NEW YORK STOCK EXCHANGE | NC

SHEARSON LEHMAN BROTHERS INC. (THE "FIRM'), A
MEMBER ORGANI ZATI ON, VI OLATED SECTI ON 220.8 OF
REGULATION T OF THE BOARD OF GOVERNORS OF THE
FEDERAL RESERVE SYSTEM (" REGULATION T") BY

FAI LI NG TO PROVPTLY CANCEL PURCHASE TRANSACTI ONS
I N CUSTOMER CASH ACCOUNTS WHI CH WERE ON A 90 DAY
RESTRI CTI ON; VI OLATED SECTI ON 220. 8(b) OF

REGULATI ON T BY FAI LI NG TO PROVPTLY CANCEL OR
OTHERW SE LI QUI DATE CERTAI N PURCHASE TRANSACTI ONS
I N CUSTOMER CASH ACCOUNTS OR OBTAI N EXTENSI ONS OF
TI ME WVHEN PAYMENT WAS NOT RECEI VED W THI N THE
REQUI RED Tl ME; VI OLATED SECTI ON 220.8(c) OF
REGULATI ON T BY FAILING TO RESTRI CT FOR 90 DAYS
CUSTOMER CASH ACCOUNTS THAT HAD PURCHASED AND
SOLD SECURI TI ES W THOUT FULL PAYMENT BEI NG MADE
FOR SUCH PURCHASES; VI OLATED FORMER EXCHANGE RULE
431(d) (9) BY PERM TTI NG CUSTOMERS TO MAKE A
PRACTI CE OF FREE RI DI NG VI OLATED REGULATI ON

240. 10b- 10, PROMULGATED PURSUANT TO THE

SECURI TI ES EXCHANGE ACT OF 1934 (THE "SEA"), BY
FAI LI NG TO DI SCLOSE MARK- UPS CHARGED ON CERTAI N
PURCHASE TRANSACTI ONS ON WRI TTEN CONFI RMATI ONS TO
CUSTOMVERS; VI OLATED SEA REGULATI ONS 240. 15¢3-3(m
AND (n) BY FAILING TO PURCHASE SECURI TI ES OF A

LI KE KIND AND QUANTI TY THAT WERE SOLD FOR
CUSTOMERS | N "RETAIL" AND " RECEIl VE VERSUS
PAYMENT" ACCOUNTS AND WHI CH HAD NOT BEEN RECEI VED
W THI N TEN BUSI NESS DAYS AFTER THE SETTLEMENT
DATE OF THE TRANSACTI ON, OR OBTAI NI NG AN

EXTENSI ON OF TIME W THI N WH CH SUCH SECURI TI ES
HAD TO BE PURCHASED; VI OLATED EXCHANGE RULE
342(a) BY FAILING TO REASONABLY DI SCHARGE | TS
DUTI ES AND OBLI GATI ONS | N CONNECTI ON W TH

SUPERVI S| ON AND CONTROL OF CERTAIN OF I TS

BUSI NESS ACTI VI TI ES BY: PERM TTI NG A REG STERED
REPRESENTATI VE TO PLACE SECURI TIES, WHICH I T WAS
DI STRI BUTI NG TO THE PUBLI C, I N THREE | NACTI VE
CUSTOVER ACCOUNTS W THOUT ANY AUTHORI ZATI ON TO DO
SO, WHI CH SECURI TI ES WERE THEREAFTER TRANSFERRED
TO THI RTEEN OTHER CUSTOMERS ACCOUNTS; EFFECTI NG
TRADE CORRECTI ONS | N CUSTOMER ACCOUNTS WHI CH WERE
NOT APPROVED BY A BRANCH OFFI CE MANAGER, AND
PERM TTI NG SEVERAL REG STERED REPRESENTATI VES TO
TRANSACT BUSI NESS W TH CUSTOMERS | N STATES I N

VWHI CH SUCH REG STERED REPRESENTATI VES WERE NOT
REG STERED; VI OLATED EXCHANCGE RULE 342(b) (1) AND
(2) BY FAILING TO PROVI DE FOR APPROPRI ATE
PROCEDURES OF SUPERVI SI ON AND CONTROL, | NCLUDI NG
A SEPARATE SYSTEM OF FOLLOW UP AND REVIEW W TH
RESPECT TO. THE ENFORCEMENT OF 90 DAY

RESTRI CTI ONS PLACED ON CUSTOMER CASH ACCOUNTS
PURSUANT TO REGULATI ON T; THE EXECUTI ON OF
CUSTOMER ORDERS W TH THE ACCOUNT DESI GNATI ON



I NFORMATI ON REQUI RED BY EXCHANGE RULE 410; AND
THE APPROVAL OF TRADE CORRECTI ONS | NVOLVI NG THE
TRANSFER OF SECURI TI ES BETVWEEN DI FFERENT CUSTOVER
ACCOUNTS; VI OLATED EXCHANGE RULE 342(b)(2) BY
FAI LI NG TO ESTABLI SH A SEPARATE SYSTEM OF
FOLLOW UP AND REVI EW TO DETERM NE THAT DELEGATED
AUTHORI TY AND RESPONSI BI LI TY WERE BEI NG PROPERLY
EXERCI SED W TH RESPECT TO. LI M TI NG CUSTOVER
ACCOUNTS WHI CH TRADED | N VI OLATI ON OF REGULATI ON
T TO LI QUI DATI NG TRANSACTI ONS; CONFI RM NG W TH
CUSTOMERS THAT THE TRADI NG ACTIVITY I N THEIR
ACCOUNTS WAS AUTHORI ZED AND SUI TABLE; MONI TORI NG
AND APPROVI NG SOLI CI TATI ONS BY REG STERED
REPRESENTATI VES OF SECURI TI ES NOT RECOMVENDED BY
THE MEMBER ORGANI ZATI ON;, AND CONDUCTI NG QUARTERLY
REVI EW6 OF CUSTOMER ACCOUNTS; VI OLATED EXCHANGE
RULE 410 BY EXECUTI NG CUSTOMER ORDERS FOR
EXCHANGE LI STED SECURI TI ES, W THOUT THE REQUI RED
ACCOUNT DESI GNATI ON | NFORMATI ON ON THE ORDER

TI CKETS; ENGAGED | N CONDUCT | NCONSI STENT W TH
JUST AND EQUI TABLE PRI NCI PLES OF TRADE BY
EXECUTI NG CUSTOMER ORDERS FOR OVER- THE- COUNTER
SECURI TI ES W THOUT THE ACCOUNT DESI GNATI ON

| NFORVATI ON REQUI RED BY EXCHANGE RULE 410 ON THE
ORDER TI CKETS; VI OLATED EXCHANGE RULE 440 AND SEA
REGULATI ON 240. 17a-3 BY FAILING TO MAKE, AND KEEP
CURRENT, CERTAI N BOOKS AND RECORDS; AND VI OLATED
EXCHANGE RULE 440 AND SEA REGULATI ON 240. 17a-4 BY
FAI LI NG TO PRESERVE CERTAI N BOOKS AND RECCORDS FOR
THE REQUI RED PERI CD OF TI ME -- CONSENT TO A
CENSURE, A FINE OF $750, 000, AND AN UNDERTAKI NG
BY THE FIRM OF A REVI EW OF, AND THE

| MPLEMENTATI ON OF THE RECOMVENDED CHANGES TO, THE
POLI CI ES, PROCEDURES AND SYSTEMS FOR COVPLI ANCE
W TH REGULATI ON T.

EXCHANGE HEARI NG PANEL DECI SI ON 91-69

May 14, 1991

An Exchange Hearing Panel nmet to consider a Stipulation of Facts and
Consent to Penalty entered into between the Exchange's Division of
Enforcenment and the Firm Wthout admitting or denying guilt, the Firm
consents to findings by the Hearing Panel that it:

I. violated Section 220.8 of Regulation T by failing
to pronptly cancel purchase transactions in
custoner cash accounts which were on a 90 day
restriction;

Il. violated Section 220.8(b) of Regulation T by
failing to pronptly cancel or otherw se |iquidate
certain purchase transactions in customer cash
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accounts or obtain extensions of tinme when paynent
was not received within the required timne;

viol ated Section 220.8(c) of Regulation T by
failing to restrict for 90 days custoner cash
accounts that had purchased and sold securities
wi t hout full payment being nade for such purchases;

vi ol ated former Exchange Rule 431(d)(9) by
permtting customers to make a practice of free
riding;

vi ol ated SEA Regul ati on 240. 10b-10, by failing to
di scl ose mark-ups charged on certain purchase
transactions on witten confirmations to custoners;

vi ol ated SEA Regul ati ons 240. 15¢c3-3(m and (n) by
failing to purchase securities of a like kind and
quantity that were sold for customers in "retail"
and "receive versus payment"” transactions in cash
accounts and which had not been received within ten
busi ness days after the settlenment date of the
transacti on, or obtaining an extension of tine
wi t hin which such securities had to be purchased;

vi ol ated Exchange Rul e 342(a) by failing to
reasonably discharge its duties and obligations in
connection with supervision and control of certain
of its business activities by:

A. permtting a registered representative to place
securities, which it was distributing to the
public, in three inactive custonmer accounts
wi t hout any authorization to do so, which
securities were thereafter transferred to
thirteen other customers' accounts;

B. effecting trade corrections in customer
accounts which were not approved by a branch
of fi ce manager; and

C. pernmtting several registered representatives
to transact business with customers in states
in which such registered representatives were
not registered,

vi ol ated Exchange Rule 342(b)(1) and (2) by failing
to provide for appropriate procedures of

supervi sion and control, including a separate
system of followup and review, with respect to:

A. the enforcenent of 90 day restrictions placed
on customer cash accounts pursuant to
Regul ation T;

B. the execution of custonmer orders with the
account designation information required by



Exchange Rul e 410; and

C. the approval of trade corrections involving the
transfer of securities between different
cust omer accounts;

I X. violated Exchange Rule 342(b)(2) by failing to
establish a separate system of followup and revi ew
to determ ne that del egated authority and
responsibility were being properly exercised with
respect to:

A. limting custoner accounts which traded in
violation of Regulation T to |iquidating
transactions;

B. confirmng with custonmers that the trading
activity in their accounts was authorized and
sui tabl e;

C. nonitoring and approving solicitations by
regi stered representatives of securities not
recommended by the nenber organization; and

D. conducting quarterly reviews of custoner
accounts;

X. violated Exchange Rule 410 by executing custoner
orders for Exchange |listed securities, wthout the
requi red account designation information on the
order tickets;

Xl. engaged in conduct inconsistent with just and
equitable principles of trade by executing custoner
orders for over-the-counter securities wthout the
account designation information required by
Exchange Rul e 410 on the order tickets;

X'l viol ated Exchange Rule 440 and SEA Regul ati on
240.17a-3 by failing to nmake, and keep current,
certai n books and records; and

XIll. violated Exchange Rule 440 and SEA Regul ation
240.17a-4 by failing to preserve certain books and
records for the required period of tine.

For the sole purpose of settling this disciplinary proceeding, the
Di vi sion of Enforcenment and the Firmstipulate to the follow ng facts:

1. The Firmis, and was at all tinmes relevant herein,
a nmenber organi zation of the Exchange. At al
times rel evant herein, the Firm mai ntai ned branch
of fices nationw de, including a branch |ocated at
55 Water Street, New York, New York (the "Wter
Street Branch").



2. During 1986, 1987 and 1988, Exchange exam ners
conduct ed exam nations regarding financial and
operational matters at the Firmand set forth their
findings in three reports: a report dated Novenber
19, 1986 ("1986 FINOP Report"), a report dated
February 12, 1988 ("1987 FINOP Report") and a
report dated Septenber 29, 1988 ("1988 FI NOP
Report"). In addition, during 1986, Exchange sal es
practi ce exam ners conducted an exam nation of the
Firm s supervisory standards and sal es practice
procedures established and mai ntai ned at the Water
Street Branch, as well as other branch offices of
the Firm and set forth their findings in a report
dat ed Novenber 19, 1986 (the "1986 SPRU Report").

w

n June 1984, a predecessor firmnerged with the
Firm(the "Merger"). Prior to the Merger, A served
as the Branch O fice Manager (the "BOM') for the
predecessor's Water Street Branch, and, at al

times relevant herein, he continued to serve as BOM
in the Water Street Branch. On or about February

1, 1991, A retired as BOM of the Water Street
Branch and is currently enployed as a registered
representative with the Firm

4. At all relevant times, within the Water Street
Branch, B and C served as Assistant BOVs, D served
as Adm nistrative Manager, E served as Operations
Manager and, beginning in June 1986, F served as
Conpl i ance Manager.

5. At all relevant tinmes, A delegated certain
supervi sory duties and functions to the other
managers in the Water Street Branch (who are
hereinafter referred to as "Del egates"). However,
at all times relevant herein, A retained overal
supervisory responsibility for the activities in
the Water Street Branch. At all tines relevant
herein, approximately 130 regi stered
representatives were enployed in the Water Street
Branch, servicing approxi mately 50,0001 custoner
accounts.

6. During 1986, the Water Street Branch utilized a
verbal order entry system (the "Verbal Order Entry
Systeni) for custoner orders entered by registered
representatives. The Water Street Branch was the
only branch utilizing such a system

7. Under the Verbal Order Entry System registered
representatives generally did not prepare order
tickets. Instead, registered representatives
t el ephoned orders directly into a "desk" (OTC or
Listed), if such orders exceeded certain vol unme
limts. Order tickets were then prepared at such
desks. For transactions where custoner orders did



not exceed certain volune limts, the registered
representative tel ephoned in such orders to the
Water Street Branch "m ni-order"™ room where an
order clerk prepared the order ticket.

1. Hereinafter, all figures are approxi nate.

REGULATION T VI OLATI ONS I N THE WATER STREET BRANCH

Tradi ng Through 90 Day Restrictions

1. At all relevant tines, the Firmhad procedures in

its national credit department ("National Credit")
to review trading activity in custoner accounts on
a daily basis, and to notify the branch office when
a custoner account was subject to a 90 day
restriction, pursuant to Section 220.8(c) of

Regul ation T. Upon receipt of such notification in
the Water Street Branch, clerks in the branch were
required to informthe regi stered representatives
of the 90 day restriction.

2. At all relevant tinmes, National Credit al so had

procedures to review trading activity on a daily
basis in customer accounts subject to a 90 day
restriction ("Restricted Accounts”) to detect
purchases effected in custonmer accounts on a cash
basi s wi thout sufficient funds in the cash account
on the trade date of the purchase to pay for the
security in full ("Trade Through Restriction"), in
violation of Regulation T. |In those instances
where such a purchase was detected, the margin
clerk was required to inform his/her supervisor and
notify the branch by wire. The branch was required
to report to the margin clerk on the status of the
trade within forty-eight hours.

3. Prior to April 1986, the Water Street Branch did

>

not have procedures of supervision and control to
effectively nmonitor and enforce 90 day restrictions
in Restricted Accounts.

n or about April 1986, a new procedure was

i mpl enented in the Water Street Branch whereby A
was added as an "interested party" to Restricted
Accounts (the "Interested Party Procedure"), so
that A received a duplicate copy of the
confirmation slips for all transactions effected in
Restricted Accounts which were properly coded.
However, fromthe inception of the Interested Party
Procedure, in or about April 1986, until the

begi nni ng of June 1986, such duplicate
confirmati ons were not being reviewed by A or his



Del egat es.

5. On sixty-five occasions during the period from
February through June 1986, sixteen customer
accounts, serviced by eight registered
representatives in the Water Street Branch, were
permtted to effect Trade Through Restriction
purchases, in violation of Regulation T. The tota
cost of securities purchased on the sixty-five
occasions was in excess of $3.8 mllion

6. At all relevant times, custonmer G maintained a
securities account at the Water Street Branch (the
"G Account") serviced by H, a registered
representative enployed in the Water Street Branch
until his departure fromthe Firmin January 1988.

7. During February 1986 and March 1986,
Nati onal Credit personnel spoke with D and
t he Divisional Operations Manager, regarding
the trading activity in the G Account, and
the failure of the Water Street Branch to
cancel certain transactions in the G Account
whi ch National Credit had identified as
being in violation of Regulation T. During
this period of time, D and the Divisiona
Operations Manager notified A of Nationa
Credit's inquiry regarding the G Account.

8. Because certain trades in the G Account were not
cancel l ed by the Water Street Branch, the Firms
Mar gi n Manager was infornmed of the Regulation T
violations in the G Account. On March 20, 1986,
the Margi n Manager prepared and sent a nmenorandum
and an analysis of the trading activity in the G
Account to the Firm s Director of Conpliance. The
menor andum reported that the G Account had
"excessively" traded through a 90 day restriction
and that the Water Street Branch would be notified
to close the G Account upon the occurrence of any
future violations.

9. During the period between March 20, 1986 and June
27, 1986, H effected an additional thirteen Trade
Through Restriction purchases in the G Account, in
violation of Regulation T.2 In addition, on or
about Septenber 4, 1986, the G Account was again
pl aced on a 90 day restriction due to "excessive
liquidations in cash account”. However, the G
Account was not cl osed.

2. Al dates referred to hereinafter are trade dates, unless
ot herwi se specified.



Practice of Free Riding in Custoner Accounts

10. During the period from February through June 1986,

the Firmpermtted four custoners of Hto engage in
a practice of "free riding", as those terns are
defined in Exchange Rule 431(d)(9),3 by allow ng
such custoners to nake paynment for the purchase of
securities with the proceeds of sales of the sanme
securities on thirty-six occasions, in violation of
Exchange Rul e 431(d)(9). The total cost of
securities purchased on the thirty-six occasions
was $2.5 million

Failing to Restrict Accounts

11. On thirty-seven occasions during the period from

12.

February through June 1986, the Firm viol ated
Section 220.8(c) of Regulation T in that it failed
to restrict for 90 days el even customer accounts in
the Water Street Branch which had purchased and
sol d securities on a cash basis, w thout ful

payment bei ng nmade for such purchases.

n addition, during at least the first six nonths
of 1986 in the Water Street Branch, purchases of
securities for which no paynent had been received
fromcustoners ("reneges") were generally cancelled
and transferred into a branch error account (the
"Error Account"), rather than |iquidated in the
custonmer accounts. In certain instances, Nationa
Credit was not notified of the reneges and was,
therefore, unable to detect that these
"cancel |l ations" were actually |iquidations for
non- paynent . 4

13. For exanple, Exchange exami ners noted that, during

Under
ot her
such security.

May 1986, the Firmfailed to restrict for 90 days
fourteen custoner accounts in the Water Street
Branch because "first trade reneges" of securities
purchased in such custoner cash accounts were

Ef fective Septenber 1, 1987, Exchange Rul e 431(d)(9) becane
Exchange Rul e 431(f)(9).

Section 220.8(c) of Regulation T, a cancell ation,
than to correct an error, is treated as a sal e of

cancelled in the Error Account, rather than
liquidated in the custoner accounts.

Class U Accounts



14. At all relevant tinmes, the Firm had procedures that
required certain customer accounts which were
determined to be conducting business in a manner
unacceptable to the Firmto be classified as "Cl ass
U Accounts"”, thereby limting such accounts to
liquidating transactions. Custoner accounts which
were placed on a 90 day restriction two or nore
times during a twelve nonth period were to be
classified as Class U Accounts. The authority to
classify a custoner account as a Class U Account
was del egated to various individuals in Conpliance
and National Credit, and to the BOM

15. During the period from January through June 1986,
at | east twenty customer accounts in the Water
Street Branch were placed on a 90 day restriction
two or nmore tines within twelve nonths, but such
accounts were not thereafter limted to |iquidating
transactions, contrary to the Firm s procedures.

FAI LURE TO DI SCLOSE MARK- UPS ( REGULATI ON 240. 10b- 10)

1. The Firmparticipated in the initial public
offering ("I PO') of XYZ conmpbn stock as |ead
underwriter. The XYZ | PO consisted of 8,625,000
shares at an offering price of 9 3/4 per share

2. At all relevant tinmes, XYZ was |listed with NASDAQ
as a National Market System ("NMS") security. The
Firm was a NASDAQ mar ket maker in XYZ. At al
relevant tinmes, with respect to securities for
which the Firmacted as a market maker, the Firnms
policy required that the maxi mum price a stock
woul d be offered to a custoner was the best price
publicly quoted by any market nmaker, plus a mark-up
charged to the custoner.5

5. A mark-up, as referred to hereinafter, is the difference between the
net anount the Firm custonmer pays for the security sold to the
custoner by the Firmon a principal basis and the inside ask price at
the tine of execution.

3. In addition, pursuant to the requirenments of SEA
Regul ati on 240. 10b-10, the Firmwas required to
provide to its custonmers witten disclosure of the
anount of any mark-up charged on an NMS security.

4. On one day in May 1986, as a market nmaker in XYZ,
the Firmsold 1,677,000 shares of XYZ to 530
custonmer accounts in various branch offices. O
t hese 1,677,000 XYZ shares, 1,003,000 XYZ shares
were sold to 360 custoner accounts in the Water
Street Branch.
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5. OF the 360 custoner accounts in the Water Street
Branch whi ch purchased XYZ shares on the
af orenenti oned day, 330 of those customer accounts
purchased a total of 900,000 shares at a net price
of 10 1/2, without any witten mark-up being
di scl osed to the custoners. However, on that same
day, no other customer in any other branch office
paid a price for XYZ shares higher than 10 3/8,
unl ess a witten mark-up was disclosed to the
cust omer .

6. On that sanme day, the opening inside ask price for
XYZ was 10 1/4. At no time thereafter on that day,
did the inside ask price for XYZ exceed 10 3/8, the
price at which XYZ closed on that day.

7. As described above, registered representatives in
the Water Street Branch effected nunerous purchases
of XYZ for customer accounts, the confirmations for
whi ch purchases did not disclose a mark-up paid by
t hese custoners, in violation of SEA Regul ation
240. 10b- 10.

EXCESSI VELY TRADED ACCOUNTS

1. At all relevant tines, Firm procedures required al
BOMs to conduct a daily review of all transactions
effected in custoner accounts, and to conduct a
quarterly review of customer accounts of every
regi stered representative in the branch to detect
and prevent, anong other things, excessive and
unsui table trading. A conducted the daily review
of transactions with his Assistant BOVs, and
del egated the performance of npbst of the quarterly
reviews to his Assistant BOMVs.

2. At all relevant times, on a nonthly basis, the
Firm s conpliance departnment ("Conmpliance")
provided all BOMs with a conmputerized report
i dentifying custonmer accounts which, due to the
nunber of trades and/or the conmm ssions generated
in such accounts, required additional review by the
BOM (the "Monthly Account Evaluation"). Upon
recei pt of the Monthly Account Eval uation, the BOM
was required to confirmin witing to Conpliance
that the activity in such accounts was suitable and
in accord with the custonmer’'s investnent objectives.

3. The procedure at the Water Street Branch, regarding
the review of the Monthly Account Eval uation, was
for A and his Assistant BOVs to discuss each
account on the Monthly Account Evaluation. For any
account that was unfamiliar to the managers, A and
his Assistant BOVs were to contact the custoner to
ascertain, anmong other things, whether the trading
activity in the account was suitable.
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4. Beginning in March 1986, for certain custoner
accounts designated on the Mnthly Account
Eval uati on, including those generating over $20, 000
in year-to-date commi ssions, each BOM was required
to contact the custoner with a specific letter (the
"Activity Letter") requesting the custoner's
confirmation in witing ("Signed Activity Letter")
that all transactions in the account were
aut hori zed and consistent with the custoner's
i nvest ment objectives. A arranged for the initia
mai |l ing of Activity Letters in April 1986.

5. Although the Firm s procedure did not specifically
descri be what action should be taken by a BOMif a
custoner did not return a Signed Activity Letter, A
failed to establish an adequate system of foll ow up
and review in the Water Street Branch for pronptly
contacting custonmers who did not return a Signed
Activity Letter.

The G Account

6. The G Account was opened on or about May 23, 1985
and, as stated above, was serviced by H The
ori gi nal new account docunentation for the G
Account listed G s investnent objectives as
"Appreciation with Safety" and "I nconme with
Safety," and described G as a partner in a trucking
conpany with an annual incone of $100,000, a liquid
net worth of $300,000 and a total net worth of $1
mllion. On June 16, 1986, without G s know edge
or authorization, H caused G s investnent
obj ectives to be changed to "Appreciation with
Ri sk" and " Specul ative."

7. During the twenty-four nmonths from June 1985
t hrough May 1987, H excessively traded the G
Account by effecting 226 purchase and sal e
transactions in the G Account, generating
conmi ssi ons6 of $206,300 and incurring trading
| osses (realized and unrealized) and net charges of
$176,577. As calculated by the Division, the
turnover ratio was 15.45.

8. G closed his account at the Water Street Branch in
June 1987. In Decenber 1987, G s attorney wrote to
the Firmalleging that H excessively traded the G
Account and that H made mi srepresentations to G
regarding the status of the account. The Firm
settled Gs conplaint in June 1988 for $100, 000.

9. The G Account appeared on the Monthly Account
Eval uation in every nonth in 1986 and was
designated to receive an Activity Letter beginning
in March 1986. In April and Septenber 1986, and
January 1987, A sent G an Activity Letter.
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However, G did not return a Signed Activity Letter
to A at any tine in 1986 or 1987. Despite the
nonrecei pt of any Signed Activity Letters fromG A
and his Assistant BOVs did not contact Gto
determ ne i ndependently whether the trading
activity in the G Account was authorized and

sui tabl e.

Commi ssi ons consi st of commi ssions on agency transactions,

mar k- ups/ mar k- downs on princi pal transactions, concessions on public
of ferings, and/or additional conpensation on certain principa
transactions in which the Firmwas a market maker, and in which the
Water Street Branch and registered representatives shared in part or
all of the "spread" on OIC securities. The spread on OTC securities
represents the difference between the purchase cost of the
securities by the Firmis OTC tradi ng departnent and the inside ask
price, which is the price a customer usually pays for a security
before a "mark-up”". The additional conpensation based upon the
spread was not disclosed in any witten notice to Firm custoners.

10. Although B reviewed the custonmer accounts of Hin
the first and fourth quarters of 1986, such
accounts, including the G Account, were not
revi ewed by any manager in the Water Street Branch
in the second and third quarters of 1986.

The J Account

11. On or about January 24, 1985, custoner J opened a
securities account at the Water Street Branch which
was serviced by K, a registered representative
enpl oyed in the Water Street Branch until his
departure in October 1986. The new account
docunentation for the J Account listed J's
i nvest ment objectives as "Appreciation with
Safety," "Appreciation with Ri sk", "Specul ative”
and "Income with Safety” and described J as
presi dent of his own trucking conpany with an
annual inconme in excess of $500,000, a |liquid net
worth in excess of $2 million, and a total net
worth in excess of $30 mllion. Prior to opening
the J Account, J had limted experience investing
in securities.

12. During the twenty-one nonths from February 1985
t hrough October 1986, K excessively traded the J
Account by effecting 208 purchase and sal e
transactions in the J Account, generating
comm ssions of $353,400, and incurring trading
| osses (realized and unrealized) and net charges of
$335, 000. As cal culated by the Division, the
turnover ratio was 12.26.

13. Subsequent to K's leaving the Firmin October 1986,
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J spoke with one or nore managers in the Water
Street Branch alleging that K nmisrepresented to J
the value of the J Account and had effected

unaut hori zed and excessive trades in the J
Account. In or about May 1987, the Firmsettled
J's conplaint for $110,000 and other consideration
in the formof discounted comr ssions for future
transacti ons.

14.

n the 1985 annual branch exam nation report issued
by Conpliance in January 1986 (the "1985 Audit"),
Conpl i ance recomended that A obtain a Signed
Activity Letter from seventy-six customners,

i ncluding J.

15. The J Account appeared on the Monthly Account
Eval uati on each nonth during the period from
January through Septenber 1986, and was desi gnated
to receive an Activity Letter in March 1986. In
April and June 1986, and twice in Septenber 1986, A
sent J an Activity Letter. However, J did not
return a Signed Activity Letter to AL Despite the
nonrecei pt of any Signed Activity Letters fromJ, A
and his Assistant BOWs did not contact J to
deternmi ne i ndependently whether the trading
activity in the J Account was authorized and
sui tabl e.

16. Although B reviewed the customer accounts of Kin
the first and second quarters of 1986, such
accounts, including the J Account, were not
revi ewed by any manager in the Water Street Branch
in the third quarter of 1986.

The L Account

17. On or about March 14, 1985, customer L opened a
securities account at the Water Street Branch which
was serviced by K The new account docunentation
for the L Account listed L's investnent objectives
as "Appreciation with Safety," and described L as a
presi dent of a real estate conpany with an annua
income in excess of $500,000 and a liquid net worth
in excess of $5 mllion. Prior to opening the L
Account, L had virtually no previous experience
investing in securities.

18. During the twenty nonths from March 1985 t hrough
Oct ober 1986, K excessively traded the L Account by
effecting 102 purchase and sale transactions in the
L Account, generating conm ssions of $117,500, and
incurring trading losses (realized and unrealized)
and net charges of $105,300. As calculated by the
Di vi sion, the turnover ratio was 19.52.

19. In May 1988, L filed an arbitration claimalleging
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that, during the period K serviced the L Account, K
ef fect ed nunmerous unaut horized trades in the L
Account and made mi srepresentations regarding the
activity in the L Account. 1In or about Decenber
1990, the Firmsettled L's claimfor $158, 000.

20. The L Account appeared on the Monthly Account
Eval uati on each nonth during the period from
January through Septenber 1986, and was desi gnated
to receive an Activity Letter beginning in March
1986. In April, June and September 1986, A sent L
an Activity Letter. However, L did not return a
Signed Activity Letter to A Despite the
nonrecei pt of any Signed Activity Letter fromlL, A
and his Assistant BOWs did not contact L to
determ ne i ndependently whether the trading
activity in the L Account was authorized and
sui tabl e.

21. Although B reviewed the custonmer accounts of K in
the first and second quarters of 1986, such
accounts, including the L Account, were not
revi ewed by any nmmnager in the Water Street Branch
in the third quarter of 1986.

The M Account

22. On or about July 1, 1985, custonmer M opened a
securities account at the Water Street Branch which
was serviced by K. The new account docunentation
for the M Account |isted Ms investnent objectives
as "Appreciation with Risk", and described Mas a
presi dent of a construction conpany with an annua
income in excess of $300,000 and a liquid net worth
and total net worth in excess of $1 nmillion. The
i nformati on regarding M s occupation, incone and
net worth was inaccurate, and K never discussed
i nvestment objectives with M Prior to opening the
M Account, M had no previous experience investing
in securities.

23. During the twelve nonths fromJuly 1985 through
June 1986, K excessively traded the M Account by
ef fecting twenty-ei ght purchase and sal e
transactions in the M Account, generating
comm ssions of $56,190, and incurring realized
tradi ng 1 osses and net charges of $38,340. As
cal cul ated by the Division, the turnover ratio was
19. 60.

24. The M Account appeared on the Monthly Account
Eval uati on each nonth during the period from
January through Septenber 1986, and was desi gnated
to receive an activity letter beginning in March
1986. In April, June and September 1986, A sent M
an Activity Letter. Mdid not return a Signed
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Activity Letter to A However, on or about
Septenmber 19, 1986, Msent a letter to A stating
that he did not return a Signed Activity Letter
because K had effected one or nore unauthorized
transactions in the M Account in February 1986, and
that K had paid M $10,000 in early Septenber 1986,
to cover Ms |osses fromthese unauthorized
transactions. Despite the nonreceipt of any Signed
Activity Letter fromM A and his Assistant BOVs
did not contact Mprior to the receipt of Ms
letter to determ ne independently whether the
trading activity in the M Account was authorized
and suitable.

25. Although B reviewed the customer accounts of K in

the first and second quarters of 1986, such
accounts, including the M Account, were not

revi ewed by any manager in the Water Street Branch
in the third quarter of 1986.

The N Account

26. On or about Decenber 2, 1985, custoner N opened a

securities account at the Firm which was serviced
by K. The new account documentation for the N
Account listed N s investnent objectives as
"Appreciation with Ri sk," and described N as

presi dent of a manufacturing business with an
annual incone of $200,000 and a net worth of $1
mllion. The information regarding N s occupation
i ncome and net worth was inaccurate. Prior to
opening the N Account, N had virtually no previous
experience investing in securities.

27. During the el even nonths from Decenber 1985 through

28.

Oct ober 1986, K excessively traded the N Account by
effecting twenty-ei ght purchase and sale
transactions in the N Account, generating

conmi ssions of $43,900, and incurring realized
trading | osses and net charges of $33,763. As
calcul ated by the Division, the turnover ratio was
30. 34.

n February 1988, N filed an arbitration claim

all eging that, during the period K serviced the N
Account, K excessively traded the N Account and

ef fected unaut horized trades in the N Account. In
Cct ober 1989, the Firmsettled N s claimfor

$30, 000.

29. The N Account appeared on the Monthly Account

Eval uati ons each nonth during the period from
February through Septenber 1986, and was desi gnated
to receive an activity letter beginning in August
1986. In August 1986, A sent an Activity Letter to
N. Ndid not return a Signed Activity Letter to
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A. Despite the nonreceipt of a Signed Activity
Letter fromN, A and his Assistant BOVs did not
contact N to determ ne independently whether the
trading activity in the N Account was authorized
and suitable.

30. Although B reviewed the customer accounts of K in
the first and second quarters of 1986, such
accounts, including the N Account, were not
revi ewed by any manager in the Water Street Branch
in the third quarter of 1986.

TRADE CORRECTI ONS

1. At all relevant tines, the Firnm s procedures
requi red BOM approval for trade corrections,
i ncluding transfers of securities positions between
di fferent customer accounts ("Trade Corrections").
According to these procedures, before a BOM coul d
approve a Trade Correction, the BOM was required to
review certain docunments, including a copy of the
order ticket and the trade confirmation. In
addition, the BOM had to receive a thorough
expl anation for Trade Corrections which involved
two unrel ated accounts, or which did not involve an
obvi ous transposition of nunbers.

2. At all relevant times, prior to the enploynent of F
in the Water Street Branch in June 1986, A
permtted the Del egates to approve Trade
Corrections. As a result, except for Trade
Corrections involving securities that were being
distributed by the Firmas part of an "offering" to
the public, the Water Street Branch failed to have
one desi gnated manager with responsibility to
revi ew and approve Trade Corrections to detect,
anong ot her things, "patterns" of transfers of
securities between different custoner accounts.
Contrary to a directive by Conpliance in the 1985
Audit, E was permtted to approve nunerous Trade
Corrections during 1986.

3. Due to the Verbal Order Entry System nost Trade
Corrections were not processed with the order
ticket attached to the Trade Correction form as
required by the Firnml s procedures. Furthernore,
despite the fact that the Firmtrade correction
form contai ned a space to provide a witten
expl anation of the reasons for the trade
correction, nost Trade Corrections in the Water
Street Branch were processed and approved w thout a
written explanation

4. Under the Trade Correction procedure in the Water
Street Branch di scussed above, on fifteen occasions
during the period from January through August 1986,
certain registered representatives were permtted
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to transfer unauthorized trades froma custoner's
account to one or nore unrelated custoner

accounts. On these fifteen occasions, thirteen
Trade Corrections were approved without a witten
expl anation, seven Trade Corrections were approved
fromfive to twenty-eight days after the settl enent
date of the unauthorized trade, and four Trade
Corrections were approved by E.

Pl aci ng Syndi cate Securities in Inactive Customer Accounts

5. On one day in May 1986, UVW made a public offering
of 6,400,000 units of RST conmon stock and warrants
at a price of $41.50 per unit. H participated in
the UVWW offering by causing orders to be executed
for the purchase of 29,000 units for nineteen
cust omer accounts.

6. Four days after the effective date of the UVW
of fering and two days prior to the settlenent date
of the transaction, H effected a purchase of 4,500
units of the UYWoffering, for a total cost of
$186, 750, for the account of customer O w thout
the prior know edge or authorization of O  Prior
to this transaction, the only other transaction in
the O account was a purchase of 1,000 shares of a
public utility conpany, for a total cost of
$15, 900, approximately two and one-hal f years
earlier. These shares were subsequently sold in
June 1984.

7. On or before the settlenent date of the UVW
of fering, E approved the transfer by H of the 4,500
units in the O Account to five other custoner
accounts at the Water Street Branch w t hout
providing a witten explanation for the transfer on
the Trade Correction form

8. Five days after the effective date of the UVW
of fering and one day prior to the settlenment date
of the transaction, H effected a purchase of 4,500
units of the UWWoffering, for a total cost of
$186, 750, for the account of custoner P at the
Firm w thout the prior know edge or authorization
of P. Prior to this transaction, the only other
transactions in the P account were two purchases of
two public utility conpanies' shares for a tota
cost of $9,800, approximtely two and one-half
years earlier, which shares were sold shortly
thereafter, and the sale in May 1986 of 273 units
of OPQ for $1,283, which units were received into
the P account in April 1986.

9. On or before the settlement date for the UVW
of fering, D approved the transfer by H of the 4,500
units in the P account to four other custoner
accounts in the Water Street Branch w t hout
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providing a witten explanation for the transfer on
the Trade Correction form

10. In May 1986, the Firm participated in an open
mar ket sale of 12,000,000 shares of LM
Corporation. H participated in the distribution of
these LMN shares by causing orders to be executed
for the purchase of 30,000 LMN shares for seven
customer accounts in the Water Street Branch

11. In connection with the LMN distribution described

above, on or about May 16, 1986, for settlenment My
22, 1986, H effected a purchase of 5,500 shares of
LM\, for a total cost of $125,125 for the account
of custoners, the Qs, without their prior know edge
or authorization. Prior to this unauthorized
purchase, the last transactions in the Q account
were the sales of two securities nore than two
years earlier.

12. On or about May 21, 1986, C approved the transfer
by H of the 5,500 shares of LMN in the Q account to
five other custoner accounts in the Water Street
Branch without providing a witten explanation for
the transfer on the Trade Correction form

SCLI CI TATION OF | JK

1. At all relevant tines, the Firm s procedures
generally required a registered representative,
through his or her BOM to obtain the approval of
the Firm s research department ("Research") prior
to beginning a solicitation of a security that was
not recommended by the Firm In addition, the BOM
was required to review transactions on a daily and
bi -weekly basis to determ ne that the volunme of
shares, and nunber of accounts solicited, was in
accord with the Firm s policy. A delegated to B
certain duties with respect to solicitation
requests in the Water Street Branch for securities
not recommended by the Firm

2. At all relevant tinmes, |IJK was a NASDAQ security.
R was a registered representative in the Water
Street Branch until his departure fromthe Firmin
Oct ober 1986.

3. On or about February 21, 1986, R began his
solicitation of 1JK (the "Solicitation") when he
effected the purchase of 101,000 shares of 1JK for
ten custoner accounts. At the tinme, |JK was
selling at 6 3/4 per share and was not reconmended
by the Firm Contrary to the Firm s procedures, R
did not obtain approval from Research to solicit
his custoners to purchase |JK, prior to the
purchases of IJK effected for his customer accounts
on February 21, 1986.
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4. In February 1986, B becane aware of the
Solicitation, and was told by R that he had
recei ved verbal authorization from Research for the
Solicitation.

5. In March and April 1986, R continued the
Solicitation. By April 30, 1986, twelve of Rs
customer accounts in the Water Street Branch held a
total position of 104,000 shares of 1JK. Contrary
to the Firm s procedures, at no tinme during
February, March, April or My 1986, did B, or any
ot her manager, attenpt to obtain witten approva
from Research for the Solicitation.

6. On or about June 4, 1986, B approved a witten plan
of solicitation ("Plan") which was sent to Research
requesting approval for R and K to prospectively
solicit 100,000 shares of IJK. The Plan did not
di scl ose the fact that R had al ready positioned
104, 000 shares of 1JK in his customer accounts. On
or about June 5, 1986, Research approved the Plan
for future purchases of 100,000 shares of [JK in
"Ri sk Oriented-Specul ati ve Accounts."

7. Between June 5 and June 30, 1986, R continued the
Solicitation by effecting purchases of 103, 000
shares in his custoner accounts thereby exceeding
Research's authorization by approxi mately 3, 000
shares. By June 30, 1986, sixteen of R s customer
accounts in the Water Street Branch held a tota
position of 207,000 shares of |JK

8. Between July 1 and July 15, 1986, R continued the
Solicitation by effecting purchases of 138, 000
shares in his custonmer accounts. By July 16, 1986,
twenty-eight of R s customer accounts in the Water
Street Branch held a total position of 346, 000
shares of IJK.  Contrary to the Firm s procedures,
at no tinme during July 1986 did B, or any other
manager, attenpt to obtain witten approval from
Research for the continued solicitation of
pur chases of 1JK by R

9. R discontinued the solicitation in August 1986. At
the tinme, the price of IJK shares had fallen bel ow
$2 per share. In or about Septenber 1986, 1JK
filed for bankruptcy.

ORDER PROCESSI NG VI OLATI ONS

1. Shortly after the the Merger in June 1984, a
suspense account (the "Suspense Account") was
established by the Firmfor the Water Street Branch
for the placenent of trades that were not tinely
booked to custonmer accounts by the end of the
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tradi ng day. Under the procedure established when
t he Suspense Account was created, and at al

rel evant times, orders that were placed in the
Suspense Account due to the absence of account
designation informati on were renoved fromthe
Suspense Account after review and approval by A or
hi s Del egates.

2. Although the Suspense Account was established as a
"transitional" account by the Firmshortly after
the Merger in June 1984, the Suspense Account
remai ned active until October 1986. 1In addition
in the annual branch exam nation of the Water
Street Branch by Conpliance in 1984, and again in
the 1985 Audit, the Suspense Account was cited as:
a) a source of potential msuse involving, enployee
and enpl oyee-rel ated accounts and the pl acenent of
bl ock trades for custonmer accounts; and b) a
continuing problemw th respect to registered
representatives failing to provide tinmely account
desi gnation information.

w

n May 1986, A prepared and circulated a nmenorandum
to all registered representatives indicating that,
due to the "grow ng problent of stock being placed
in the Suspense Account instead of being properly
booked, and because "things have gotten out of hand
in this area", beginning on or about May 9, 1986,
the registered representatives' comm ssions woul d
be taken away on those trades placed in the
Suspense Account, unless such trade was caused by
operational error or received specific approva
froma nmanager.

4. During the nonth of May 1986, Exchange exami ners
noted ninety-two instances where orders were
executed without the necessary account designation
i nformati on required by Exchange Rule 410(a) and
were placed in the Suspense Account, despite A's
newy instituted policy.

5. The execution of trades by the Firmw thout account
designation information on the order tickets for
such transactions resulted in violations of
Exchange Rule 410 with respect to those
transactions in Exchange listed securities, and
constitutes conduct inconsistent with just and
equitable principles of trade with respect to
transactions in OIC securities.

FAI LURE TO CONDUCT QUARTERLY REVI EW6 OF CUSTOMER ACCOUNTS

1. At all relevant tines, the Firm s procedures
required that, on a quarterly basis, BOWw had to
review certain records of all registered
representatives, including monthly account
statenments of every custonmer. As part of the
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"Mont hly Supervi sion Report" prepared by A and his
Del egates, the Water Street Branch indicated which
regi stered representative custoner accounts were
revi ewed. Copies of the Monthly Supervision Reports
were forwarded to Conpliance.

During the second quarter of 1986, A and his

Assi stant BOVs failed to conduct a quarterly review
of thirty-two registered representatives in the
Water Street Branch.

During the third quarter of 1986, A and his

Assi stant BOVs failed to conduct a quarterly review
of fifty-nine registered representatives in the
Water Street Branch

A and his Assistant BOWs al so failed to conduct

quarterly reviews in both the second and third
quarters of 1986 of twenty seven registered
representatives in the Water Street Branch

RECORDS VI OLATI ONS I N THE WATER STREET BRANCH

During the period from May 1985 through July 1986,

the Firmfailed to make, and keep current, certain
books and records relating to its business and
failed to preserve such books and records as

requi red by SEA Regul ati ons 240.17a-3 and 240. 17a-4
as well as Exchange Rul e 440. For exanple, the
Firmfailed to provide to the Exchange:

a) a signed margin agreenent for a customer in the
Water Street Branch who was pernitted to effect
approxi mately $5, 068, 000 of purchase and sale
transactions on margin from May 1985 through
January 1986;

b) sixty-nine order tickets requested by the
Exchange in connection with certain
i nvestigations of registered representatives in
the Water Street Branch; of the twelve tickets
provi ded, only ten were tine stanped,

c) over-the-counter order tickets for 1,172
firmw de executions of XYZ on three successive
days. O the 178 OTC order tickets which were
provi ded, fifty-seven of the tickets were not
ti me stanped,

d) eight hundred six branch order tickets for
firmw de executions in XYZ on three successive
days. Five of the tickets provided were for
di scretionary accounts in the Water Street
Branch, none of which indicated whether
di scretion was or was not exercised and none of
t hem i ndi cat ed manager approval;
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five daily transaction reports for the Water
Street Branch for five days in February, June
and July 1986. Due to the Verbal Order Entry
System A and his Del egates reviewed the daily
transaction report, rather than order tickets;
and

five hundred witten notices issued by Nationa
Credit for accounts in the Water Street Branch
which were on a 90 day restriction in 1986.

all relevant tinmes, the Water Street Branch used

syndi cate allocation sheets ("Syndicate Sheets") as
order tickets for all IPO and secondary offerings.
Certain Syndicate Sheets provided to the Exchange
were deficient as foll ows:

a)

b)

transactions for the O account and P account
appear on the sane Syndi cate Sheet which was
dated May 13, 1986 and tinme stanped 4:39 P.M
However, the transaction for the P account was
effected on trade date May 14, 1986, not My
13, 1986; and

The Firm provi ded 125 Syndi cate Sheets for the
XYZ offering in May 1986, fifty-nine of which
were not dated.

OTHER FI NANCI AL, OPERATI ONAL AND SALES PRACTI CE VI OLATI ONS

SEA Regul ati ons 240. 15¢c3-3(m and (n)

1. In the 1986, 1987 and 1988 FI NOP Reports, Exchange
exam ners cited the followi ng violations by the
Firm of SEA Regul ati ons 240.15c3-3(m and (n):

a)

b)

on si xteen occasions involving "retail”
custoner accounts, and twel ve occasions

i nvol ving "receive versus paynment" custoner
accounts, the Firmfailed to purchase
securities of a like kind and quantity that
were sold for custoners and which had not been
received within ten business days after the
settl enent date of the transaction, or obtain
an extension of time within which such
securities had to be purchased; and

on two occasions involving "retail" custoner
accounts and twenty-two occasions involving
"receive versus paynment" custoner accounts, the
Firmfailed to take appropriate action upon the
expiration of, or denial of, an extension of
time, requested by the Firm pursuant to SEA
Regul ati on 240. 15¢3-3(n).
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Regul ation T

n the 1986, 1987 and 1988 FI NOP Reports, Exchange
exam ners reported the follow ng violations of
Regulation T by the Firm

a) on seven occasions, the Firmfailed to cance
pronmptly or otherw se |iquidate purchase
transactions in customer cash accounts or
obt ai n extensi ons of tinme when payment for such
purchases was not received within seven
busi ness days after the purchase, in violation
of Section 220.8(b) of Regulation T; and

b) on eighteen occasions, the Firmfailed to
cancel pronptly or otherw se |iquidate purchase
transactions in customer cash accounts upon the
expiration of, or denial of, extensions of
ti me, when paynent for such purchases was not
received, in violation of Section 220.8(b) of
Regul ation T.

SEA Regul ation 240.17a-3

3. On nineteen occasions cited in the 1986, 1987 and

&

1988 FI NOP Reports, the Firmfailed to nmake, and
keep current, certain books and records pursuant to
SEA Regul ation 240.17a-3 and Exchange Rule 440 in

t hat custoners' non-negotiable securities received
by branch offices to conplete sell transactions
wer e booked to customer accounts fromthree to
seventy-one busi ness days fromthe receipt date.

n the 1986 SPRU Report and the 1986 FI NOP Report,
Exchange examiners cited the followi ng instances
when the Firmfailed to nmake and keep current
certain other books and records pursuant to SEC
Regul ati on 240.17a-3 and Exchange Rul e 440:

a) debit balances in the Reorganization and
Redenpti on accounts, as of March 27, 1986, were
not current in that such bal ances were as of
Novenmber 30, 1985 and such accounts were not
reconci l ed;

b) credit balances in the Reorganization and
Redenpti on accounts, as of March 27, 1986, were
not current in that such accounts were not
reconci |l ed;

c) the Firms "Master Control List" of
di scretionary accounts serviced by branch
of fices did not include approximtely 109
di scretionary accounts being serviced in
approximately ten branch offices;

d) eleven order tickets for discretionary account
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transactions in a Chicago, Illinois ("Chicago")
branch office failed to indicate the tine and
date of execution; and

e) twenty order tickets for discretionary account
transactions in Chicago and Washi ngton, D.C.
branch offices failed to indicate whether
di scretion was exercised.

Exchange Rul e 342

5. In the 1986 SPRU Report, Exchange exaniners cited
the follow ng instances in which the Firmfailed
reasonably to supervise and control certain of its
busi ness activities, in violation of Exchange Rul e
342:

a) three registered representatives enployed in
branch offices in Los Angeles, California and
Davenport, lowa were not registered in certain
states in which they conducted business; and

b) on nine occasions, in branch offices in Chicago
and Houston, Texas, trade corrections were
ef fected without any BOM approval

DECI SI ON

The Hearing Panel, in accepting the Stipulation of Facts and Consent to
Penalty, found the Firmguilty as set forth above by unani nous vote.

PENALTY

In view of the above findings, the Hearing Panel, by unani nous vote,

i nposed the penalty consented to by the Firmof a censure, a fine of
$750, 000, and an undertaking by the Firmthat a review will be perforned
under the supervision of the Audit Committee of the Board of Directors of
the Firm (the "Audit Conmttee"), of the policies, procedures and systens
for conpliance with Regulation T in the Firms margi n departnent, which

reviewwill be in addition to any regularly schedul ed audit of the nargin
departnment, and that a witten report of the findings and recomendati ons
of such review will be subnmitted to the Audit Committee, and the Firm

further undertakes to inplenent all recomendati ons of the Audit
Conmittee resulting fromthe aforementioned report, and subnit a copy of
such report, Audit Comrittee recomrendations, and a witten
representation to the Division that all recommendati ons have been

i npl emented, within six nonths fromthe date any decision rendered by a
Heari ng Panel accepting this agreenent becones final

For the Hearing Panel

Edward W Morris, Jr.
Chi ef Hearing Oficer



