NASD
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO. E8A2004000301

TO: Department of Enforcement
NASD

RE:  Advanced Equities, Inc.
Broker-Dealer
CRD No. 35545

Pursuant to Rule 9216 of NASD Code of Procedure, Advanced Equities, Inc. (“Respondent™)
submits this Letter of Acceptance, Waiver and Consent (“AWC”) for the purpose of proposing a
settlement of the alleged rule viclations described in Part Il below. This AWC is submitted on
the condition that, if accepted, NASD will not bring any future actions against it alleging
violations based on the same factual findings.

Respondent understands that:

L. 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 it; and

3. If accepted:
a. this AWC will become part of its permanent disciplinary record and may
be comsidered in any future actions brought by NASD or any other

regulator against it;

b. this AWC will be made available through NASD's public disclosure
program in response to public inquiries about its 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

d. Respondent may not take any action or make or permit to be made any

public statement, including in regulatory filings or otherwise, denying,
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directly or indirectly, any allegation in this AWC or create the fmpression
that the AWC is without factual basis, Nothing in this provision affects its
testimomial oblipations or right to take legal or factual posttions in
litigation. or othar legal proceedings in which NASD is not a party,

Respondent also understand that its experience in the secuxitics industry and disciplinary history
may be factors that will be copsidered in deciding whether o accept this AWC, That expericnce
and history are as follows:

Advanced Equities, Inc. {“Member*”) became a member of NASD on May 18,
1994, and became registered with the Scowrities and Exchsnge Commission
(*SEC™ on December 7, 1993, The Member primarily engages in private
placements, writing options, and acting as 2 broker/dealer in puts and calls as well
as corpotats equity secutities, The Member's registration with NASD and the
SEC cumrently remain in effect. The Member has no history of pnor disciplinary
action by the NASD.,

L
WAIVER OF PROCEDURAL RIGHTS

Respondent specifically and voluntarily waives the following rights granted under NASD's Code
of, Procedure:;

A To have a Formal Ciomiplaint issued specifying the allegations against it;

B.  To be notified of the Fopnal Complaint and have the opporhumity to spswer the
allegations in writing;

C.  To defend against the allegations in & disciplinary hearing before a hearing panel,
to have & written record of the hearing madc and to have a written decision issued:
and

D. To appeal any such decjsion to the NAC and then to the U.S. Securitics and
Exchange Comnission and a U.S. Court of Appcals.

Further, Respondent specifically and voluatarily waives any right to claim bias or prejudgmeni of
the Goeneral Counsel, the NAC, or any member of the NAC, in conpection with, such persor’s or
body's participation in discussions regarding the terms and conditions of this AWC, or otherx
consideration of this AWC, including acceptance or rejection of this AWC,

Respondent ficther specifically and voluntarily waives any right to claim that a person violated
the ex parfe prohibitions of Rule 9143 or the separation of functions prohibitions of Rule 144,



12/21/2005 11:15 FAX 3122362625 NASP ENFORCEMENT T

in conmection With such person’s or body's perticipation in discussions regarding the terms and
conditiops of this AWC, or ofher considerstion of this AWC, including its acceptance or
rejection.

1 8

ACCEFTANCE AND CONSENT

A Respondmt bereby accepts and consents, withont admitting or denying the allegations or
findinge, xnd salely 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
adjndication. of muy issue of law or fuct, to the entry of the followinp findings by NASD:

1. The Member failed to comply with SEC Rule 15c3-1{(e)(1), in that the Member
failed to provide notification two business days puior to making withdrawals of
capital as of June 2, Jume 30, and August 11, 2004, when these withdrawals
exceeded $500,000 over a 30 calcndar day poriod and 30% of the Memher's

excess net capital for the prior month end, in violation of SEC Rale 15¢3-1(e)(1)
apd NASD Coaduct Rulc 2110,

2. The Meomber failed to comply with NASD Membership and Registration Rule
1022(f) in. that during the period of January 17, 2004 through May 26, 2004, the
Member failed tn qualify and register ap options principal, in violation of NASD
Membership and Registration Rule 1022(£) and Conduct Rule 2110.

3. The Member failed to adequately and properly supervise the options activity
conducted at its firm, in that:

a. during the period of Septernber 29, 2003 through April 24, 2004, it failed to
have a registercd options principal approve the opeping of 19 optioms
accounts, in violation of NASD Conduct Rules 2110 and 2860(b)(16);

b. during the period of Septemaber 29, 2003 through Aprit 24, 2004, it failed to
have 7 discretionary option aceounts accepted by a registered options principal
and reviewed by a senior registered options prmmpal in violation of NASD
Conduct Rules 2110 and 2860(b)(18);

c. during the period of Jepwary 17, 2004 through May 26, 2004, it failed to
employ a compliance registered options principal to make the required
periodic reports to the senior managemcot of the Member to securc the
Mamber's compliance with securities laws and regulutions and NASD Rules

in respect to its gptions business, in vielation of NASD Conduct Rules 2110
and 2860(b)(20);
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4. duning the period of Januury 17, 2004 through Moy 26, 2004, it failed to
employ a compliance registered options principal to perform frequent
appropriate supcrvisory review of options discretionary sccounts, in violatinn
of NASD Conduct Rules 2110 and 2860(b)(18).

'B.  Respondent alio connents to fhe frposition, at a maximum, of the sanctions of:
1.  acensure; apd

2. 3 fine in the amoumt of $17,500.
The sanctions imposed herein shall be effective on a date set by NASD staff
TiL
OTHER MATTERS

A Respondent undergtands that it may attach a Corrective Action Statement to this AWC
that is a statement of demonsotrable corrective steps taken tn prevent fature misconduct.
Respondent understands that it may not demy the charges or make smy statement that is
inconsigtent with the AWC. in this Corrective Action Statement. This Corrective Action

Statement does not constitute factual or legal findings by NASD, nor docs it refiect the
views of NASD or its staff.

B.  Respondent agrees o pay amy monetary sanctions imposed on it upon notice that this
AWC has been sccepted and that such payments are due and payable and bas attached an

Election of Payment form showing the method by which Respondent proposes to pay any
fine imposed.

C. Respondent specifically and volunturily waives any right to claim that it is unablc to pay,
BOW of at any time Kereafter, any monetary sanction imposed in this matter.

" <Remainder of page intentionally left blank>
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representative has read and understands &1l of the

provisions of this AWC and hes been given a full opportunity to ask questions about it, and that no

offer, threat, inducement, or promise of any

made to induce it to submit it.
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Reviewed by:

Counsel for Respondent

Kind, other than the terms set forth berein, has been

Advanced jties,

A Y I Ll
Tta: P n-ts-uosp i

Signed onybehgpf of the
Diredtor #f OPA, by delegated authority

Mérc]stta Kerr

Regional Attomey

NASD Department of Enforcement
55 W. Monroe Street, Suite 2700
Chicago, IL 60603-5052

(312) B99-4673
NASD District Director

Carlotia A. Romano

Semior Vice President and Regional Director
NASD District B

55 'W. Monroe Street, Suite 2700

Chicago, IL 60603-5052

(312) 899-4324
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