financial
Institutions Hotline (1-866-556-3974), local U.S. Attorney’s Office, local FB1 Office, and
local SEC Office.

Other Resources: SDN List --

b. Red Flags

Red flags that signal possible money laundering or terrorist financing include, but
are not limited to:

o The customer exhibits unusual concern about the firm's compliance with
government reporting requirements and the firm's AML policies (particularly
conceming his or her identity, type of business and assets), or is reluctant or
refuses to reveal any information conceming business activities, or furnishes
unusual or suspicious identification or business documents.

¢ The customer wishes to engage in transactions that lack business sense or
apparent investment strategy, or are inconsistent with the customer’s stated
business or investment strategy.

e The information provided by the customer that identifies a legitimate source for
funds is false, misleading, or substantially incorrect.

e Upon request, the customer refuses io identify or fails to indicate any legitimate
source for his or her funds and other assets.

» The customer (or a person publicly associated with the customer) has a
questionable background or is the subject of news reports indicating possible
criminal, civil, or regulatory violations.

* The customer exhibits a lack of concern regarding risks, commissions, or other
transaction costs.

o The customer appears t0 be acting as an agent for an undisclosed principal, but
declines or is reluctant, without legitimate commercial reasons, to provide
information or is otherwise evasive regarding that person or entity.

¢ The customer has difficulty describing the nature of his or her business or lacks
general knowledge of his or her industry.

10
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The customer attempts to make frequent or large deposits of currency, insists on

dealing only in cash, or asks for exemptions from the firm's policies relating to the
deposit of cash.

The customer engages in transactions involving cash or cash equivalents or other
monetary instruments that appear to be structured to avoid the $10,000
government reporting requirements, especially if the cash or monetary
instruments are in an amount just below reporting or recording thresholds.

For no apparent reason, the customer has multiple accounts under a single name
or multiple names, with a large number of inter-account or third-party transfers.

The customer is from, or has accounts in, a country identified as a non-
cooperative country or territory by the FATF,

The customer's account has unexplained or sudden extensive wire activity,
especially in accounts that had little or no previous activity.

The customer's account shows numerous currency or cashiers check transactions
aggregating to significant sums.

The customer's account has a large number of wire transfers 1o unrelated third
parties inconsistent with the customer’s legitimate business purpose.

The customer’s account has wire transfers that have no apparent bustness purpose

to or from a country identified as a money laundering risk or a bank secrecy
haven.

The customer’s account indicates large or frequent wire transfers, immediately
withdrawn by check or debit card without any apparent business purpose.

The customer makes a funds deposit followed by an immediate request that the

money be wired out or transferred to a third party, or to another firm, without any
apparent business purpose.

The customer makes a funds deposit for the purpose of purchasing a long-term
investment followed shortly thereafier by a request to liquidate the position and
transfer of the proceeds out of the account.

The customer engages in excessive journal entries between unrelated accounts
without any apparent business purpose.

The customer requests that a transaction be processed to avoid the firm's normal
documentation requirements.

11
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e The customer, for no apparent reason or in conjunction with other red flags,
engages in transactions involving certain types of securities, such as penny stocks,
Regulation 8 stocks, and bearer bonds, which although legitimate, have been used
it connection with fraudulent schemes and money laundering activity. (Such

transactions may warrant further due diligence to ensure the legitimacy of the
customer’s activity.)

e The customer's account shows an unexplained high level of account activity with
very low levels of securities transactions.

The customer maintains multiple accounts, or maintains accounts in the names of
family members or corporate entities, for no apparent purpose.

e The customer's account has inflows of funds or other assets well beyond the
known income or resources of the customer.

¢. Responding to Red Flags and Suspicious Activity

When a member of the firm detects any red flag he or she will investigate further
under the direction of the AML. Compliance Officer. This may include gathering
additional information internally or from third-party sources, contacting the
government, freezing the account, or filing a Form SAR-SF.

9. Suspicions Transactions and BSA Reporting

a. Filing 2 Form SAR-SF

We will file Form SAR-SFs for any account activity (including deposits and transfers)
conducted or attempted through our firm involving (or in the aggregate) $5,000 or more
of funds or assets where we know, suspect, or have reason to suspect: 1) the transaction
involves funds derived from illegal activity or is intended or conducted in order to hide or
disguise funds or assets derived from illegal activity as part of a plan to violate or evade
federa) law or regulation or to avoid any transaction reporting requirement under federal
law or regulation, 2) the transaction is designed, whether through structuring or
otherwise, to evade the any requirements of the BSA regulations, 3) the transaction has
no business or apparent lawful purpose or is not the sort in which the customer would
normally be expected to engage, and we know, after examining the background, possible
purpose of the transaction and other facts, of no reasonable explanation for the
transaction, or 4) the transaction involves the use of the firm to facilitate criminal activity.

We will not base our decision on whether to file a SAR-SF solely on whether the
transaction falls above a set threshold. We will file a SAR-SF and notify law
enforcement of all transactions that raise an identifiable suspicion of criminal, terrorist, or
corrupt activities. [See: , page 9.1 In high-risk situations, we will notify the
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government immediately (See Section 8 for contact numbers) and will file a SAR-SF
with FinCEN. Securities law violations that are reported to the SEC or a Self-Regulatory
Organization (SRO) may also be reported promptly to the local U.S. Attorney, as
appropriate.

We will not file SAR-SFs to report violations of Federal securities laws or SRO rules by
our employees or registered representatives that do not involve money laundering or
terrorism, but we will report them to the SEC or SRO. [See: , page 10, n.35.]

All SAR-SFs will be periodically reported to the Board of Directors and senior

management, with a clear reminder of the need to maintain the confidentiality of the
SAR-SF.

We will report suspicious transactions by completing a SAR-SF and we will collect and
maintain supporting documentation as required by the BSA regulations. We will file a
SAR-SF no later than 30 calendar days after the date of the initial detection of the facts
that constitute a basis for filing a SAR-SF. If no suspect is identified on the date of initial
detection, we may delay filing the SAR-SF for an additional 30 calendar days pending
identification of a suspect, but in no case, will the reporting be delayed more than 60
calendar days after the date of initial detection.

We will retain copies of any SAR-SF filed and the original or business record equivalent
of any supporting documentation for five years from the date of filing the SAR-SF. We
will identify and maintain supporting documentation and make such information
available to FInCEN, any other appropriate law enforcement agencies, or federal or state
securities regulators, upon request,

We will not notify any person involved in the transaction that the transaction has been
reported, except as permitted by the BSA regulations. We understand that anyone who is
subpoenaed or required 10 disclose a SAR-SF or the information contained in the SAR-
SF, except where disclosure is requested by FinCEN, the SEC, or another appropriate law
enforcement or regulatory agency or an SRO registered with the SEC, will decline to
produce to the SAR-SF or to provide any information that would disclose that a SAR-SF
was prepared or filed. We will notify FinCEN of any such request and our response.

~ b. Currency Transaction Reports (CTR)

Qur firm prohibits the receipt of currency and has the following procedures to prevent its
receipt: [ must review any attempt 10 use of currency at our firm, which he will
forbid. If we discover currency has been received, we will file with FinCEN CTRs for
transactions involving currency that exceed $10,000. Multiple transactions will be

treated as a single transaction if they total more than $10,000 during any one business
day. We will use the CTR form at
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¢. Cuarrency and Monetary Instrument Transportation Reports
(CMIR)

Our firm prohibits the receipt of currency and has the procedures described in the
previous subsection to prevent its receipt. 1f we discover currency has been received, we
will file with the Commissioner of Customs a CMIR whenever the firm transports, mails,
ships or recerves or causes or attempts to transport, mail, ship or receive monetary
instruments of more than $10,000 at one time (on one calendar day or, if for the purposed
of evading the reporting requirements, on one or more days) in or out of the U.S. We
will file a CMIR for all such shipments or receipts of monetary instruments, except for
currency or monetary instruments shipped or mailed through the postal service or by
common carrier. We will, however, file a CMIR for such receipts of currency and
monetary instruments and for shipments and deliveries made by the firm by means other
than the postal service or common carrier, even when such shipment or transport is made
by the firm to an office of the firm located outside the U.S. We will use the CMIR Form
at

d. Foreign Bank and Financial Accounts Reports (FBAR)

We will file with FinCEN an FBAR for any financial accounts of more than $10,000 that
we hold, or for which we have signature or other autharity over, in a foreign country. We
will use the FBAR Form at

e. Transfers of $3,000 or More Under the Joint and Travel Rule

When we transfer funds of $3,000 or more, we will record on the transmittal order at least
the following information: the name and address of the transmitter and recipient, the
amount of the transmittal order, the identity of the recipient’s financial institution, and the
account number of the recipient. We will also verify the identity of transmitters and
recipients who are not established customers of the firm (i.e., customers of the firm who
have not previously maintained an account with us or for whom we have not obtained
and maintained a file with the customer's name, address, taxpayer identification number,
or, if none, alien identification number or passport number and country of issuance).

10. AML Record Keeping

a. SAR-SF Maintenance and Confidentiality
We will hold SAR-SFs and any supporting documentation confidential. We will not

inform anyone outside of a law enforcement or regulatory agency or securities regulator
about a SAR-SF. We will refuse any subpoena requests for SAR-SFs or SAR-SF
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information and immed:ately tell FinCEN of any such subpoena we receive. We will
segregate SAR-SF filings and copies of supporting documentation from other firm books
and records to avoid disclosing SAR-SF filings. Our AML Compliance Officer will
handle all subpoenas or other requests for SAR-SFs.

b. Responsibility for AML Records and SAR Filing

Our AML Compliance Officer and his or her designee will be responsible to ensure that
AML records are maintained properly and that SARs are filed as required

¢. Records Required

As part of our AML program, our firm will create and maintain SAR-SFs, CTRs, CMIRs,
FBARs, and relevant documentation on customer identity and verification (See Section 5
above) and funds transfers and transmittals as well as any records related to customers
listed on the OFAC list. We will maintain SAR-SFs and their accompanying
documentation for at least five years. We will keep other documents according to
existing BSA and other record keeping requirements, including certain SEC rules that
Teguire six-year retention,

11. Clearing/Introducing Firm Relationships

We have no clearing/introducing firm relationships.

12. Training Programs

We will develop ongoing employee training under the leadership of the AML
Compliance Officer and senior management. Our training will occur on at least an
annual basis. It will be based on our firm’s size, its customer base, and its resources,

Our training will include, at a minimum: how to identify red flags and signs of money
laundering that arise during the course of the employees’ duties; what to do once the risk
is identified; what employees' roles are in the firm's compliance efforts and how 10
perform them; the firm's record retention policy, and the disciplinary consequences
(including civil and criminal penalties) for non-compliance with the PATRIOT Act.

We will develop training in our firm, or contract for it. Delivery of the training may
include educational pamphlets, videos, intranet systems, in-person lectures, and
explanatory memos. Currently our training program is: “all registered representatives
must view the video entitled “Spotting Money Laundering ™ within two weeks of being
hired.” We will maintain records to show the persons trained, the dates of training, and
the subject matter of their training.
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We will review our operations to see if certain employees, such as those in compliance,
margin, and corporate security, require specialized additional training. Our written
procedures will be updated to reflect any such changes.

13.  Program to Test AML Program

a. Staffing

The testing of our AML program will be performed by Il His qualifications
include being the person who must approve all accounts, if any, and being in the
securities business for 37 years.

b. Evaluation and Reporting

After we have completed the testing, ] wil! address each of the resulting
recommendations.

14. Monitoring Employee Conduct and Accounts

If we open any employee or officer accounts, we will subject employee accounts to the
same AML procedures as customer accounts, under the supervision of the AML
Compliance Officer. We will also review the AML performance of supervisors, as part
of their annual performance review. The AML Compliance Officer’s accounts will be

reviewed by NG
15. Confidential Reporting of AML Non-Compliance

Employees will report any violations of the firm’s AML compliance program to the AML
Compliance Officer. Such reports will be confidential, and the employee will suffer no
retaliation for making them.

16. Additional Areas of Risk

The firm has reviewed all areas of its business to identify potential money laundering
risks that may not be covered in the procedures described above. The major additional
areas of risk include foreigners buying or trying to buy private placements through the
firm as agent. The firm will make sure that all such buyers are complying with the
Patriot Act by either asking for proof of their compliance or by asking the securities
issuer to ask for such proof. We will also be on the lookout for the laundering of funds
by private placement buyers by looking for the Red Flags detailed above under Section 8
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(b). The firm will be on the lookout for suspicious activities by privaie placement buyers
and shall report any suspicious activities, as detailed under Section 9 (a).

17.  Senior Manager Approval

I have approved this AML program as reasonably designed to achieve and monitor our
firm’s ongoing compliance with the requirements of the BSA and the implementing
regulations under it.

Title: fres dedt

Date: 10/5/05
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Jennings Securities LLC
300 Park Avenue, 17th Floor
New York, N.Y. 10022

President
Tel: (212) 8§29-5537
Fax: (212) 829-5538

Written Supervisory Procedures. as of October S, 2005

Purpose: The Written Supervisory Procedures (“WSP”) set forth the steps necessary to
determine whether Jennings Securities LLC (“JS”) has gathered and is gathering the
requisite information in its private placement business to comply with JS’s supervisory
system and the requisite securities laws.

JS’s Supervisory System:

Sole Product Line: private placements of debt and equity securities exempt from
registration under the Securities Act of 1933 (the “Act”)

Customer Base: institutions and accredited individuals
Office and QSJ: only 300 Park Avenue, New York, NY
Personnel and Experience: only ||| GG o is 2 registered
principal, in the securities business for 37 years, structunng and marketing private
placements for more than 30 years.
Regulatory Requirements:

Records Required: issuer’s name, location, description of securities, amount, issue

date, fees received

Keep private placement memorandum, if any, on every transaction as part of a
permanent record

Keep list of investors

Method of sale, by phone or mail, not by email
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WSP

Keep name of attorney for issuer who gave the legal opinion as to exemption of
the securities from the Act

Principal responsible for supervising JS’s private placement business: |

At least annual monitoring and evaluation of private placement methods and

meeting reguiatory requirements 10 be done by [l scheduled for December
of each year

J8’s NY office is the OSJ for private placements

Check that investors are being checked as qualified as investors for a pnivate
placement.

Check that the issuer has approved the private placement memorandum, if any,
prior to use in marketing

Check that extensive due diligence is being done on each issuer, as to the issuer’s
background and finances

Check that issuer’s Jawyers made proper filing or wrote opinion of exemption of
the private placement securities from registration under the Act

Check whether JS and [l monitored the issuer and investors for suspicious
activities and money laundering

Check that [l is still registered as a principal and has the requisite expertise
in private placements and undertook efforts of continuing education on changes in
the private placement business and changes in securities laws and regulation
Check that st} has the authority to supervise the private placement
business

Check that JS and [Jili] followed requisite securities laws in selling each
private placement

Check that IS and [JJlladopted to any changes in securities laws and
regulations affecting private placements during each year

Annual Review of Supervisory System:

1. [ must review the supervisory system at least annually — set for
December of each year — to determine if changes in the supervisory
system are required as a result of changes in securities laws or regulation.
At the annual review, a record must be kept of such review, and
recommendations for actions to achieve compliance with securities laws
and regulation must be made and reviewed to determine whether any
actions are required. At the Annual Review, problems or “red flags” must
be looked at in the private placement business and investigated, such as
compliance with exemptions of the securities from the Act.
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2. At the Annual Review il »/i!! examine compliance with the
supervisory system (above) and review for each private placement that
was marketed during that year the issuers’ lawyers’ legal opinions for
compliance with the Act and legal qualification of the investors for
investment in a private placement.

3. Annual review will also be made that i is stili registered as a
principal and has the appropriate expertise to structure and sell private
placements and has updated himself on changes in securities laws and
regulation.

Senior Manager Approval

I have approved these WSP and system as reasonably designed to achieve and monitor
our firm’s ongoing compliance with the requirements of WSP and the implementing
regulations under it.

Signed:
Title: Y € clp 21
Date: ) ¢ )§ /G_'S-

Jennings Securities LLC

By:

/C ,/ 5*4_5'
Date
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