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NASD

LETTER OF ACCEPTANCE, WAIVER AND CONSENT .

NO. EAF0400370005

TO: Department of Enforcement
NASD '

RE: mn:mm
CRD No. 2709288

Pmmtoknh”!ﬁofﬂmNASDCodaofPMe.Cminguphbﬂxmhmiuﬂﬂs

. Letter of Acceptance, Weiver and Consent (“AWC™) for the purposs of proposing & settlement of
tho alleged rule violations described in Part I below. This AWC is submitted on the condition
that, if accepted, NASD will st bring any fiturs actions against Josephberg allcging violations
based on the same fctual findings.

Josephberg understands that: ]
Submission of this AWC is vohmtary and will not resolve this matter unless and
watil it has been reviowed and accepted by NASD’s Department of Enforcement
and National Adjudicatory Council ("NAC”), Review Subcommittes or Office of
Disciplinary Affhirs (“ODA"), pursuant to NASD Rule 9216;

If this AWC is ot acoepted, its submission will not be used as evidence to prove

|

3,

any of the allegations against Joscphberg; and

If accepted: .

& _ this AWC will become part of Josephberg'a panmanent disciplinary rocord -
mdmyboeunﬁduedhmfatmvm&mhwsbthyﬂmmm
oﬂtutagulm:gdmtloeephbug; .

b. mawcmummhmmsmmmmm
program in response to public inquiries about Josephbetg®s disciplinary

c. NASD may make o publi¢ ennouncement concerning this agreement and
mmjmmmmmmmmmmomm-
8310-2; and |

d  Josephbarg may not take axy action of make of peruuit to be mads any

mmmmmmhnmmmmm
directly or indirectly, any allagation in this AWC or create the impression -
that the AWC s without factual basis, Nothing in this provision affects
Joscphberg's testimonial obligations or right to take legal or factual
podﬂomhlhphmaoﬁubgﬂpomﬂnsshﬁchNA&Dbma
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party.

Josephberg also understands that his experienoe in the industry and disciplinary history
may be factors that will be considered £ deciding whether o acoept this AWC. That experience

‘ mdh:mymastollom

IMW&M«&MW&«Wm&MAmNW
York branch of Paulson Investment Company, Inc, (“Paulson®), a Portiand-bazed broker-dealer,
from January 2003 to December 2003, Ho first entered the securities industry in Decamber of

1mmcmcw«uummuwvmmwwﬁmmmumm
Prior to joining Paulson, Josapbberg was registared as & genaral securitiss representative with

fwo other firms - Prudential Securities, Inc, and CIBC World Markets. Since leaving Paulson,

Josephberg has been registered with Maxim Group, LLC as a general securities represantative.

L
WAIVER OF PROCEDURAL RIGHTS

Imhbcgquﬁuﬂymdwlmwﬂlywdvnﬁebnowhgﬂmmw
NASD' Code of Prooedure: -

A TohaveaFormalCompldntiamudspecimmmegmmagamsthhn'

B. TobemﬂedofthaFodeomplmtmdhavcﬂwopponmitymmthn
allegntions in writing;

C.  To defend against the allegations in a hwmgbamammpmd,'
&Maﬁﬂmm«dﬁmmﬁmwummm

D.  To appeal any such deciston to the NAC and then to the U.S. Securitics and
BxuhmsecomminﬁmmdtU.S.Oomoprpah

Further, Josephberg specificaily and voluatarily walves myﬁghtm:lﬂimbiasor '
prejudgment of the General Counscl, the NAC, or any member of the NAC, in connection with
such person’s or body’s participation in discussions rogarding the texms and conditions of this
AWCG, or other cansideration of this AWC, includingaeeeptanee or rejection of this AWC,

memmmwwymmmmmmmm
violated the ex parte prohibitions of Rule 9143 or the separation of finctions prohibitions of
Rale 9144, in connection with such person's or body’s participation in discussions regarding the
%MWMMAWQ&MW@MMAWG,M%W
or rejection,
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ACCEPTANCE AND CONSENT

Joscphberg hereby accepts and conseats, without admitting or denying the allegations or
findings, and solely for the purposeg of this proceeding and any other proceeding brought by or
on bebalf 0of NASD, or to which NASD is & party prior to a hesting and without an sdjudication
of any issue of fact or law, to the eatry of the following findings by NASD: S

Summary - : L
Between March 2003 2nd Septemaber 2003, respondant Craig L. Jossphberg opened
approximately twenty-eight accounts for seven hedge find clients at Pavlson for the purpose of
mmblcchmdMIQiMMmMMMmmnimlﬁscﬁm'm.:' -
timing activities fior exocasive market timing. In an effort to hide from mutual funds that ..
MMNMMMWEMWMJWWWW
codes for his market-timing account. ‘ _ S

Paulgon’s President was aware of Josephberg’s market-timing activities and on July 31,

2003 granted Joscphberg's requests for new broker codes. Thereafter Josephiberg exsouted -
approximately twenty-four trades with the new broker codes in mutuel funds thet had already
blocked a trade he had sttempted to execute with his pro-existing broker codes. Ad aresult,
Josephberg was ablo to trede fir clients in finds that may have béen monitoring for, and may

: hava rejected trades associated with, his pro-axisting broker codes. These trades generated ' -

¢ approxirgately $34,000 in profits for Josephbarg’s clients. In addition, Josephberg processed
S gixteen trades in @ mutual fand after that fand had blocked his broker code from placing any -
further trades. These trades generated approximately $86,000 in profits for Josephberg’s clients,
By requesting and then using additional broker codes for the purpose of hiding his identity from
mutual funds, and by trading in a nutus] fund with a broker code that the mutvual fund had
blocked Josephberg violated NASD Rule 2110, which requires registered parsons to adhere to
high standards of commercial honor and just end equitable principles of trade.

-l
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Backgronnd

mmmduuhmmmamﬂauNAVofmodmmmmu
caloulated only once per dsy, based upon closing prices at 4:00 p.n. Bastern Time, This regimen
for determining NAV provides market timers the opportunity to engage in arbitrage based on
market information not reflected in that day's net asset value, To do this, market timers typleally
wmwﬂmmmﬂﬁnﬂSmummmwmmm
retroating to the previous market position. Market timing is not illegal per se. It can harm
mutual fiind shereholders, however, becanse it can dilute the value of their shares, by, emong
mmmmmmmmmwmuwbymmmmm
tho fand to keep » larger percentags of highly liquid assets to cover redemptions, or by
muﬁngtheumudmoostsmnhem Long-term fimd investors may ultimately bear the
burden of paying these costs. hadﬁhmﬂadhgmﬁmobmwmmmmuuin
losses to long-term muteal find shareholders.

Many mutual Mmﬁumﬁmmﬁngmﬁﬁwhmmmm‘mtm
enforos restrictions and Emitations on market timing through written and oral commusications,
or notices, blocking or rejecting trades. ‘The notices vary from reminders as to the fimd
w:mmmmm»waﬁummhmmdm
mmm:cﬁm,mﬁwlmmﬁmmadﬂwmuohmmmmﬁm
of that fond company (“block notices™).

At times, macket timers employ s mumbez of strategics to attetnpt to aveid detection and
continue market timing after a mutua! fimd has attempted to prevent fusure trading activity.
These strategies inotude using different names and broker code sumbers. Mezket timers -
undertake these efforts in an attempt to gain more market iming capacity, or incroased access to
market tiraing opportupities in any given fund company,

In January 2003, Josephberg opened the first market-timing account for a hedge fund
client st Paulson. Josephberg's murket-timing business grew until he had a total of twenty-cight
market-timing sccounts, managed by seven hedge finds. These accounts were opened for the
express purpose of market timing and they managed a total of approximately $39 million in
asscts in Josephbarg®s socounts. Inbtal.Juq:hbngmm»dom 1,300 trades in over forty
fund families for thess clients.

Betwean March and September 2003, tmutual fond compandes rejected an increasing
number of trades from Josephberg’s accounts for excessive market timing. In many of these
trado rejoots, the nuial Aimd companiea wamod Paulson thet market tirning was detrimental
both to the management of the fimd and long-term sherchoiders and was not a proper investment
pwrpoze. In addition, some of the trade xejects sent by the mutua] funds identified Josephberg's
broker code and the broker name that was assigned to the account. By May 1, 2003, mutual
finds rejected eix trades submitted by Josephberg for excessive market timing.
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. EMMthbusmmdawmmmmwmw
cliont. His client told Joseph a8 way to “prolong the relationshi betmlouphberg
and the alient was to “hide” broker codes, d

mmmmmmmmmmmmmmbumm
him, Josephberg requested now broker codes from the President of Paulson. Josephbarg ..
Mmmmmmmummmmmmmmm
engeged in excessive market timing, In the meantinie, Josephberg's market-timing business * .
mmmmmmmmmmmmdw

On.'l'uly3l 2003, Pmlsonsmwpmuoaephbag'mqwtfmewmm
mxummmmmmmmmuhemm;mmm ,
performed administrative daties and received a amiall portion of commizssions generated with
trades executed under the new broker code. In addition, Josephberg was also assigned anew - -
broker name for these codes = GIARCEO] - that consisted of Joscphberg’ sﬁmmeomblned'
with the first namo of 8 junior broker, and then spelled backwards..

Jmmwwmwmmmmmm;mmmm

mmmmmmmmbmammmwm@hbmmm
broker codes and broker names. As & result, Josephberg was able to trade in fimds

membmmndngfonmdmayhavorqmmmodmdmmmm :
code. Thess trades generated approximately $34,000 in profits to his cleats. Bqumtingand
using additional broker codes for the purpose of kiding his identity from ntual funds, -
Jomhbugvhmdﬂmmzlm mmwmmmwm
sundnrdsofcommmidhomrmdjmmdoqmnblemndplﬁofmde

mMmmthejomdamwbylosephbugfwm
timing aotivity and specified that it would “no longer allow trades placed” by his broker code,
This block was ssxt by wire to Paulson®s home office in Portland, which then forwarded the
block to the Park Avenno branch. Contrery to the block notice, Josephberg continued to use the -
code to trade in the mutnal fand. Hs placed sixteen more trades in the mwtual fund compeny for
aMWMWMM@OhMM&eMMMMW
bloddnsloacphbus‘uodeﬁmphdngmmmmhemmm. ' .

Jm&ugmmﬁmﬁempodmuammofmww
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2. Awﬁm%%mmﬁmhmmmzsm
MWWMMhMNaMMWMNASDM
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o-:m MATTERS

A. Iomhbergmdmdlthshommhlcomﬁmesmwﬂs
AWC that is & statement of denonstrable corrective steps taken to prevent future
misconduct. Josephberg understands that he may not deny the charges or make
any statement that s inconsistent with the AWC in thig Statement. This
Statement does not constitute factugl or legal findings by NASD, nor does it
reflect the views of NASD, or its staff

B, Jouphbugwmwymymmmsﬁmimposadmhimmm
that this AWC hes been acoepted and that such payments are due and payeble,
m&mmmmawmofmmmmwmwm .
proposes to pay any fine imposed,

C. Jmephbmgmﬁuﬂymdwmmmﬂshtbchim&athh unsble
topay.nnworstmmhum suy mopetary sanction fmposed in this
maiter,

mmsignedmﬁﬁesmthohasmdmdmmdshnof&;émﬁdmofﬂﬁs
AWC and has been given a full opportunity 1o ask questions about it, and that vo offer, threat,

mmamofmmmmmemmmm been made to
induce him to submit it. , _ -

Date;
Craig L. Ji
Respoudent
By: Iy 0\
[Name and titlo] .
Reviewed by:
Melvin A, Brosterman, Esq. : _ '
Stroack & Stroock & Laven, LLP A
Accepted by NASD o ,
Ll # L
| =t —
: mbohﬂfofthnbummrofODA.wmmt
to delegated authority



