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1 INTRODUCTION 

 
Reference: 
FINRA Rule(s) 3110 
SEC Rule(s) N/A 
MSRB Rule(s) G-27 
 
This manual sets for the written supervisory policies and procedures for implementation by 
supervisory personnel of Vanderbilt Securities, LLC (VSLLC or “the Firm”). 
 
Vanderbilt recognizes that its top down company culture has a profound influence on how a 
broker-dealer conducts its business, including how it manages conflicts of interest. 
 
Vanderbilt strives to instill a culture that consistently places ethical considerations and client 
interests at the center of business decisions to help protect investors and the integrity of the 
markets. 
 
This Written Supervisory Procedures manual (WSP) is a fundamental component of Vanderbilt’s 
culture.  In it, the Firm identifies explicit and implicit norms, practices and expected behaviors 
designed to influence how employees make and carry out decisions in the course of conducting 
the Firm's business. 
 
The key policies and processes by which the Firm establishes cultural values are set forth in this 
manual.  Firm leadership, including its CEO and CCO take strides to ensure the policies are 
established, implemented, tested and assessed as described throughout this manual. 

 
Vanderbilt’s executive management communicates, promotes and establishes a "tone from the 
top" as it relates to cultural values to new associated persons through its onboarding process, 
and to its existing associates through distribution of periodic communications and through its 
annual compliance meeting. 
 
Routine and ongoing assessments, including branch inspections, communications review and 
transaction surveillance reinforce the Firm’s cultural expectations. Regulatory examination 
results are also considered as an important measure of the company’s ongoing efforts to 
maintain a satisfactory culture.  The results of the reviews are assessed annually to measure the 
impact of its cultural values on overall company performance. 

 
In the conduct of its business, Vanderbilt shall observe high standards of commercial honor and 
just and equitable principles of trade in the conduct of its business. The client's interest is our 
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Firm's primary concern and will therefore govern the fiduciary duties of loyalty, and prudence in 
our business practices. 
 
Principals are assigned supervisory responsibilities and have an obligation to ensure that all rules, 
regulations, and policies applicable to the Firm's business are adhered to in the business units 
and/or office(s) they oversee. A principal that is designated to supervise an activity will be 
referred to as the Designated Principal ("DP" or "Designated Supervisor"). A listing of the 
assignments of responsibility is contained at the end of this manual in the Appendix (Titled: "List 
of Designated Responsibilities"). Supervision may be delegated to others, where appropriate; 
however, designated supervisors are responsible for the ultimate supervision of their assigned 
areas. 
 
The Firm will ensure that all DP’s are properly licensed and qualified for their responsibilities prior 
to assignment of duties. The President will have ultimate responsibility for the assessment of a 
potential supervisor's qualifications. Either the President or his/her designee will assign 
managers and/or supervisors (principals) of any OSJ or Branch location for the Firm. The Director 
of Compliance and/or his/her designee will execute the Principal's U4. DP(s) have the obligation 
to be familiar and remain current with this manual. 
 
It is recognized that supervision must be a flexible tool for use by those charged with managing 
the Firm's various activities. This manual is not to be construed as all-inclusive, but it should serve 
as a basic framework upon which supervisors administer daily supervisory functions. Issues that 
cannot be resolved by direct reference to this manual should be directed to the Director of 
Compliance. 
 
This manual provides a broad range of steps that the Firm will undertake to follow and supervise 
the Rules that govern the industry. Failure to comply or adequately supervise the activities of the 
Firm's associated persons may result in fines, censures, and other sanctions against the RRs, 
registered principal(s) and/or the Firm. 
 
Any significant changes to SEC, FINRA, State or Firm internal policies will result in updates as 
deemed appropriate by the CCO. Each DP must retain and regularly reference a copy of this 
Supervisory Manual in his/her office. The Director of Compliance will review and update this 
manual as necessary, incorporating all of the past year’s rule changes addenda into the policy 
and procedures document. Addenda will be distributed by the DP to all supervisors and 
representatives upon material update. 
 
This manual is the exclusive property of the Firm and must be returned should association of 
designated personnel with the Firm terminate for any reason. The contents of this manual are 
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confidential and should not be revealed to any third party without the express written consent 
of the President or the CCO. 
 
All DPs will receive a copy of this manual and regular updates, and will be required to 
acknowledge receipt, and their commitment to compliance with the policies and procedures. 
The CCO will retain evidence of completion of the acknowledgements among the Firm’s central 
compliance records. 

1.1 Nature of Business 

Reference: 
FINRA Rule(s) 1010 
SEC Rule(s) 15c3-1 & 15c3-3 
MSRB Rule(s) G-2 & G-17 
 
VSLLC has a membership agreement with FINRA, permitting it to operate as a broker-dealer. 
The membership agreement outlines the type of products and services that may be offered as 
well as any restrictions that may be placed on the business.   Please refer to Form BD for the 
VSLLC business line list. 
 
The Firm will maintain a net capital requirement of $50,000. It will operate pursuant to the 
(k)(2)(ii) provisions of SEC Rule 15C3-3 and will not hold customer funds or securities. 

1.2 Primary Office of Supervisory Jurisdiction 

Reference: 
FINRA Rule(s) 3110(a)     
SEC Rule(s) N/A 
MSRB Rule(s) G-29 
 
The primary location for the supervision of the Firm's activities is its home office which has been 
designated as the primary Office of Supervisory Jurisdiction (“Primary OSJ”)." The address of the 
Primary OSJ will be disclosed on the most recent Form BD. The President of the Firm or his/her 
designee will be responsible for ensuring the Form BD is current and accurate. A copy of this 
manual shall be available at all times at the primary OSJ, as well as access to current FINRA and 
MSRB manuals. 
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2 FINANCIAL RECORDS AND REVIEWS 
Reference: 
Principal 
FINRA Rule(s) 2261 
SEC Rule(s) 15c3-1 & 15c3-3 
MSRB Rule(s) G-8 
 
Financial record keeping is an integral part of being a broker dealer. Securities Rules and 
Regulations are very specific concerning necessary financial statements, computations and books 
and records that must be created and maintained by the management of the Firm. Upon clients’ 
written request, the Firm will deliver a copy of the Firm’s latest “Statement of Financial 
Condition” which can be found in the firm’s annual audited report.  This Section of the WSP’s 
highlights these financial requirements. 

2.1 Required Books and Records 

Reference: 
FINRA Rule(s) 3110 
SEC Rule(s) IOb-9, 17a-3, 17a-4 and 17a-5 
MSRB Rule(s) G-8 
 
The registered principal designated in the Appendix, titled "Designated Supervisory 
Responsibility" will ascertain that the Firm maintains, at a minimum, the books and records 
located in the Appendix (Titled: "Books and Records") for the period of time in the maintenance 
period column. The DP will initial each record according to the review period in the "Books and 
Records" table to evidence their review. 

2.2 Net Capital Requirements 

Reference: 
FINRA Rule(s) 3100 
SEC Rule(s) 15c3-1 
MSRB Rule(s) 
 
The FINOP will maintain the minimum net capital requirement based upon its operations. The DP 
understands that minimum net capital is a continuous requirement and that the Firm will 
maintain adequate net capital balance at all times. The FINOP will formally compute net capital 
on a monthly basis unless proximity to the minimum net capital requirement dictates otherwise. 
In addition, the FINOP will ensure that all books and records will be reconciled, which at a 
minimum should include all bank accounts and any clearing accounts that the Firm may have. 
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The Fin Op is responsible for the Net Capital calculation.  The Financial Controller prepares and 
assembles the necessary documents.  The Fin Op reviews the documentation that is used to 
prepare the monthly Net Capital calculation.  NFS firm account statements are printed by the 
Financial Controller from Streetscape and reviewed.  Reconciliations are prepared and recorded 
in QuickBooks on a monthly basis.  Accrual information is printed from QuickBooks, which 
includes the deposit register and check register and included in the monthly reconciliation.  The 
Financial Controller prepares the monthly bank account reconciliation.  Bank Reconciliations are 
done monthly using the bank reconciliation module of QuickBooks.  The bookkeeper is 
responsible for the entering of management approved vendor invoices. Vendors are approved 
by management and invoices verified by management.  A weekly meeting is held in which the 
CEO will approve vendor payments and subsequently the Accounting Department will cut checks.   
The CEO and Chief of Staff are the only individuals who can sign checks.  Our General Ledger is 
available for review through QuickBooks at any point.  It is reviewed by management and 
accounting on a regular basis.  The Fin Op has access to the QuickBooks account in order to obtain 
balances on financial obligations and liabilities of the Firm.  Statements are provided to the Fin 
Op.  The Account Department is responsible for the maintenance and accuracy of the QuickBooks 
records.  QuickBooks can prepare the following reports on demand: 
 

 General Ledger 
 Trial Balance 
 Balance Sheet 
 Profit and Loss Statement 

 Check Register 
 Accounts Payable Aging 
 Accounts Receivable Aging 
 Bank Reconciliation Report 

 

2.3 Electronic Notification 

Reference: 
FINRA Rule(s) N/A 
SEC Rule(s) 17a-l1 
MSRB Rule(s) N/A 
 
In the event the Firm's computed net capital drops below the required minimum, facsimile notice 
will be sent to the SEC regional and main office and FINRA's main office the same day that the 
net capital violation occurs. 
 
In the event the Firm's net capital drops below 120% of the required minimum, or if aggregate 
indebtedness to net capital ratio exceeds 15-1, the Firm will notify the applicable SEC and FINRA 
offices (as noted above) within 24 hours of occurrence. Net capital notifications may be sent via 
facsimile or overnight mail. 
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In the unlikely event that the Firm is unable to post its books and records on a current basis, it 
will file notice with the applicable SEC and FINRA offices (as noted above) the same day the 
records are found not to be current specifying the record that is not current. Within 48 hours 
after the notice, a report must be transmitted to the same offices stating what actions the Firm 
has taken to correct the problem. 
 
If the independent public accountant notifies the Firm that there is a material inadequacy in its 
internal control structure pursuant to SEC Rule 17a-5(h)(2), the Firm will file notice with the 
applicable SEC and FINRA offices (as noted above) within 24 hours of discovery of notification 
from the independent public accountant. Thereafter, within 48 hours a report will be sent to the 
same offices describing how the Firm will correct the problem. 
 
All notice filings based on the circumstances described above will be the responsibility of the DP. 
 

2.4 Preparation and Retention of Financial Reporting 

 
Reference: 
FINRA Rule(s) 3100 
SEC Rule(s) 17a-3, 17a-4 and 17a-5 
MSRB Rule {s) G-8 
 
The DP shall prepare and maintain the following documents as part of their FINOP 
responsibilities. The documents will be created in relation to the described schedule and the DP 
shall maintain copies of these documents as evidence the procedure have been followed. 
 

 FOCUS IIA - Shall be completed and submitted to the FINRA District Office no later than 
the 17th business day following each calendar quarter end. 

 Form SSOI – Supplemental Focus – due quarterly 
 Annual Audit - The independent annual audit will be filed with the SEC, FINRA, and each 

state(s) in which the Firm is registered within 60 calendar days following the Firm's fiscal 
year end. 

 SIPC Reports - The Firm will prepare and submit the SIPC 4 assessment report to FINRA 
annually. 

2.5 Electronic Storage Media 

 
Reference: 
FINRA Rule(s) N/ A 
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SEC Rule(s) 17a-4 
MSRB Rule(s) N/A 
 
The activity of electronically storing records required to be maintained and preserved pursuant 
to SEC Rule Sees. 24o.17a-3 and 24o.17a-4 may be kept if they can be immediately produced. 
Barry will provide reproduced by means of "electronic storage media" (as defined in this section) 
that meet the conditions set forth in this paragraph and be maintained and preserved for the 
required time in that form. 
 
Should the Firm decide to maintain their records by electronic means they will follow these 
procedures: 
 

 The Firm will notify its designated examination authority of its intention to employ 
electronic storage media for books and records. 

 The DP will ensure that the media preserves the records in a non-rewrite-able and non-
erasable format. 

 The DP will "also ensure that the media verifies automatically the quality and accuracy of 
the storage media recording process. 

 The original document will be serialized and, duplicate units of storage media, time-dated 
for the required period of retention will be kept. The Firm will have the capacity to readily 
download indexes and records preserved on the electronic storage media to any medium 
acceptable under SEC Rule 17a-4(0 as required by the Commission or the self-regulatory 
organizations of which the member, broker, or dealer is a member. 

 
Being able to utilize storage media requires that the media be available at all times, for 
examination by the staffs of the Commission and self-regulatory organizations of which the Firm 
is a member, and an immediate conduit by which to view the stored cords. The firm must be 
ready at all times to provide, and immediately provide, any facsimile enlargement. A duplicate 
copy of the record stored on any medium will be stored separately from the original for the 
applicable maintenance period. 
 
The records stored on electronic media will be organized and indexed accurately identifying all 
information maintained on both original and any duplicate storage media. This index will be 
available for examination by the staffs of the Commission and the self-regulatory organizations 
of which the broker or dealer is a member.  Like the media itself the index will be duplicated and 
stored separately from the original copy. The indexes will be retained for the same maintenance 
period required for the records the electronic media contains. 
 
The Firm will have in place an audit process reviewing the accountability regarding input of 
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records and any changes made to those records. The audit would occur annually and reviews 
would be made of the original and duplicate records maintained and preserved by the Firm. At 
all times, the Firm would have the results of such audit system available for examination by the 
staffs of the Commission and the self-regulatory organizations of which the broker or dealer is a 
member. The audit results will be preserved for the period of time required in SEC Rule 17a-3 
and 17a-4 for the underlying records on the electronic storage media. 
 
At all times the Firm will provide the information necessary to access records and indexes stored 
on the electronic storage media, the field format of all different information types written on the 
electronic storage media, together with the appropriate documentation and information 
necessary to access records and indexes to the Commission or the self-regulatory organizations 
of which the member, broker, or broker-dealer is a member. 
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3 ASSOCIATED PERSON REGISTRATION AND SUPERVISION 

 
Reference: 
FINRA Rule(s) 3110(e) 
SEC Rule(s) N/A 
subsections 
MSRB Rule(s) G-2 & G-3 
 
This Section of the procedures deals directly with Employee hiring, termination, and review. This 
Section identifies the necessary forms, due diligence and supervision over Associated Persons 
required by securities regulations and Firm policy. 

3.1 Independent Contractor Pre-Hire Due Diligence 

 
Reference: 
FINRA Rule(s) 3110(e) 
SEC Rule(s) N/A, Reg.Notice 05-15  Notice to Members 07-06     
MSRB Rule(s) G-2 & G-3, G-7 
 
FINRA requires that each member firm ascertain by investigation the good character, business 
reputation, qualifications and experience of an applicant before the Firm applies to register that 
applicant (before filing Form U-4). 
 
The DP will base the investigation on Form U-4, U-5 responses, and authorized searches of the 
CRD system, fingerprint results and communications with previous employers. At his/her 
discretion, the DP may also consider a background check, provided such background check is 
performed in accordance with all applicable laws, rules, regulations including federal and state 
requirements, and including all required consents, approvals and authorizations. 
 
The DP shall verify the accuracy and completeness of the information contained in the applicant’s 
U-4 no later than 30 calendar days after an initial or a transfer Form U-4 is filed with FINRA.   As 
part of its verification process, the DP shall perform a national search of reasonably available 
public records and/or must attain a third party service provider report of the information 
contained in the applicant’s U-4. Reasonably available public records are deemed to include but 
are not limited to name(s) and address, criminal records, bankruptcy records, civil litigations and 
judgments, liens and business records.  At his discretion, the CCO may require a more in-depth 
investigation depending upon the applicant’s job function, responsibilities or position with the 
Firm. 
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In addition, the DP shall seek to learn the nature of the applicant’s business and the extent to 
which the Firm would need a dealer or servicing agreement in order for the RR to sell and provide 
service. The DP shall communicate any special circumstances to the CCO, for purposes of ongoing 
monitoring of the new RR. 
 
If for any reason the verification cannot be accomplished within 30 days due to circumstances 
outside the Firm’s control, the DP must complete the verification as soon as possible, and must 
report the circumstances for the delay to the CCO. The DP shall be responsible to retain a record 
of the process in the applicant’s RR file. 
 
The DP will review form U-5 for any previously registered associated person within 60 days of the 
filing date of the applicant’s U-4, or provide evidence of a good faith effort to do so. 
 
For the purpose of verifying the information furnished by an associated persons pursuant to 
section (b) MSRB Rule G-7, the DP shall make inquiry of all employers of such associated person 
during the three years immediately preceding such person’s association with the Firm concerning 
the accuracy and completeness of such information as well as such person’s record and 
reputation as related to the person’s ability to perform his or her duties and each such prior 
employer which is a broker, dealer or municipal securities dealer shall make such information 
available within ten business days following a request made pursuant to the requirements of Rule 
G-7 section (d). 

3.2 Representative Registrations and Supervisory Assignments 

 
Reference: 
FINRA Rule(s) 1010 and 1030 FINRA Rule 2263 
SEC Rule(s) N/A 
MSRB Rule(s) G-2 & G-3 
 
Prior to a RR conducting securities transactions, the DP will ascertain that the RR holds valid 
licenses by using FINRA's Central Registration Depository (CRD).  Prior to accessing the database, 
the DP will attain the individual’s written consent. The Designated Principal shall also ascertain 
that the RR will conduct securities business only in the state(s) in which effective registration is 
maintained. The DP shall attain a manually signed and complete form U-4 from the applicant at 
the time of initial hiring. 
 
At the time of initial application, and upon each material amendment thereafter the DP shall 
provide the RR with a copy of the FINRA Rule 2263 disclosure. 
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All RRs shall be assigned directly to the home office or an OSJ Principal by the president or his/her 
designee. The DP will have responsibility for supervising the assigned RR’s activities. (See 
Appendix Table, titled “Supervisory Duties over RRs”). When designating the supervisory 
personnel and responsibilities, the Firm shall ensure that each DP shall have the necessary 
licenses, the experience, and the qualifications. 

3.3 Prior Disciplinary Disclosures 

 
Reference: 
FINRA Rule(s) NTM 90-2 
SEC Rule(s) N/A 
MSRB Rule(s) G-2 & G-3 
 
RRs must disclose any and all current or pending investigations, civil or criminal charges, 
compromises with creditors including liens and bankruptcies, or customer complaints, and any 
other "YES" answers on Form U4. Any disclosed "YES" answers, pending investigations and/or 
complaints, require the employment applicant be cleared by the CCO prior to the extension of 
an offer for employment. The DP will carefully review each Form U4 for any disciplinary 
disclosures of alleged complaints, investigations and any "YES" answers. The Firm will require the 
submission of a completed Disclosure Reporting Page (DRP) and supporting documentation (such 
as copies of customer's complaints, arbitration findings, etc.) for all "YES" answers on the RR's 
Form U4. The DP will verify each disclosed incident to ascertain that the candidate does not 
represent a potential compliance risk, and to ensure the accuracy of the disclosure. 
 
The Firm may choose to utilize a third-party provider for the purpose of background or credit 
checks as needed for pre-hire or in-service reviews as described above. 
 
The supervision of a RR with a history of customer complaints, disciplinary actions, a termination 
from a previous firm, frequent employment changes or arbitrations may be subject to more 
stringent terms if approved for hire. See Heightened Supervision below. 

3.4 Dual Registration 

Reference: 
FINRA Rule(s) N/A 
MSRB Rule(s) G-2 & G-3 
 
It is generally the policy of the Firm not to permit RRs to maintain dual registration with another 
broker-dealer. Only with the prior written request directed to the Firm's DP and with adequate 
reason/special circumstances will such an arrangement be considered.  All requests for dual 
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registration must be in writing. Failure to comply with this requirement may result in immediate 
termination upon learning of the violation. 

3.5 Fingerprints 

 
Reference: 
FINRA Rule(s) N/A 
SEC Rule(s) 17f-2 
MSRB Rule(s) N/A 
 
The Firm employs two ways to submit fingerprint information to FINRA. It may submit hard copy 
fingerprint cards to FINRA, which requires FINRA to process the card electronically using high-
speed scanners and FBI certified hardware and software to electronically submit fingerprint 
transactions to the FBI. Most often, the Firm submits fingerprint information electronically to 
FINRA under FINRA's Electronic Fingerprint Submission (EFS) Program. The DP has the 
responsibility to obtain fingerprints and to ensure that they are submitted to FINRA in a timely 
manner. A record of the submission will be retained in the RR’s file or where deemed appropriate 
by the CCO. 

3.6 Associated Person Investment Accounts and Transactions 

Reference: 
FINRA Rule(s) 2010 & IM-2010-1 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
In general, all RRs are strongly encouraged to maintain their accounts at VSLLC. Upon the hiring 
of any RR or associated person, the DP will obtain a written list of the RR’s personal securities or 
commodities (“investment”) accounts, including the RR’s spouse, dependents living in the same 
household, or any account under the RR’s control such as a trust or estate.   This requirement 
includes but is not limited to, insurance companies, trust companies, credit unions and 
investment companies. Other examples of account types that must be disclosed include: 
 

1. Trust accounts in which an employee or the Firm of his immediate family is the beneficiary 
of the trust. 

2. Trust accounts in which an employee or member of his immediate family has a 
reversionary interest (or when he will share in the trust promptly upon the happening of 
some event) 

3. Custodian accounts in which an employee or the Firm of his immediate family is a minor. 
4. Partnerships, investment clubs or similar accounts in which an employee or the Firm of 
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his immediate family is a partner or a participant. 
5. Accounts in which an employee or the immediate family member is a trustee, executor, 

custodian, guardian, administrator, or acting in another fiduciary capacity. 
6. Accounts for personal holding companies in which an employee or member of his 

immediate family has an interest 
7. All other accounts in which an employee or immediate family member has a direct or 

indirect beneficial interest. 
8. Such other accounts as are determined by the CCO. 

 
The DP shall approve or deny each account in writing at the time of initial affiliation. 
 
RRs are required to seek prior written approval for any investments made after the date of hire 
and throughout the RR’s affiliation. No less than annually, RRs are required to review and approve 
the Firm’s list of accounts/investments attributable to the RR and to confirm the completeness 
and accuracy of the list. On an ongoing basis, the DP shall approve or deny each request for a 
new investment. 
 
Persons having accounts or transactions referred to above shall arrange for duplicate 
confirmations and statements (or their equivalents) relating to the foregoing to be sent to 
another person designated by the Firm or member organization under Rule 342(b)(1) to review 
such accounts and transactions. All such accounts and transactions periodically shall be reviewed 
by the Firm or member organization employer (see also Rule 342.21). 
The term "securities or commodities accounts" as used in the Rule 407(b) shall include, but not 
be limited to, limited or general partnership interests in investment partnerships. 
 
Each account, the RR shall request duplicate confirmations and statements to be sent directly to 
the Firm from the custodian on a monthly or quarterly basis, understanding that statements for 
inactive accounts may only be provided quarterly. Although they are not required under FINRA 
rules, the CCO may, at his discretion require duplicate confirmations and statements in unit 
investment trusts and variable contracts or redeemable securities of companies registered under 
the Investment Company Act of 1940, as amended, or for accounts which are limited to 
transactions in such securities, or to Monthly Investment Plan type accounts. 
 
The DP shall review the RR investment account statements/confirmations within a reasonable 
time frame upon receipt, but no later than 30 days following the calendar quarter statement 
delivery date.  The DP’s review shall include but need not be limited to: 
 

 Monitoring of deposits and withdrawals (potential for conflicts of interest) 
 Material gains or losses (possible sign of financial distraction or distress) 
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 Substantial activity (potential indicative of an improper balance in professional priorities) 
 Associated Persons may not obtain Reg. T extensions for their own account 
 Associated Persons may not obtain outside credit in excess of the amount that the Firm 

could obtain under Reg. T 
 Associated Persons must be aware of the fact that all public client orders have priority 

over employee orders 
 
Upon review, the DP will scan and retain the statements on DocuPace, the Firm’s electronic 
archive, for a minimum of 3 years. The DP’s retention of the statements shall constitute evidence 
of the review supplemented by additional notes, the RR periodical requests for new investment 
accounts, and annual attestations of compliance. 

3.7 Outside Business Activity (“OBA”) 

 
Reference: 
FINRA Rule(s) 3270 & FINRA 3280 
SEC Rule(s) N/A 
MSRB Rule (s) N/A 
 
No registered person may be an employee, independent contractor, sole proprietor, officer, 
director or partner of another person, or be compensated, or have the reasonable expectation 
of compensation, from any other person as a result of any business activity outside the scope of 
the relationship with VSLLC, unless he or she has provided prior written notice as described 
below. No compensation in the form of salaries, commission, wages, fees, bonuses, stock 
distribution, etc., from sources other than the Firm may be received without prior approval of 
the CCO. Participation in raising money for any business enterprise without prior written approval 
of the Firm is not permitted. Under no circumstances may a RR engage in the solicitation or sale 
of stocks, bonds, limited partnership interests, or other securities, other than through the Firm, 
nor may the RR lend money, or arrange financing for any person, group, or company to purchase 
securities outside the company. Under no circumstances may RRs solicit clients of the Firm to 
invest in personal companies of theirs or others. Information regarding any outside business 
activities must be reported to the Compliance Principal for review and approval in writing prior 
to engaging in any venture. 
 
Associated persons are required to disclose to and must attain written approval of his/her 
immediate supervisor (DP), any outside business activities ("including fictitious business names 
and/or DBA’s") prior to engaging in such activity. RRs must disclose essentially any and all 
professional, commercial, charitable and/or civic activities including but not limited to: 
 



Vanderbilt Securities, LLC WSPs  Page 24

 Employment with an outside entity 
 Acting as an independent contractor to an outside party 
 Serving as an officer, director, or partner of charitable organization, business, or other 
 Acting as a finder for direct or indirect compensation 
 Referring someone and receiving a referral for direct or indirect compensation 
 Receiving other compensation for services rendered outside the scope of employment 

with the Firm. 
 
The RR shall make disclosure of outside activities on the form approved by the Firm and available 
from the DP. 
 
The DP will engage in the initial analysis of the proposed activity, then submit the request to the 
CCO for final approval. 
 
Upon receipt of a written notice under Rule 3270, the CCO shall consider whether the proposed 
activity will: 
 

(1) interfere with or otherwise compromise the registered person's responsibilities to the 
Firm and/or the member's customers or 
(2) be viewed by customers or the public as part of the member's business based upon, 
among other factors, the nature of the proposed activity and the manner in which it will 
be offered. 

 
Based upon the CCO's review of such factors, the CCO will evaluate the advisability of imposing 
specific conditions or limitations on a RR’s outside business activity, including where 
circumstances warrant, prohibiting the activity. 

 
The CCO shall also evaluate the proposed activity to determine whether the activity properly is 
characterized as an outside business activity or whether it should be treated as an outside 
securities activity subject to the requirements of FINRA Rule 3280. The Firm will keep a record of 
its compliance with these obligations with respect to each written notice received and will 
preserve this record for the period of time and accessibility as specified in SEA Rule 17a-4(e)(1). 
 
The RR conducting outside business activities must disclose the following: 
 

 Name of the proposed outside employer or association, address, and phone number, 
contact person. 

 Nature of activity or association and duties. 
 Anticipated time to be spent on this activity per week/month and whether the activity 
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occurs during the Firm's normal hours of business 
 Terms and type of compensation 
 Whether or not clients of the Firm will be solicited for investment in the entity (such as 

becoming a shareholder, or a co-investor/owner/lender with the RR) 
 Any real, potential or perceived conflicts of interest 

 
 

Material changes to the outside activity must be approved in advance. Material changes might 
include but are not limited to change in ownership, change in control capacity, change in location, 
involvement of Vanderbilt customers in the activity (including solicitations to Vanderbilt 
customers), type or terms of compensation other than increases generally consistent with cost 
of living, and other such material changes. 
 
In addition, it is the responsibility of each RR to report any non-material change to the outside 
activity within a reasonable time frame, but at least within 30 days from the change. The DP will 
review annual certifications as well as requests to engage in outside business activities, including 
request to continue the activity in light of material and non-material changes. 
 
Whether or not changes have been reported and/or approved, the DP will review and re-approve 
all existing approved activities annually.  For long standing approved OBA’s (RRs who have been 
with the Firm for 5 or more years), the DP will re-review according to his discretion. At the 
discretion of the DP or the CCO, the initial and re-reviews will consist of analyzing business 
conflicts between the outside party and the Firm, including the following considerations: 
 

 RR’s ability to maintain a securities business in addition to the activity 

 Any potential conflicts of interest created by the RR’s participation in the activity, 
including business conflicts, customer-related conflicts, etc. 

 Appropriateness of the activity in view of the individual’s status as a RR of BD 

 Supervisor's ability to supervise the activity 

 Whether or not customers of the Firm will believe the activity to be performed under 
VBLT’s securities registration 

 Review of financial records of the associated person or the proposed business activity, 
which may include at the DP’s discretion tax return(s), financial statements, or bank 
records. 

 Review of publicly available information such as websites, brochures or other materials 
in use by the RR under his/her association with the OBA. 
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Approvals/disapprovals and any limitations will be memorialized and retained in The RR's 
employment file, or as deemed appropriate by the CCO. 
 
The Firm specifically PROHIBITS checks written to a representative and /or to business name 
approved for a representative’s securities business.  As a measure of caution and to detect 
potential violations, the Firm also reserves the right to monitor transaction and/or banking 
records for any outside activity that involves the processing of customer checks for purposes 
other than investments. 
 
RRs are advised that the Firm reserves the right to inspect records, including organizational and 
financial records, of any approved OBA at its discretion.  Failure to provide the Firm access to any 
requested records could lead to disciplinary action, up to and including termination. 

3.8 Private Securities Transactions 

 
Reference: 
FINRA Rule 3280 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
FINRA Rule 3280 defines "private securities transaction" as any activity outside the regular course 
or scope of the associated person's employment with VSLLC that results in the execution of a 
transaction.  This includes activity for compensation as well as activity in which compensation is 
not received. RRs are instructed to seek the CCO’s advice if any question of the reportability of 
activity exists.  A PST includes any new offerings of securities which are not registered with the 
U.S. Securities and Exchange Commission (SEC), involvement in a personal investment, affiliation 
with an independent registered investment adviser, and any and all other such activities. Prior to 
participating in any private securities transaction, an associated person shall provide written 
notice to the Firm describing in detail the proposed transaction and the person's proposed role 
therein and stating whether he plans to receive or may receive selling compensation in 
connection with the transaction; provided however that, in the case of a series of related 
transactions in which no selling compensation has been or will be received, an associated person 
may provide a single written notice. 
 
The firm will respond to the notice in writing indicating whether it approves or disapproves the 
proposed transaction. Where the registered person has received or may receive selling 
compensation, the Firm must record the transaction in its books and records and must supervise 
the registered person's participation in the transaction as if it was its own transaction under 



Vanderbilt Securities, LLC WSPs  Page 27

FINRA rules. For this reason, RRs are required to fully comply with the Firm’s request(s) for initial 
and ongoing records. Failure to cooperate with the Firm’s surveillance of private securities 
transactions will result in disciplinary action, up to and including termination. 

3.9 Transactions for or by Associated Persons of the Firm 

 
Reference: 
NASD Rule(s) 3050, 2070 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The RR, when knowingly executing a transaction for the purchase or sale of a security for the 
account of a person associated with another member, or for any account over which such 
associated person has discretionary authority, shall use reasonable diligence to determine that 
the execution of such transaction will not adversely affect the interests of the employer member. 
 
A person associated with the Firm who opens a securities account or places an order for the 
purchase or sale of securities with the Firm, shall: 
 

(1) Notify his or her employer member in writing, prior to the execution of any initial 
transactions, of the intention to open the account or place the order; and 

(2) upon written request by the employer member, request in writing and assure that the 
Firm provides the employer member with duplicate copies of confirmations, statements, or other 
information concerning the account or order; provided, however, that if an account was 
established prior to a person's association with a member, the person shall comply with this 
paragraph promptly after becoming so associated. 

The provisions of this Rule shall not be applicable to transactions in unit investment trusts and 
variable contracts or redeemable securities of companies registered under the Investment 
Company Act of 1940, as amended, or to accounts which are limited to transactions in such 
securities. 
 
When the Firm has actual notice that an FINRA or American Stock Exchange employee has a 
financial interest in, or controls trading in, an account, the Firm will promptly obtain and 
implement an instruction from the employee directing that duplicate account statements be 
provided by the Firm to the Association. No RR shall directly or indirectly make any loan of money 
or securities to any Association or American Stock Exchange employee. Provided, however, that 
this prohibition does not apply to loans made in the context of disclosed, routine banking and 
brokerage agreements, or loans that are clearly motivated by a personal or family relationship. 
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Notwithstanding the annual dollar limitation set forth in FINRA Rule 3220(a), no RR shall directly 
or indirectly give, or permit to be given, anything of more than nominal value to any Association 
or American Stock Exchange employee who has responsibility for a regulatory matter that 
involves the member. For purposes of this subsection, the term "regulatory matter" includes, but 
is not limited to, examinations, disciplinary proceedings, membership applications, listing 
applications, delisting proceedings, and dispute-resolution proceedings that involve the Firm. 

3.10 Borrowing from and Lending to Customers 

Reference: 
FINRA Rule(s) 3240 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
In accordance with FINRA Rule 3240, an associated person of Vanderbilt Securities, LLC may only 
borrow money from or lend money to one of his/her customers if the lending/borrowing 
arrangement meets one of the following conditions: 
 

 Customer is the Firm of such person's immediate family that includes parents, 
grandparents, mother-in-law or father-in-law, husband or wife, brother or sister, brother-
in-law or sister-in-law, son-in law or daughter-in-law, children, grandchildren, cousin, 
aunt or uncle, or niece or nephew, and any other person whom the associated person 
supports, directly or indirectly, to a material extent 

 Customer is a financial institution regularly engaged in the business of providing credit, 
financing, or loans, or other entity or person that regularly arranges or extends credit in 
the ordinary course of business 

 Customer and the associated person are both associated persons of the same member 
firm 

 Lending arrangement is based on a personal relationship with the customer, such that the 
loan would not have been solicited, offered, or given had the customer and the associated 
person not maintained a relationship outside of the broker/customer relationship 

 Lending arrangement is based on a business relationship outside of the broker-customer 

Any lending or borrowing arrangement must be pre-approved by Vanderbilt Securities, LLC. In 
order to meet this requirement, an associated person must submit Rule 3240 Request for 
Approval of Borrowing/Lending to/from Customers Form for each loan to the CCO. Additionally, 
the associated person must submit copies of related documents that include, at minimum, the 
promissory note or other loan agreement. 

Vanderbilt Securities, LLC reserves the right to require ongoing documentation related to a 
borrowing/lending arrangement that includes: 
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 Evidence of payments made/received 
 Verification of use of proceeds 
 Periodic financial statements 
 Income documentation of any nature 
 Tax returns 
 Any and all other related documents on a case by case basis 

 
The CCO will review the submitted request form and related documents. If the CCO approves the 
arrangement, he/she will sign and date the Rule 3240 Request for Approval of Borrowing/Lending 
to/from Customers Form, notify the associated person that the borrowing/lending arrangement 
is approved by providing a copy of the approved form, and maintain the original Rule 3240 
Request for Approval of Borrowing/Lending to/from Customers Form in the compliance files. 
 
No loan with a customer may be consummated UNTIL Vanderbilt Securities, LLC approval is 
received. 
 
If the CCO or other Senior Manager does NOT approve the borrowing/lending arrangement, then 
he/she must notify the associated person in writing that Vanderbilt Securities, LLC does not 
approve the arrangement and that the associated person is prohibited from participating in that 
particular loan. The Rule 3240 Request for Approval of Borrowing/Lending to/from Customers 
Form, a copy of the written notification disapproving the associated person’s participation and 
the rationale supporting the decision to disapprove the borrowing/lending arrangement will be 
maintained in the compliance files. 
 
If an associated person fails to obtain pre-approval for a borrowing/lending arrangement or to 
meet the documentation requirements he/she will be subject to penalties and/or fines up to and 
including ‘for cause’ termination. 

3.11 Heightened Supervision 

 
The Firm may, from time to time, determine that a plan of Heightened Supervision is appropriate 
based on a RR’s past, current or anticipated future circumstances. Although the criteria will vary, 
heightened supervision may be imposed due to: 

 Regulatory investigation or related matter 
 Excessive customer complaints 
 Unsatisfactory branch examination results 
 Inadequate response to supervisory request or procedure 
 Failure to comply with supervisory procedures including timeliness of disclosures 
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 Or any issue deemed worthy of additional supervision by the DP 
 
Heightened supervision will be administered by the DP, and at his sole discretion may including 
but will not be limited to: 
 

 Term ranging from 6 months to 24 months 
 Transaction or communication pre-approvals 
 Specific product or customer disclosures 
 Additional off cycle or unannounced onsite inspection 
 Verification of new accounts opened by the RR to ensure that the information contained 

on the new account form is accurate and complete. 
 Daily review of customer account activity conforming to the particular terms of 

heightened supervision. 
 Additional Continuing Education Firm Element training covering topics specific to the 

activities for which the RR was required to be subject to the special supervision 
 Or other such additional supervisory measures 

 
At the onset of the heightened supervision, the DP will record the nature of reviews and the term 
for the additional supervision. Throughout the term of heightened supervision, the DP will retain 
evidence of the RR’s compliance and/or satisfactory performance.  At the conclusion of the term, 
the DP will record the results, and will retain evidence among the Firm’s central compliance 
records. 
 
Based on each particular circumstance and at his sole discretion, the DP may or may not disclose 
the nature of the additional reviews to the RR. 

3.12 Associated Person Termination 

 
Reference: 
FINRA Rule(s) 1020 and 1030 
SEC Rule(s) N/A 
MSRB Rule(s) G-2 & G-3 
 
For termination due to voluntary resignation for an RR, the DP will file U-5 through Web CRD 
within 30 calendar days from the date of separation. The CCO shall review the U-5 prior to filing 
for any RR separating under circumstances other than voluntary resignation including but not 
limited to RRs with a pending customer compliant, an outstanding term of heightened 
supervision, an open internal investigation, termination for cause (discharge or “other), 
permitted to resign or if any other actual or potential disclosure event exists or may exist. 
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Regardless of the reason for termination, the DP must secure all books and records from the RR 
and to the extent possible, ensure such records are not reproduced or removed from Firm's 
premises including but not limited to an approved registered or unregistered branch office or a 
location of convenience. 

3.13 Associated Person Files 

 
Reference: 
FINRA Rule(s) 3110 
SEC Rule(s) 17a-3 & 17a-4 
MSRB Rule(s) G-2 & G-3 
 
For each associated person, the following records will be retained in a format and location 
deemed appropriate by the CCO: 
 

1. A copy of the RR's previous Form U 5 (if applicable). 
2. A copy of a fingerprint card or evidence of CRD receipt of fingerprints. 
3. An employment attestation indicating the RR's understanding of the written supervisory 

procedures, a list of the RR's accounts at other brokerage firms, and their outside business 
activities. 

4. Results of the Regulatory Element of the Continuing Education Program. 
5. A copy of documents recording the Firms pre-employment due diligence of the RR. 
6. Signed independent contractor agreements (where appropriate). 
7. All agreements pertaining to the relationship between the broker/dealer and each 

associated person including a summary of each associated person’s compensation 
arrangements such as commission and concession schedules. 

8. A copy of all miscellaneous licenses. 
9. Copy of each RR’s business card and stationery. 
10. Outside business activity disclosure forms and updates. 
11. Outside account disclosure forms and updates.  
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4 COMMUNICATIONS WITH THE PUBLIC 
“Communications” consist of correspondence, retail communications and institutional 
communications. 

 “Correspondence” means any written (including electronic) communication that 
is distributed or made available to 25 or fewer retail investors within any 30 
calendar-day period. 

 “Institutional communication” means any written (including electronic) 
communication that is distributed or made available only to institutional 
investors, but does not include a member's internal communications. 

“Institutional investor” means any: 
 

(A) person described in Rule 4512(c), regardless of whether the person has 
an account with a member; 
(B) governmental entity or subdivision thereof; 
(C) employee benefit plan, or multiple employee benefit plans offered to 
employees of the same employer, that meet the requirements of Section 
403(b) or Section 457 of the Internal Revenue Code and in the aggregate 
have at least 100 participants, but does not include any participant of such 
plans; 
(D) qualified plan, as defined in Section 3(a) (12) (C) of the Exchange Act, 
or multiple qualified plans offered to employees of the same employer, 
that in the aggregate have at least 100 participants, but does not include 
any participant of such plans; 
(E) member or registered person of such a member; and 
(F) person acting solely on behalf of any such institutional investor. 
The Firm may not treat a communication as having been distributed to an 
institutional investor if it has reason to believe that the communication or 
any excerpt thereof will be forwarded or made available to any retail 
investor. 

 “Retail communication” means any written (including electronic) communication that is 
distributed or made available to more than 25 retail investors within any 30 calendar-
day period. “Retail investor” means any person other than an institutional investor, 
regardless of whether the person has an account with a member. 

 

4.1 Review of Correspondence 

Reference: 
FINRA Rule(s) 3110, 2210 
SEC Rule(s) 17a-4 
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MSRB Rule(s) G-21 
 
Correspondence is any written (including electronic) communication that is distributed or made 
available to 25 or fewer retail investors within any 30 calendar-day period. All communications 
including correspondence must be based upon traditional standards of truthfulness and fair 
dealing. Correspondence must state all matters necessary in order to make the statements not 
misleading. Exaggerated, inaccurate, or misleading statements or claims are prohibited. The 
recommendation of a specific security through written (including electronic) correspondence is 
prohibited. 
 
In addition, correspondence will be subject to the following subparagraphs of FINRA Rule 2210(d) 
(2): 
Exaggerated, unwarranted or unsubstantiated claims or opinions are prohibited. Offers of free 
service must be genuinely free. 

 Unwarranted claims of research services are prohibited. 
 Hedge clauses are prohibited. 
 Implications of endorsement or approval by any regulatory organization are prohibited. 
 Characterization of income or investment returns as tax exempt must be accurate. 

Predictions or projections are prohibited. 
 

4.1.1 Incoming Correspondence 
Reference: 
FINRA Rule(s) 3110, 2210 
SEC Rule(s) 17a-4 
MSRB Rule(s) G-21 
 
Very little of the Firm’s communications with customers takes place in written (paper) form. The 
CCO has appointed the Director of Operations (“DO”) responsibility for reviewing all incoming 
mail upon receipt at the company’s headquarters office.  An individual of the Firm, who has been 
fingerprinted and trained to recognize items requiring immediate attention or escalation, may 
be delegated the task of physically opening the mail.  To ensure prompt processing, all securities 
and checks will be given to the DO for prompt attention. Individuals charged with opening the 
mail are trained to recognize the types and content of communications that may constitute a 
complaint.  The mail openers are instructed to escalate all such communications to the DO for 
further attention. The DO is responsible for determining appropriate next step, including 
escalation to the CCO for reporting, if applicable. 
 
Originals of all incoming correspondence received at a branch office shall be retained in a central 
chronological file where the DP, a supervisor or compliance examiner can access and review the 
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materials periodically. 
 
The DO or DP will evidence his/her review by initialing the document and including the date of 
the review. Originals or copies of incoming correspondence will be maintained by the branch 
office for three years with the most recent two years in a readily accessible place, as deemed 
appropriate by the DO. 

 
4.1.2 Outgoing Correspondence 

Reference: 
FINRA Rule(s) 3110, 2210 
SEC Rule(s) 17a-4 
MSRB Rule(s) G-21 
 
All correspondence sent to the public (including customers, non-customers, prospective 
customers, businesses and any other such recipient) concerning the securities business 
of the Firm will be reviewed and approved by the DP within a reasonable timeframe.  
The RR must provide correspondence containing any report of position values in an 
account to the DP for review and approval PRIOR to mailing. The DP may require 
supporting documentation to verify any values or positions stated in the 
communication(s).  Initialing a copy of the document and noting the date of the review 
will evidence principal approval. 
 
Copies of all outgoing correspondence sent from the branch office shall be retained in a 
central chronological file where the DP, a supervisor or compliance examiner can access 
and review the materials periodically.  The records shall be maintained for a period of 
three (3) years, with the first two (2) years in a readily accessible place. 
 

4.1.3 Electronic Correspondence 
Reference: 
FINRA Rule(s) 3110, 2210 
SEC Rule(s) 17a-4 
MSRB Rule(s) G-21 
 
Associated persons are strictly prohibited from the use of any email, other than a pre-approved 
company email, for business related and/or any communications to customers. All other means 
of communication (stationery, business cards, and website, for example) may display the pre-
approved address only. 
 
Outgoing emails must include (1) the name Vanderbilt Securities, LLC (2) sender’s name, (3) 
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registered branch or home office address, (4) sender’s phone number and e-mail address and (5) 
“member FINRA, SIPC.” 
 
Associated persons are required to attain prior approval of “tagline” data that includes 
information other than or in addition to these items. 
 
The following restrictions apply to e-mail communications: 

 Securities licensing requirements and content requirements for all public 
communications apply to electronic communications 

 Recommendations or communications that require an accompanying prospectus 
must be accompanied by such 

 Any requests to not be contacted must be forwarded to the CCO so that the 
recipient may be added to the Do Not Call List 

 Securities-related communication with customers or prospective customers must 
NOT be sent from any unmonitored email address. 

 
RRs are cautioned about potential abuses and concerns related to electronic communications, 
including the requirements that follow: 

 Any and all instructions received by email from a customer must be verified by phone 
 Instructions that would result in money movements of any type MAY NOT be accepted 

electronically, and must be rejected 
 RRs are advised to exercise caution regarding the transmittal of any message OR 

attachment to a message that includes non-public customer information.  In all such 
cases, the FIRM requires that the information be encrypted (password protected or other 
means). 

 
Note: Instant messaging and text messages are considered written correspondence. Because 
Vanderbilt Securities does not have the ability to monitor and retain these forms of 
communications at this time, both are prohibited for securities-related communications. 

RRs are advised that securities-related electronic communications transmitted by the RR from 
any unmonitored email address are prohibited. Periodically, the CCO or a designee will request 
disclosures from all RRs related to their use of electronic communications. RRs will be required 
to attest to the non-use of personal or outside business email accounts, and will be required to 
allow a supervisor to access and review personal email accounts to verify compliance with the 
Firm’s policies. 
 
Because of the stringent regulations regarding correspondence review, RRs should avoid any and 
all unnecessary electronic client communications at the office.  Furthermore, the receipt of 
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electronic communications unrelated to the business of the RR subjects the RR and the Firm to 
risk of computer virus or other mechanical complications. For these reasons, personal email 
downloads unrelated to the business of the Firm, jokes, surveys and any and all other non-
business related electronic communications should be avoided. 
 
The CCO will designate responsibility to a qualified principal to routinely review samplings of e-
mail transmissions. All incoming and outgoing e-mail messages will be automatically archived via 
electronic storage software (Global Relay and Smarsh). The designated reviewer will periodically 
access the archived messages and review a sample based on established protocols that include 
the use of keyword searches as well as random reviews. Evidence of this review will be recorded 
in the Firm’s electronic system, or by other means deemed appropriate by the CCO. All business-
related e-mail correspondence will be retained in accordance with the retention guidelines 
described above. 
 
Should the DP detect an inappropriate email (i.e. material is misrepresentations, inflammatory 
or promissory language, messages that do not incorporate adequate balance of risk or other 
information that would provide appropriate disclosure, harassing, sexually explicit, obscene, 
intimidating, insulting or defamatory message) the DP shall report any unresolved irregularities 
or findings to the CCO. The CCO will investigate the situation and determine if any disciplinary 
action is necessary such as additional training or fines. Any such action will be recorded and 
maintained in the associated person’s file. 

 
4.1.4 Content Standards 

Reference: 
FINRA Rule(s) 2210 
SEC Rule(s) N/A 
MSRB Rule(s) G-21 
 
All of the Firm’s communications must be based on principles of fair dealing and good faith, must 
be fair and balanced, and must provide a sound basis for evaluating the facts in regard to any 
particular security or type of security, industry, or service. The Firm may not omit any material 
fact or qualification if the omission, in light of the context of the material presented, would cause 
the communications to be misleading. Firm communications may not make any false, 
exaggerated, unwarranted, promissory or misleading statement or claim in any communication. 
The Firm may not publish, circulate or distribute any communication that the Firm knows or has 
reason to know contains any untrue statement of a material fact or is otherwise false or 
misleading. In addition, the following standards apply: 
 

 Information may be placed in a legend or footnote only in the event that such placement 
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would not inhibit an investor's understanding of the communication. 
 The Firm must ensure that statements are clear and not misleading within the context in 

which they are made, and that they provide balanced treatment of risks and potential 
benefits. Communications must be consistent with the risks of fluctuating prices and the 
uncertainty of dividends, rates of return and yield inherent to investments. 

 The Firm must consider the nature of the audience to which the communication will be 
directed and must provide details and explanations appropriate to the audience. 

 Communications may not predict or project performance, imply that past performance 
will recur or make any exaggerated or unwarranted claim, opinion or forecast; provided, 
however, that this paragraph (d)(1)(F) does not prohibit: 

o A hypothetical illustration of mathematical principles, provided that it does not 
predict or project the performance of an investment or investment strategy; 

o An investment analysis tool, or a written report produced by an investment 
analysis tool, that meets the requirements of Rule 2214; and 

o A price target contained in a research report on debt or equity securities, provided 
that the price target has a reasonable basis, the report discloses the valuation 
methods used to determine the price target, and the price target is accompanied 
by disclosure concerning the risks that may impede achievement of the price 
target. 

 
Any comparison in retail communications between investments or services must disclose all 
material differences between them, including (as applicable) investment objectives, costs and 
expenses, liquidity, safety, guarantees or insurance, fluctuation of principal or return, and tax 
features. 
 
All retail communications and correspondence must: 

(A) Prominently disclose the Firm’s name 
(B) Reflect any relationship between the Firm and the individual who is also named (for 
instance “RR offers securities through Vanderbilt Securities, LLC”); and 
(C) If it includes other names, reflect which products or services are being offered by the 
Firm. 
(These standards do not apply to so-called "blind" advertisements used to recruit 
personnel.) 
 

4.1.5 Standards for Tax Considerations 
 

In retail communications and correspondence, references to tax-free or tax-exempt income must 
indicate which income taxes apply, or which do not, unless income is free from all applicable 
taxes. If income from an investment company investing in municipal bonds is subject to state or 
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local income taxes, this fact must be stated, or the illustration must otherwise make it clear that 
income is free only from federal income tax. 
 
Communications may not characterize income or investment returns as tax-free or exempt from 
income tax when tax liability is merely postponed or deferred, such as when taxes are payable 
upon redemption. 
 
A comparative illustration of the mathematical principles of tax-deferred versus taxable 
compounding must meet the following requirements: 

(i) The illustration must depict both the taxable investment and the tax-deferred 
investment using identical investment amounts and identical assumed gross investment 
rates of return, which may not exceed 10 percent per annum. 
(ii) The illustration must use and identify actual federal income tax rates. 
(iii) The illustration may reflect an actual state income tax rate, provided that the 
communication prominently discloses that the illustration is applicable only to investors 
that reside in the identified state. 
(iv) Tax rates used in an illustration that is intended for a target audience must reasonably 
reflect its tax bracket or brackets as well as the tax character of capital gains and ordinary 
income. 
(v) If the illustration covers the paan associated person period for an investment, the 
illustration must reflect the impact of taxes during this period. 
(vi) The illustration may not assume an unreasonable period of tax deferral. 
(vii) The illustration must disclose, as applicable: 

a. the degree of risk in the investment's assumed rate of return, including a 
statement that the assumed rate of return is not guaranteed; 
b. the possible effects of investment losses on the relative advantage of the 
taxable versus the tax-deferred investments; 
c. the extent to which tax rates on capital gains and dividends would affect the 
taxable investment's return; 
d. the fact that ordinary income tax rates will apply to withdrawals from a tax-
deferred investment; 
e. its underlying assumptions; 
f. the potential impact resulting from federal or state tax penalties (e.g., for early 
withdrawals or use on non-qualified expenses); and 
g. that an investor should consider his or her current and anticipated investment 
horizon and income tax bracket when making an investment decision, as the 
illustration may not reflect these factors. 

 
4.1.6 Standards for the Disclosure of Fees, Expenses and Standardized Performance 
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Retail communications and correspondence that present non-money market fund open-end 
management investment company performance data as permitted by Securities Act Rule 482 and 
Rule 34b-1 under the Investment Company Act must disclose: 
 

(i) the standardized performance information mandated by Securities Act Rule 482 and 
Rule 34b-1 under the Investment Company Act; and 
(ii) to the extent applicable: 

a. the maximum sales charge imposed on purchases or the maximum deferred 
sales charge, as stated in the investment company's prospectus current as of the 
date of distribution or submission for publication of a communication; and 
b. the total annual fund operating expense ratio, gross of any fee waivers or 
expense reimbursements, as stated in the fee table of the investment company's 
prospectus described in paragraph (d)(5)(A)(ii)(a). 

 
All of the information required by this section must be set forth prominently, and in any print 
advertisement, in a prominent text box that contains only the required information and, at the 
member's option, comparative performance and fee data and disclosures required by Securities 
Act Rule 482 and Rule 34b-1 under the Investment Company Act. 
 

4.1.7 Testimonials 
If any testimonial in a communication concerns a technical aspect of investing, the person making 
the testimonial must have the knowledge and experience to form a valid opinion. 
 
Retail communications or correspondence providing any testimonial concerning the investment 
advice or investment performance of the Firm or regarding its products must prominently 
disclose the following: 

(i) The fact that the testimonial may not be representative of the experience of other 
customers. 
(ii) The fact that the testimonial is no guarantee of future performance or success. 
(iii) If more than $100 in value is paid for the testimonial, the fact that it is a paid 
testimonial. 
 

4.1.8 Recommendations 
Retail communications that include a recommendation of securities must have a reasonable basis 
for the recommendation and must disclose, if applicable, the following: 

(i) that at the time the communication was published or distributed, the Firm was making 
a market in the security being recommended, or in the underlying security if the 
recommended security is an option or security future, or that the Firm or associated 
persons will sell to or buy from customers on a principal basis; 
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(ii) that the Firm or any associated person that is directly and materially involved in the 
preparation of the content of the communication has a financial interest in any of the 
securities of the issuer whose securities are recommended, and the nature of the financial 
interest (including, without limitation, whether it consists of any option, right, warrant, 
future, long or short position), unless the extent of the financial interest is nominal; and 
(iii) that the Firm was manager or co-manager of a public offering of any securities of the 
issuer whose securities are recommended within the past 12 months. 

 
The Firm must provide, or offer to furnish upon request, available investment information 
supporting the recommendation. When the Firm recommends a corporate equity security, the 
Firm must provide the price at the time the recommendation is made. 
 
A retail communication or correspondence may not refer, directly or indirectly, to past specific 
recommendations of the Firm that were or would have been profitable to any person; provided, 
however, that a retail communication or correspondence may set out or offer to furnish a list of 
all recommendations as to the same type, kind, grade or classification of securities made by the 
Firm within the immediately preceding period of not less than one year, if the communication or 
list: 

(i) states the name of each such security recommended, the date and nature of each such 
recommendation (e.g., whether to buy, sell or hold), the market price at that time, the 
price at which the recommendation was to be acted upon, and the market price of each 
such security as of the most recent practicable date; and 
(ii) contains the following cautionary legend, which must appear prominently within the 
communication or list: “it should not be assumed that recommendations made in the 
future will be profitable or will equal the performance of the securities in this list.” 
 

It is noted that these terms do not apply to any communication that meets the definition of 
“research report” for purposes of Rule 2241 and includes all of the applicable disclosures required 
by that Rule. 
 
Further these terms do not apply to any communication that recommends only registered 
investment companies or variable insurance products; provided, however, that such 
communications must have a reasonable basis for the recommendation. 

4.2 Retail Communications 

Reference: 
FINRA Rule(s) 2210 
SEC Rule(s) N/A 
MSRB Rule(s) 0-21 
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This Section deals with the definitions and steps necessary to gain approval of retail 
communications and sales literature. 
 
” Retail communication” means any written (including electronic) communication that is 
distributed or made available to more than 25 retail investors within any 30 calendar-day period. 
Retail investor means any person other than an institutional investor, regardless of whether the 
person has an account with VSLLC. 
 
FINRA Rule 2210(b) requires VSLLC to ensure that all retail communications are approved by an 
appropriately qualified registered principal before the earlier of first use or filing with FINRA's 
Advertising Regulation Department. Each item of the Firm's retail communication (which will also 
include speaking engagements and other public appearances) must be approved by the DP prior 
to use or filing with FINRA. Evidence of approval includes: (1) the name of the person preparing 
the advertisement, (2) the DP's initials and, (3) the date of review on a copy of the advertisement 
or the prototype to be used. If applicable, retail communications relating to products that require 
specialized supervisory licenses such as, options; will be also be reviewed by the DP for those 
products. 
 
A registered principal does not need to approve any retail communication that has already been 
filed with FINRA and that FINRA has deemed consistent with applicable standards, provided the 
communication has not been materially altered. 
 
In addition, prior to use, approval is not required if the DP supervises and reviews the following 
types of retail communications in the same manner as correspondence pursuant to NASD Rule 
3010(d): 

• any retail communication that does not make any financial or investment 
recommendation or otherwise promote a product or service of the member, including 
communications excepted from the definition of research reports; or 

• any retail communication that is posted on an online interactive electronic forum. 
 
The Firm must file the following retail communications at least 10 business days prior to first use 
or publication: 

• retail communications that contain bond mutual fund volatility ratings; 
• retail communication that include rankings or performance comparison information that 

is not generally published or that is created by the investment company; 
• security futures retail communications; and 
• retail communications concerning options used prior to delivery of the options disclosure 

document must be filed 10 calendar days prior to use. 
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The Firm must file the following retail communications within 10 business days of use: 
 

• registered investment company retail communications. Please note: If the 
communication includes a performance ranking, the corroborating rankings or 
comparison information must also be included with the filing; 

• retail communications concerning any structured or derivative product registered under 
the Securities Act; 

• retail communications concerning public direct participation programs; 
• retail communications concerning collateralized mortgage obligations registered under 

the Securities Act; 
• final filmed versions of television and video communications previously filed in draft form; 

and 
• Any templates for written reports or any retail communications concerning investment 

analysis tools. Per FINRA Rule 2214(a), firms must provide FINRA with access to the tool. 
 

In addition, retail communications concerning options used prior to delivery of the options 
disclosure document must be filed with FINRA 10 calendar days prior to use. 
The filing requirements do not apply to institutional communications and correspondence. 

 
4.2.1 Maintenance of Retail Communication Files 

Reference: 
FINRA Rule(s) 2210 
SEC Rule(s) N/A 
MSRB Rule(s) G-21 
 
The Firm will maintain, for at least three (3) years, a centralized retail communications file 
containing: 

1. All retail communications with corresponding run dates 
2. The evidence of DP review of such material(s) 
3. The date of the principal review 
4. Any FINRA comments regarding the retail communication (if applicable) 

4.3 Websites 

Reference: 
FINRA Rule(s) 3110, 2210 
SEC Rule(s) 17a-4 
MSRB Rule(s) 0-21 
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The Firm will consider any website to be a form of retail communication that is subject to 
general and specific standards for communications with the public as deemed in Rule 2210 of 
FINRA Rules, as well as relevant SEC rules, and Firm pre-approval. RRs are required to attain 
prior approval for any new website, and prior approval for any material change to an existing 
website by submitting materials to the CCO. 
 
On its website, the Firm requires that all disclosures and disclaimers on the site are complete, 
prominent and easily recognized. The Designated Principal will be responsible for submitting 
the request for a Website with FINRA's Advertising Department that will include a hard copy 
of each page in the site, and will identify all hyperlinked screens within the site by underlining 
or highlighting the linked text. Any changes to the site shall be re-filed. 
 
The Firm’s website is required to include a readily apparent reference and hyperlink to 
BrokerCheck on (1) the initial Web page that the Firm intends to be viewed by retail investors, 
and (2) any other Web page that includes a professional profile of one or more registered 
persons who conduct business with retail investors. The CCO will ensure that the site does not 
contain the FINRA logo, however that reference may be made to VSLLC as a “Member of 
FINRA” provided a link to FINRA’s website (www.finra.org) it in near proximity to the claim. 
 
The Firm’s website must include a link to SIPC website (www.sipc.org) in near proximity to any 
reference regarding its membership in SIPC. 
 
The CCO is responsible for ensuring that content on the Firm’s website adheres to FINRA rules 
and guidance, and may reference the Advertising-Related Notices arranged by topic at 
http://www.finra.org/industry/retail communications-regulation-related-notices. 
 
RRs may be permitted to publish independent websites, however the CCO’s prior written 
approval is required.  RRs websites must adhere to the same content guidelines as for the 
Firms’ website, as described above. 

4.4 Social Networking, Chat Rooms, Bulletin Boards 

 
Reference: 
Securities Act of 1934: 
SEC Rule 17a-3, 17a-4 
FINRA Rule(s) 2210, 2111, 2711 
FINRA Rule(s) 3110, 4530 
FINRA NTM(s) 01-23 
FINRA RN(s) 07-59, 10-06, 11-39 
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MSRB Rule(s) N/A 
 
The Firm has established the following policies and procedures to comply with FINRA Rules and 
guidance including Regulatory Notice 10-06 which requires the Firm to have supervisory 
procedures in place to monitor RR use of interactive and static social networking for business 
purposes. 
 
The definition of "public appearance" in FINRA Rule 2210 includes unscripted participation in an 
interactive electronic forum such as a chat room or online seminar. Rule 2210 does not require 
firms to have a registered principal approve in advance the extemporaneous remarks of 
personnel who participate in public appearances. However, these interactive electronic forums 
are subject to other supervisory requirements and to the content requirements of FINRA’s 
communications rule. 
 
The treatment of a blog under Rule 2210 depends on the manner and purposes for which the 
blog has been constructed. 
 
The Firm considers static postings to constitute retail communications under Rule 2210. If an RR 
sponsors such a blog, he/she must obtain the approval of the DP prior to any such posting. 
However, many blogs enable users to engage in real-time interactive communications. If the blog 
is used to engage in real-time interactive communications, the Firm would consider the blog to 
be an interactive electronic forum that does not require prior DP approval, but does require 
supervision and which must be disclosed to the Firm. 
 
Social networking sites, such as Facebook, Twitter and LinkedIn, typically include both static 
content and interactive functions. The Firm requires prior approval by the CCO for any associated 
person’s participation in a networking site. 
 
VSLLC prohibits RRs from participation in “chat rooms” that discuss business related topics, 
and/or with a direct or indirect implication to the Firm’s business. RRs are advised to contact the 
Director of Compliance for more information. 
 

The Firm prohibits its associated persons from posting information relative to the securities 
business on any “bulletin board” or other such device other than company sponsored and hosted 
internal systems. 

 
The CCO is responsible for ensuring that sufficient training is made available to all appropriate 
affiliated personnel to make them aware of the regulatory issues and internal policies and 
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procedures concerning social networking. The DP is responsible for an RRs ongoing compliance, 
including monitoring of approved sites, and monitoring to ensure that declined sites/activity 
remain inactive/unused. 
 
Supervisory Review Procedures and Documentation  
 
The CCO is responsible for seeing that all newly-registered personnel sign an attestation 
indicating their awareness of the fact that they may not utilize any social networking sites on 
behalf of the Firm without first receiving written approval. On an annual basis, generally at our 
annual compliance meeting, an attestation will again be required, indicating that the individual 
continues to adhere to our policies and procedures. 
 
The CCO will oversee our policy regarding granting permission to communicate, or to permit our 
associated persons to communicate, through social media sites. Should such permission be 
granted, the CCO is responsible for ensuring that we can retain records of those communications 
as required by SEC Rules 17a-3 and 17a-4 under the Securities Exchange Act of 1934 and FINRA 
Rule 3110. The content of the communication will determine whether or not the Firm must retain 
electronic communication records. 
 
In addition, the CCO will ensure that all associated individuals are aware of the fact that in 
instances where we or an associated person recommends a security through a social media site, 
suitability requirements (under Rule 2111) are adhered to. (Notice to Members 01-23, "Online 
Suitability," will be referred to, both in terms of suitability requirements and when an online 
communication falls within the definition of "recommendation" (under Rule 2111). 
 
The Firm’s internal policy is to prohibit all interactive electronic communications that recommend 
a specific investment product or strategy and any link to such a recommendation. Any variances 
to this prohibition must have all content reviewed and approved in advance by an appropriate 
supervising principal. 
 
The CCO is responsible for making it clear to all associated personnel that the content provisions 
of FINRA’s communications rules apply to interactive electronic communications that this firm or 
its personnel send through a social media site and that such communications must be supervised 
(and monitored). The RR attestations will be relied up as determining an RR’s use of networking, 
and compliance with the Firm’s policies. The DP is responsible for ongoing oversight to prevent 
and detect potential violations. To perform his/her oversight, the DP reviews communications 
(which may indicate other avenues for communications) and may from time to time conduct 
online searches of popular sites to ascertain whether an associated person is in compliance. 
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The CCO will determine what risk-based principles we should utilize to determine the extent to 
which the review of incoming, outgoing and internal electronic communications is necessary for 
the proper supervision of our business. 
 
If deemed appropriate, the Firm may adopt procedures that require principal review of some or 
all interactive electronic communications prior to use or may adopt various methods of post-use 
review, including sampling and lexicon-based search methodologies (as discussed in Regulatory 
Notice 07-59). 
 
The CCO is also responsible for overseeing policies and procedures that we may have in effect for 
the review by a supervisor of Associated Persons' incoming, outgoing and internal electronic 
communications that are of a specific subject matter that require review under FINRA rules and 
federal securities laws, including: 
 
 FINRA Rule 2241 requires that a firm’s legal and compliance department be copied on 

communications between non-research and research departments concerning the 
content of a research report; 

 FINRA Rule 4530 requires the identification and reporting of customer complaints; 
 FINRA Rule 3110 requires the identification and prior written approval of every order error 

and other account designation change. 
 
The CCO will also ensure that "third-party posts" are appropriately reviewed as third-party 
content can be attributable to the Firm if we have (1) involved ourselves in the preparation of 
the content or (2) explicitly or implicitly endorsed or approved the content. 

4.5 Telephone Solicitations 

 
Reference: 
FINRA Rule(s) 3110 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The Firm and its associated persons are subject to restrictions that govern telephone solicitations 
to residences. "Telephone solicitation" is defined as a telephone call initiated for the purposes of 
encouraging the purchase of securities. 
 
In general, the Firm does not engage in telephone solicitation (i.e. cold calling). The telemarketing 
procedures that follow are provided for informational purposes only. Any RR wishing to engage 
in telemarketing must contact the Director of Compliance before engaging in such solicitations. 
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The DP is responsible for ensuring that the Firm's RRs are aware of this policy and its restrictions. 
 

1. Telephone solicitations to residences may not be made before 8:00 a.m. or after 9:00 p.m. 
in the time zone of the called party's locations. 

2. The caller must provide to the called party, the name of the person or entity on whose 
behalf the call is being made; a telephone number or address at which the caller may be 
contacted; and disclosure that the purpose of the call is to solicit the purchase of 
securities or related services. 

3. A "Do Not Call" list must be established that includes the names of individuals who have 
specifically requested they not be called for solicitations. Do Not Call lists must be 
retained for 10 years. 

4. Prerecorded telephone calls to residences are prohibited. 
5. The telephone number of the sender may not be a 900 number or other number where 

the called party will incur a charge for notifying the sender of a desire not to be called. 
Consumers may not be charged to protect their privacy. 

 
The restrictions do not apply to existing clients of the Firm (i.e. accounts that have had some 
activity in the last 12 months - trading, credit of interest earned, etc.) 
 

4.6 Consolidated Statements 

 
The Firm requires that consolidated statements must be clear, accurate and not misleading. For 
assets held at the Firm, this includes providing information, including valuations, that is 
consistent with the customer’s official account statement. For assets held away, this includes, 
among other things, taking reasonable steps to accurately reproduce information obtained 
regarding outside accounts and not to include information that is false or misleading. Therefore, 
the Firm requires that these reports are constructed and provided in such a manner that neither 
customers nor third parties with whom the customer interacts (e.g., banks, mortgage companies, 
other broker-dealers) are likely to be confused or misled as to the nature of the information 
presented, or mistake these documents for official account statements regarding the reported 
assets. The reports should clearly delineate between information regarding assets held on behalf 
of the customer, which are included on the Firm’s books and records, and other external accounts 
or assets. 
 
Due to the potential risks related to consolidated reporting, the Firm has implemented 
supervisory procedures designed to ensure regulatory compliance, data accuracy and adherence 
to supervisory procedures. 
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Consolidated statements must be provided to the DP PRIOR to distribution to any customer.  The 
statements shall be provided in original format because the DP will send them, if approved, 
directly from the home office.  The statements must be accompanied by supporting 
documentation including at minimum validating documents to support the pricing on the 
statements from an independent and reliable third party such as a qualified custodian or service 
provider (DST). The statements must also be accompanied by a pre-addressed envelope 
(addressed to the customer). 
 
Upon receipt, the DP will review the materials for accuracy and completeness. If accurate, the DP 
will initial both the original statement and the envelope. The original statement will be mailed 
directly from the home office.  Administrative personnel will be trained to recognize the mark of 
the DP‘s approval, as a measure to ensure that no consolidated statement is sent to a customer 
without prior approval.  Record of the approval will be retained among the Firm’s central records. 
 
In addition to ensuring that the overall design of the statement, the DP will review for the 
following components and/or disclosures in the consolidated statements as a condition of 
approval: 
 

1. that the consolidated report is provided for informational purposes and as a courtesy to 
the customer, and may include assets that the Firm does not hold on behalf of the 
customer and which are not included on the Firm’s books and records; 

2. the names of the entities providing the source data or holding the assets, their 
relationship with each other (e.g., parent, subsidiary or affiliated organization) and their 
respective functions (introducing/carrying brokerage firms, fund distributor, 
banking/insurance product providers, etc.); 

3. a statement clearly distinguishing between assets held or categories of assets held by 
each entity included in the consolidated report; 

4. the customer’s account number and contact information for customer service at each 
entity included in the consolidated report; 

5. notice that assets held away may not be covered by SIPC; and 
6. if the consolidated report provides aggregate values for several different assets, an 

explanation of how the aggregated values of the different types of assets were 
arithmetically derived from separate asset totals. 

4.7 Holding Customer Mail 

 
Reference: 
FINRA Rule(s) 3110(c) 
SEC Rule(s) 17a-3 and 17a-4 



Vanderbilt Securities, LLC WSPs  Page 49

MSRB Rule(s) G-19 
 
RRs are permitted to hold customer mail for a maximum of 60 days (or 90 days if the customer is 
out of the country) provided: 

 The customer has made a request in writing 
 The CCO has reviewed and approved the request in advance in writing. 
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5 PROHIBITED PRACTICES CONSIDER CODE OF ETHICS 
 
Reference: 
FINRA Rule(s) 3110 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The DP assigned to the RR and the CCO will ensure that the RRs comply with the following 
prohibitions and policies: 
 

o RR will notify a Principal of the Firm immediately if he/she should become involved in any 
judicial or regulatory investigation. RR will not respond to any requests for information 
from regulatory authorities until advised to do so by the Director of Compliance. 

o RR will not solicit or effect transactions for customers in states that The RR is not 
registered. 

o RR will not make false or misleading statements or fail to state material facts in 
connection with a securities transaction. 

o RR will not accept any order from a third party without prior written authorization signed 
by the customer. 

o RR, or any other associated person, will not warrant or guarantee the present or future 
value or price of any securities, or that any company or issuer of securities will meet 
specified promises or obligations. 

o RR will not agree to repurchase at some future time any security from a client for The RR's 
own account, for the account of the company, or for any other account. 

o RR will not act as a personal custodian for securities, stock powers, money or other 
property belonging to a client. 

o RR will not maintain a joint account in securities with any client or share any benefit with 
any client resulting from a securities transaction without written approval of a Principal. 

o RR personally will not pay any fees or other gratuities to any individual or for prospective 
customers or sales. 

o RR will not execute any unauthorized transactions. 
o RR will not misappropriate customers' funds or securities. 

 
The following activities are prohibited by the Firm: 
 

o Accepting or receiving (directly or indirectly) any bonus, commission, fee, gratuity or 
other compensation in connection with any transaction in the investment field or what 
may be construed as an investment from any person, corporation, or association other 
than the Firm without the prior consent of the Firm; 
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o Accepting orders for a third party's account without the prior written authorization of the 
customer, this would include, as an example, the husband's actions for a wife without 
written authority to do so; 

o Acting as a personal custodian of securities. This would include holding checks or 
securities in the RR’s possession longer than the close of business on the day in which 
they were received; 

o Agreeing to repurchase a security from a customer for the RR's own account, or for that 
of the Firm at any future time; 

o Altering any document signed by a customer without evidence of the customer’s consent 
and/or instructions; 

o Borrowing money or securities from a customer; 
o Charging or earning advisory or planning fees without prior affiliation with an approved 

independent RIA; 
o Churning or over-activity in a customer account. This includes any transaction that is not 

done in the interest of the investor but rather is consummated in the financial interest of 
the RR; 

o Converting the assets of any customer to unintended purposes, including but not limited 
to those uses that may directly or indirectly benefit the RR; 

o Distributing material marked "internal use only" or "for broker-dealer use only" or similar 
disclosure to a customer or potential customer; 

o Engaging in deceptive, dishonest, or unfair practices; 
o Engaging in inappropriate methods of sales, such as affinity sales (sales based on 

inappropriate use of pressure related to the RR or the customer’s affinity to any particular 
ethnic, religious or other social or cultural category), high-pressure sales, or other sales 
methods used for the benefit of the RR without consideration of the needs, objectives or 
other customer interests. 

o Failing to apprise the customer of all available options related to a mutual fund 
investment, including but not limited to alternative shares classes, rights of accumulation, 
breakpoints, letter of intent; 

o Failure to deliver disclosure document, including the prospectus, solicitor disclosure, Risks 
and Characteristics of Options, explanation of investments, privacy policy, margin 
disclosure statement or any other required disclosure; 

o Failing to adhere to documentation and retention requirements imposed by the Firm, 
including retention of all customer communications, electronic and written, and other 
requirements. 

o Forwarding or agreeing to forward transaction confirmations; 
o Guaranteeing customer against loss when no guarantee is warranted; warranting or 

guaranteeing the present or future value or price of any security, or that any company or 
issuer will meet its obligations or promises; 
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o Holding discretionary authority over a customer's account 
o Incompletely/inappropriately disclosing an outside business activity to the Firm; 
o Lending money or securities to customers; 
o Making unsuitable recommendations to any customer; 
o Misappropriating customer funds, including the conversion of customer funds to the 

separate and inappropriate uses of the RR or a third party; 
o Misrepresenting product data and information, failing to disclose all relevant risks, 

misstating or misrepresenting performance or other factual information regarding the 
product; 

o Opening a security account or making any investment with another firm on the RR’s own 
behalf, or for any account or investment under the direct or indirect control of the RR, 
without the prior written consent of the Firm; 

o Rebating (directly or indirectly) any part of the RR compensation to any person, firm or 
corporation. This includes a prohibition against paying referral fees, unless specifically 
approved in writing by the Firm; 

o Selling mutual funds to a customer shortly before the ex-dividend date without first 
explaining the consequence of such a sale; 

o Sending business directly to a product sponsor thereby avoiding supervisory oversight by 
the supervisor or the Firm; 

o Settling errors, complaints or claims directly with the customer; 
o Signing a customer's, or any other persons' signature, even with their permission to do 

so; 
o Soliciting and/or selling products that have not been approved by the Firm, for which the 

RR is not approved, licensed or otherwise properly registered to solicit, and/or which have 
not been "blue-skied" in the state of sale; 

o Soliciting or selling any security (including variable products) without a FINRA registration 
or state license; 

o Taking, receiving (directly or indirectly) a share in the profits or losses of any customer's 
account (other than a family member); 

o Using unapproved advertisement or sales material; and 
o Using unapproved or misleading product and/or performance illustrations. 

 
The following are prohibited when calling customers or prospective customers: 

1. Threats, intimidation, and the use of profane or obscene language. 
2. Calling a person repeatedly with the intent to annoy, abuse, or harass the called party. 
3. The use of “scripts” is strictly prohibited without prior written approval. 

 
The DP will evidence a general review of the RR's activities and will retain notations as deemed 
appropriate by the CCO on internal records, including but not limited to customer and transaction 
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data. 

5.1 Free-Riding and Withholding 

 
5.1.1 Immediate Family Members 

 
The interpretation permits the firm to sell “hot issue” to a restricted person’s immediately family 
member, a person associated with an investment partnership or corporation and their 
immediately families, a finder, a person acting in a fiduciary capacity to the managing underwriter 
(attorneys, accountants, financial consultants, or their immediate families), a bank or trust 
company under certain conditions. 
 
If registered representatives wish to sell a hot issue to any of the foregoing persons, they must 
contact the Firm's DP for approval before the sale. The sales may be approved if: 

A. The restricted person does not contribute, directly or indirectly, to the support of the 
family member 

B. The member firm is prepared to demonstrate that the securities were sold to the family 
member or the persons enumerated above in accordance with the normal investment 
practice (as defined by FINRA) of the member firm; the aggregate of the securities sold is 
insubstantial and not disproportionate in amount compared to sales made to members 
of the public; and the amount sold to anyone family member or the persons enumerated 
above is insubstantial in amount. 

 
5.1.2 Investment Partnerships or Corporations 

 
Additionally, no sale of a hot issue may be made to a domestic or foreign investment partnership 
or corporation (defined to include hedge funds, investment clubs and other like accounts), unless 
prior to execution, the member firm receives from the account: 
A "Blind Trust Letter" (Form FR-I, found in the Appendix (Titled: "FINRA FORM FR-I") stating the 
names and business connections of all persons having a beneficial interest in the account; or 
An opinion of legal counsel, stating that counsel reasonably believes that no restricted individuals 
have a beneficial interest therein. 
 

5.1.3 Conduit Accounts 
 
When a conduit (such as an investment adviser or other third party) places an order for a hot 
issue, a record should be made of the conduit's affirmation that the ultimate purchaser is not a 
restricted person as defined by the interpretation. 
 



Vanderbilt Securities, LLC WSPs  Page 54

 
The record should be one of the following: 

 A "Blind Trust Letter" (Form FR-I, found in the Appendix (Titled: "FINRA FORM FR-I"» 
stating the names and business connections of all persons having a beneficial interest in 
the account; or 

 An opinion of legal counsel, stating that counsel reasonably believes that no restricted 
individuals have a beneficial interest there in of the offering. 

 
5.1.4 Venture Capital Investors 

 
The Interpretation permits the Firm to sell a "hot issue" to a venture capitalist, or an undisclosed 
principal of a bank or a trust company under certain conditions. If registered representatives wish 
to sell a hot issue to any of the foregoing, they must contact the Firm's DP for approval before 
any such sale.  Such sales may be approved if: 
 

 The Venture Capital Investor has held an ownership interest in the company issuing the 
hot issue securities for a period of one year prior to the effective date of the public 
offering; 

 The acquisition of the hot issue securities in the public offering does not increase the 
percentage equity ownership of the Venture Capital Investor in the company above that 
held three months prior to the filing of the registration statement in connection with the 
offering; 

 The Venture Capital Investor received no special terms in connection with the purchase; 
and 

 The securities purchased shall be restricted from sale or transfer for a period of three 
months following the conclusion of the offering. 

 
5.1.5 Undisclosed Principal of Bank or a Trust Company 

 
An affirmative inquiry is made of such bank, trust company. or other conduit as to whether the 
ultimate purchasers would be a restricted person and receives satisfactory assurance that the 
ultimate purchases would not be such persons, and that the securities would not be sold in a 
manner inconsistent with the provisions of the interpretation; otherwise, there shall be a 
rebuttable presumption that the ultimate purchasers were restricted persons or that the 
securities were sold in a manner inconsistent with the provisions of the Interpretation; 
A recording is made on the order memorandum, or its equivalent, or on some other supporting 
document, of the name of the person to whom the inquiry was made at the bank, trust company 
or other conduit as well as the substance of what was said by that person and what was done as 
a result thereof; 
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The order memorandum, or its equivalent, is initialed by a registered principal. 
 

5.1.6 Exempt Persons 
 
The following subsections identify persons to which FINRA Interpretations do not apply: 
 

5.1.6a Limited Business Broker-Dealer 
 
The restrictions placed on associated persons pursuant to the Interpretations shall not apply to 
persons associated with FINRA members engaged solely in the purchase or sale of either 
investment company/variable contracts securities or direct participation program securities. 
 

5.1.6b Associated Person 
 
A person associated with a member or any other broker/dealer, shall not include a person whose 
association with FINRA member is limited to a passive ownership interest in the member of ten 
percent or less, and who does not receive hot issues from the member in which he or she has the 
ownership interest; and that such member is not in a position to direct hot issues to such person. 
 

5.1.7 Violations 
 
It is important to note that FINRA Board of Governors expressly provides that both the associated 
person who purchased the "hot issue" securities, as well as the member firm who sold the 
securities, are in violation of FINRA Rules and the Interpretation and will take appropriate 
disciplinary action. 
 

5.1.8 Definitions 
 
The following subsections are definitions relevant to FINRA’s Interpretation: 
 
Normal investment practice shall mean the history of investment of a restricted person in an 
account or accounts maintained by the restricted person. 
 
Usually the previous one-year period of securities activity is the basis for determining the 
adequacy of a restricted person’s investment history. Where warranted, however, a longer or 
shorter period may be reviewed. It is the responsibility of the registered representative effecting 
the allocation, as well as the member, to demonstrate that the restricted person's investment 
history justifies the allocation of hot issues. Copies of customer account statements or other 
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records maintained by the registered representative or the member may be utilized to 
demonstrate prior investment activity. In analyzing a restricted person's investment history 
FINRA believes the following factors should be considered: 
 

 The frequency of transactions in the account or accounts during that period of time. 
Relevant in this respect are the nature and size of investments 

 A comparison of the dollar amount of previous transactions with the dollar amount of the 
hot issue purchase. If a restricted person purchases $1,000 of a hot issue and his account 
revealed a series of purchases and sales in $100 amounts, the $1,000 purchase would not 
appear to be consistent with the restricted person's normal investment practice. 

 
The practice of purchasing mainly hot issues would not constitute a normal investment practice. 
FINRA does, however, consider as contributing to the establishment of a normal investment 
practice, the purchase of new issues, which are not hot issues as well as secondary market 
transactions. 

 
5.1.9 Disproportionate Allocations 

 
In respect to the determination of what constitutes a disproportionate allocation, FINRA uses a 
guideline of 10% of the member's participation in the issue, however acquired. The 10% factor is 
merely a guideline and is one of a number of factors that are considered in reaching 
determinations of violations of the Interpretation on the basis of disproportionate allocations.  
 
These other factors include, among other things: 

 
 The size of the participation; 
 The offering price of the issue; 
 The amount of securities sold to restricted accounts; and 
 The price of the securities in the after-market. 

 
It should be noted that disciplinary action has been taken against members for violations of the 
Interpretation where the allocations made to restricted accounts were less than 10% of the 
member's participation. The 10% guideline is applied as to the aggregate of the allocations. 
 
This requirement is separate and distinct from the requirements relating to disproportionate 
allocations and normal investment practice. In addition, this term applies both to the aggregate 
of the securities sold to restricted accounts and to each individual allocation. There could be a 
substantial allocation to an individual account in violation of the Interpretation and yet be no 
violation on that ground as to the total number of shares allocated to all accounts. The 
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determination of whether an allocation to a restricted account or accounts is substantial is based 
upon, among other things, the number of shares allocated and/or the dollar amount of the 
purchase. 
 

5.2 Front-Running 

 
Reference: 
FINRA Rule(s) 2010 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The Firm is not permitted to benefit from placing the Firm's or its associated person’s security 
orders "in front of" the client's order to buy or sell the same security (thereby receiving a better 
price than the client). Any orders being executed for the Firm or its associated persons, which are 
for the same security as its clients, should be executed after the clients' order and should indicate 
both the time of entry and the execution price of the orders. DPs shall review transaction records 
to monitor for instances of front-running.  DPs shall notify the CCO of any instances in which 
front-running may be a concern. The CCO will determine the appropriate course of next action. 
In addition to the reviews of logs and blotters, the CCO will review exception reports as an added 
layer of surveillance. The Firm will maintain evidence of reviewed transaction records such as 
logs, blotters and exception reports as evidence that no violations of the front-running rule have 
occurred. 

5.3 Insider Trading 

 
Reference: 
FINRA Rule(s) NTM 89-05 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
This section of the procedures is included to comply with the Insider Trading and Securities Fraud 
Enforcement Act of l988 (the Act). 
 
The Act expressly requires every broker-dealer to establish, maintain, and enforce written 
policies and procedures that are "reasonably designed" to prevent and detect insider trading 
abuses, including the misuse of inside information by Associated Persons. 
 
Failure to comply with the requirements contained in Section 15 of the Securities Exchange Act 
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of 1934, can give rise to significant consequences. 
The Act does not specify the types of policies and procedures required, but rather states that 
they must be "reasonably designed," taking into consideration the nature and scope of the Firm's 
business. 
 
The following are the insider trading policies based on the nature and scope of the Firm's activity. 
 

5.3.1 Overview of Insider Trading 
 
The Firm has established procedures reasonably designed to prevent the misuse of inside 
information considering the Firm's business, structure, size and other relevant factors. 
 
The Firm is committed to preventing insider trading and to punishing any employee who engages 
in this practice or fails to comply with the above steps designed to preserve the, confidentiality 
of inside information. These procedures are a vital part of the Firm's compliance efforts and must 
be adhered to. The procedures will be updated as necessary. 
 

5.3.2 Prohibition Against Action or Disclosure 
 
Reference: 
FINRA Rule(s) NTM 89-05 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Firm policy prohibits Associated Persons and associated persons from effecting securities 
transactions while in the possession of material, non-public information. Associated Persons are 
also prohibited from disclosing such information to others. The prohibition against insider trading 
applies not only to the security to which the inside information directly relates, but also to related 
securities, such as options or convertible securities. 
 
If Associated Persons receive inside information, they are prohibited from trading on that 
information, whether for the account of the Firm or any customer, or their own account, any 
accounts in which they have direct or indirect beneficial interest (including accounts for family 
members) or any other account over which they have control, discretionary authority or power 
of attorney. 
 

5.3.3 Annual Certification 
 
Reference: 
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FINRA Rule(s) NTM 89-05, FINRA Rule 3130 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Associated Persons and associated persons are required to annually certify their knowledge of 
and compliance with the Firm's insider trading policy. This certification is acknowledged by 
signing the Annual Compliance Meeting attendance statement or a form deemed to be adequate 
by the CCO. 
 

5.3.4 Firm Policy Regarding Insider Trading 
 
Reference: 
FINRA Rule(s) NTM89-05 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
This policy is intended to provide information and guidance concerning the restrictions on insider 
trading, which is an enforcement priority of the Securities and Exchange Commission and the 
Department of Justice. It also explains policies adopted by the Firm to prevent fraudulent or 
deceptive practices relating to trading on material, non-public information ("insider trading"). 
Trading in securities on the basis of material, non-public information ("inside information") is 
prohibited and contrary to Firm policy. The penalties for insider trading can be considerable, 
including loss of profits plus treble damages, criminal sanctions including incarceration, loss of 
employment and permanent bar from the securities industry. This policy applies to all associates 
of the Firm. 
 
The prohibition against insider trading includes the following: if an associated person is in 
possession of material nonpublic information about a company or the market for a company's 
securities, an associated person must either publicly disclose the information to the marketplace 
or refrain from trading. Generally, disclosure is not an option and the effect is to require an 
individual to refrain from trading. You also may not communicate inside information to a second 
person who has no official need to know the information. 
 
Information is considered material if there is a substantial likelihood that a reasonable 
investor would consider it important in deciding to buy or sell a security. In addition, 
information that, when disclosed, is likely to have a direct effect on a security's price should 
be treated as material. Examples include information concerning impending tender offers, 
leveraged buan associated persons, mergers, sales of subsidiaries, significant earnings 
changes and other major corporate events. 
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Generally, a person violates the insider trading prohibition when that person violates a duty owed 
either to the person on the other side of the transaction or to a third party (such as a customer 
or employer) by trading on or disclosing the information. The insider trading prohibition applies 
to an issuer's directors, officers and Associated Persons, investment bankers, underwriters, 
accountants, lawyers and consultants, as well as other persons who have entered into special 
relationships of confidence with an issuer of securities. 
 
Virtually anyone can become subject to the insider trading prohibition merely by obtaining 
material nonpublic Information by unlawful means or by lawfully obtaining such information and 
improperly using it. This is known as misappropriation. If an associated person receives material, 
nonpublic information as part of legitimate business dealings on behalf of the Firm or its 
customers and the associated persons then uses that information to trade in securities, or if the 
associated person transmits that information to another person for purposes of trading in 
securities (so-called "tipping"), the associated person would likely be guilty of insider trading. 
Insider trading liability may also be derivative. A person who has obtained inside information (so. 
called "tipping) from a person who has breached a duty or who has misappropriated information 
may also be held liable. 
 
The foregoing is just a synopsis of the insider trading prohibition. Because the law in this area is 
complex, the Firm has adopted the following guidelines, which are designed to prevent violations 
of the insider trading rules. 
 

5.3.5 When the Firm is an Insider 
 
Reference: 
FINRA Rule(s) 5280 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The Firm may be deemed an insider when it comes into possession of inside information through 
its various activities. 
 

5.3.6 Guidelines for Treatment of Customer Information 
 
The Firm considers confidential all information concerning its customers including, by way of 
example, their financial condition, prospects, plans and proposals. The fact that we have been 
engaged by a company as well as the details of that engagement is also confidential. The Firm's 
reputation is one of its most important assets. The misuse of customer information can damage 
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that reputation as well as customer relationships. 
 

5.3.7 What to Do if You Learn Inside Information 
 
Reference: 
FINRA Rule (s} NTM 89-05 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
It is not illegal to learn inside information. It is, however, illegal for an associated person to trade 
on such information or to pass it on to others who have no legitimate business reason for 
receiving such information. 
 
If an associated person believes he/she has learned inside information, other than in the ordinary 
course of business (such as investment bankers who learn inside information when working on 
an engagement), contact Compliance immediately so that we may address the insider trading 
issues and preserve the integrity of the Firm's activities. The Firm prohibits an associated person 
from trading on the information or discussing the possible inside information with any other 
person at the Firm. If an associated person become aware of a breach of these policies or of a 
leak of inside information, he/she is to advise the CCO immediately. 
 

5.3.1 Confidentiality of Material Non-Public Information 
 
Reference: 
FINRA Rule(s) NTM 89-05 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
If an associated person is in a position within the Firm to access inside information, the following 
are steps an associated person must take to preserve the confidentiality of inside information: 
 

1. Material inside information should be communicated only when there exists a justifiable 
reason to do so on a "need to know" basis inside or outside the Firm. Before such 
information is communicated to persons within the Firm, an associated person 
department or another person an associated person believe needs to know, contact an 
associated person department manager or Compliance. 

2. Do not discuss confidential matters in elevators, hallways, restaurants, airplanes, taxicabs 
or any place where an associated person can be overheard. 

3. Do not leave sensitive memoranda on an associated person desk or in other places where 
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others can read them. Do not leave a computer terminal without exiting the file in which 
an associated person was working. 

4. Do not read confidential documents in public places or discard them where others can 
retrieve them. Do not carry confidential documents in an exposed manner. 

5. On drafts of sensitive documents, use coded names or delete names to avoid 
identification of participants. Do not discuss confidential business information with 
spouses, other relatives or friends. 

6. Avoid even the appearance of impropriety. Serious repercussions may follow from insider 
trading and the law proscribing insider trading can change. Since it is often difficult to 
determine what constitutes insider trading, an associated person should consult with 
Compliances whenever an associated person have questions about this subject. 

7. Do not discuss confidential business information with spouses, other relatives or friends. 
8. Avoid even the appearance of impropriety. Serious repercussions may follow from insider 

trading and the law proscribing insider trading can change. Since it is often difficult to 
determine what constitutes insider trading, an associated person should consult with 
Compliance whenever an associated person have questions about this subject. 
 

 
5.3.9   Investigations of Trading Activities 

 
Reference: 
FINRA Rule(s) NTM 89-05 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
From time to time, the Exchanges, FINRA and the SEC request information from the Firm 
concerning trading in specific securities. Requests for information should be referred directly to 
Compliance. The associated person may be asked to sign a sworn affidavit that, at the time of 
such trading, he/she did not have any inside information about the securities in question. 
Consequences of refusing to sign the affidavit will include severe punishment up to and including 
termination. The Firm may submit these affidavits to the Exchanges, FINRA or SEC. 
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6 Disclosure Events including CUSTOMER COMPLAINTS 
 
Reference: 
FINRA Rule(s) 3110(d), 4530 
SEC Rule(s) N/A 
MSRB Rule(s) G-30  
 
FINRA requires the Firm to identify, monitor, address and report customer complaints. A 
complaint is any written grievance by a customer or prospective customer against the Firm or its 
associated person. 
 
Upon receipt of a complaint, regardless of the severity or the nature of the complaint the 
associated person is required to immediately (within the same business day) notify his/her 
immediate supervisor, a DP or the CCO. The CCO is responsible for determining what follow-up 
action is appropriate. Under no circumstances is any associated person permitted to attempt to 
resolve a complaint without the involvement of the CCO.  Failure to report a complaint in a timely 
manner will result in disciplinary action, which could lead to termination. 
 

6.2 Responsibility of the Designated Principal 
 
Reference: 
FINRA Rule(s) 3110(d), 4530 
SEC Rule(s) N/ A 
MSRB Rule(s) G-30 
 
It is the responsibility of the DP to forward all written customer complaints to the CCO on the 
same day in which the complaint was received or detected. The CCO is responsible to ensure that 
all complaints will be reviewed and responded to promptly and in writing. If applicable, 
complaints relating to other specific types of securities which require specialized principal review, 
such as options will be reviewed by the DP for those products. The DP will be responsible for 
documenting review of the written complaint in such manner as is deemed appropriate by the 
CCO. No associated person, not even a principal, may take action regarding a complaint without 
the express written permission of the CCO. 
 
The Firm endeavors to detect otherwise unreported complaints through the DP’s ongoing review 
of communications (including electronic communications and networks), and through other 
observations.  The CCO also administers training to alert and inform associated persons regarding 
the reporting requirements. 
 



Vanderbilt Securities, LLC WSPs  Page 64

6.3 Required Maintenance of Records 

 
Reference: 
FINRA Rule(s) 3110(d), 4530 
SEC Rule(s) N/ A 
MSRB Rule(s) G-30 
 
A centralized complaint file will be maintained for all written customer complaints and the Firm's 
written responses thereto for a period of at least three (3) years. At the discretion of the CCO, 
the online FINRA record in the Gateway may suffice as a complaint log. 

6.4 Disclosure Event Filing 

 
Reference: 
FINRA Rule(s) 4530 
SEC Rule(s) N/ A 
MSRB Rule(s) G-30 
 
FINRA Rule 4530(a) requires the Firm to promptly report specified events to FINRA no later than 
30 calendar days after the Firm knows or should have known of their existence. FINRA Rule 
4530(b) requires the Firm to report to FINRA within 30 calendar days after it has concluded, or 
reasonably should have concluded, on its own that the Firm or an associated person has violated 
any securities, insurance, commodities, financial or investment-related laws, rules, regulations 
or standards of conduct of any domestic or foreign regulatory body or self-regulatory 
organization. 
 
Included in the filing requirement are written customer complaints. The statistical and summary 
information regarding customer complaints required pursuant to FINRA Rule 4530(d) is due 
quarterly by the 15th calendar day from the end of the quarter. 
 
The CCO is responsible for timely filing of Complaints in compliance with Rule 4530, but shall 
consult with the President of the Firm prior to any filing. 
 
In addition to customer complaints, disclosure event requiring submission include allegations 
that a Firm or person associated with the Firm: 
 

1. Has been found to have violated any provision of any securities law or regulation, any 
rule or standards of conduct of any governmental agency, self-regulatory organization, 
or financial business or professional organization, or engaged in conduct which is 
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inconsistent with just and equitable principles of trade and the Firm knows or should have 
known that any of the aforementioned events have occurred. 

2. Is the subject of any written customer complaint involving allegations of theft or 
misappropriation of funds or securities or of forgery. 

3. Is named as a defendant or respondent in any proceeding brought by a regulatory or self-
regulatory body alleging the violation of any provision of the Act, or of any other federal 
or state securities, insurance, or commodities statute, or of any rule or regulation there 
under, or of any provision of the By-laws, rules or similar governing instruments of any 
securities, insurance or commodities regulatory or self-regulatory organization. 

4. Is denied registration or is expelled, enjoined, directed to cease and desist, suspended or 
otherwise disciplined by any securities, insurance or commodities industry regulatory or 
self-regulatory organization or is denied membership or continued membership in any 
such self-regulatory organization; or is barred from becoming associated with any 
member of any such self-regulatory organization. 

5. Is indicted, or convicted of, or pleads guilty to, or pleads no Contest to, any criminal 
offense (other than traffic violations). 

6. Is a director, controlling stockholder, partner, officer or sole proprietor of, or an 
associated person with, a broker, dealer, investment company, investment advisor, 
underwriter or insurance company which was suspended, expelled or had its registration 
denied or revoked by any agency, jurisdiction or organization or is associated in such a 
capacity with a bank, trust company or other financial institution which was convicted of 
or pleaded no contest to, any felony or misdemeanor. 

7. Is a defendant or respondent in any securities or commodities related civil litigation or 
arbitration which has been disposed of by judgment, award or settlement for an amount 
exceeding $15,000? However, when the Firm is the defendant or respondent, then the 
reporting to the Association shall be required only when such judgment, award, or 
settlement is for an amount exceeding $25,000. 

8. Is the subject of any claim for damages by a customer, broker, or dealer which is settled 
for an amount exceeding $15,000? However, when the claim for damages is against a 
member, then the reporting to the Association shall be required only when such claim is 
settled for an amount exceeding $25,000. 

9. Is associated in any business or financial activity with any person who is subject to a 
"statutory disqualification" as that term is defined in the Act, and the Firm knows or 
should have known of the association? The report shall include the name of the person 
subject to the statutory disqualification and details concerning the disqualification. 

10. Is the subject of any disciplinary action taken by the Firm against any person associated 
with the Firm involving suspension, termination, the withholding of commissions or 
imposition of fines in excess of $2,500, or otherwise disciplined in any manner which 
would have significant limitation on the individual's activities on a temporary or 
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permanent basis. 
 

In addition, the Director of Compliance must file a report within 10 business days of when the 
Firm knew or should have known that the Firm or any person associated with the Firm: 
 

1. has been found to have violated any provision of any securities law or regulation, any rule 
or standards of conduct of any governmental agency, self-regulatory organization, or 
financial business or professional organization, or engaged in conduct which is 
inconsistent with just and equitable principles of trade; and the Firm knows or should 
have known that any of the aforementioned events have occurred; 

2. is the subject of any written customer complaint involving allegations of theft or 
misappropriation of funds or securities or of forgery; 

3. is named as a defendant or respondent in any proceeding brought by a regulatory or self-
regulatory body alleging the violation of any provision of the Act, or of any other federal 
or state securities, insurance, or commodities statute, or of any rule or regulation 
thereunder, or of any provision of the By-laws, rules or similar governing instruments of 
any securities, insurance or commodities regulatory or self-regulatory organization; 

4. is denied registration or is expelled, enjoined, directed to cease and desist, suspended or 
otherwise disciplined by any securities, insurance or commodities industry regulatory or 
self-regulatory organization or is denied membership or continued membership in any 
such self-regulatory organization; or is barred from becoming associated with any 
member of any such self-regulatory organization; 

5. is indicted, or convicted of, or pleads guilty to, or pleads no contest to, any felony; or any 
misdemeanor that involves the purchase or sale of any security, the taking of a false oath, 
the making of a false report, bribery, perjury, burglary, larceny, theft, robbery, extortion, 
forgery, counterfeiting, fraudulent concealment, embezzlement, fraudulent conversion, 
or misappropriation of funds, or securities, or a conspiracy to commit any of these 
offenses, or substantially equivalent activity in a domestic, military, or foreign court. 

6. is a director, controlling stockholder, partner, officer or sole proprietor of, or an 
associated person with, a broker, dealer, investment company, investment advisor, 
underwriter or insurance company which was suspended, expelled or had its registration 
denied or revoked by any agency, jurisdiction or organization or is associated in such a 
capacity with a bank, trust company or other financial institution which was convicted of 
or pleaded no contest to, any felony or misdemeanor; 

7. is a defendant or respondent in any securities or commodities-related civil litigation or 
arbitration which has been disposed of by judgment, award or settlement for an amount 
exceeding $15,000.  However, when the Firm is the defendant or respondent, then the 
reporting to the Association shall be required only when such judgment, award, or 
settlement is for an amount exceeding $25,000; 
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8. is the subject of any claim for damages by a customer, broker, or dealer which is settled 
for an amount exceeding $15,000.  However, when the claim for damages is against a 
member, then the reporting to the Association shall be required only when such claim is 
settled for an amount exceeding $25,000; 

9. is associated in any business or financial activity with any person who is subject to a 
“statutory disqualification” as that term is defined in the Act, and the Firm knows or 
should have known of the association.  The report shall include the name of the person 
subject to the statutory disqualification and details concerning the disqualification; 

10. is the subject of any disciplinary action taken by the Firm against any person associated 
with the Firm involving suspension, termination, the withholding of commissions or 
imposition of fines in excess of $2,500, or otherwise disciplined in any manner which 
would have significant limitation on the individual’s activities on a temporary or 
permanent basis. 

 
The CCO shall also self-report any violations of securities rules, regulations or laws that may or 
have materially impacted the Firm and/or its customers. 
 
For the purposes of this paragraph, "customer" includes any person other than a broker or dealer 
with whom the Firm has engaged, or has sought to engage, in securities activities, and 
"complaint" includes any written grievance by a customer involving the Firm or person associated 
with a member. The CCO may rely on the electronic record stored in the FINRA Gateway as 
evidence of timely filing. 
 

6.5 Procedure for Investigation 

 
Reference: 
FINRA Rule(s) 3310(d), 4530 
SEC Rule(s) N/ A 
MSRB Rule(s) G-30 
 
Upon receipt of any correspondence from a customer, agency, state or federal jurisdiction, or 
company, in which either a complaint or allegation is made, the Compliance Department will 
investigate the circumstances leading to such a complaint. The CCO is charged with responsibility 
and authority to investigate, resolve or otherwise address incoming complaints.  The CCO is 
granted full discretion in the handling of complaints, which will vary depending upon the facts 
and circumstances as well as the complaining party. 
 
The CCO is responsible for maintaining a record of the steps taken including the investigation, 
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filings or submissions, remedial or corrective actions and other steps leading to the conclusion of 
the matter. 

 

6.1 Complaints Received by the Clearing Firm 

 
Reference: 
FINRA Rule(s) 3310(d), 4530 
SEC Rule(s) N/A 
MSRB Rule(s) G-30 
 
Any customer complaint received by the clearing firm and forwarded to the Firm will be promptly 
responded to as if the complaint was received directly by the Firm from the customer. Although 
the clearing firm also sends a copy of the complaint to FINRA pursuant to FINRA’S Rule 3230(b), 
VSLLC will still report the complaint as required by FINRA Rule 4530. 

6.2 Reporting Liens/Judgment 

 
The Firm is required to report when a registered person becomes subject to an unsatisfied 
judgment or lien in response to Question 14M on Form U4 not later than 30 days after learning 
of the facts or circumstances giving rise to the event (i.e., the filing of the judgment or lien). 
 
The Firm must provide, in addition to the date the judgment/lien was filed in Section 4 of the 
DRP, the date the registered person learned of the judgment/lien in Section 8 of the DRP (a free-
text section), if it differs from the date provided in Section 4. 
 
To ensure that the Firm does not incur late fees, and that it is in compliance with the FINRA 
requirements, the Firm requires RRs to provide notice to the DP of all liens and judgments within 
4 days of receipt. This notice is required regardless of any dispute, pending settlement, or other 
condition the RR may have with the counter party. Upon such notice, the DP will grant the RR up 
to 26 calendar days to provide documentation regarding the validity of the lien or judgment.  
Upon receipt or in 30 days, whichever comes first, the DP will, at his discretion, determine the 
appropriate filing procedure. RRs are hereby on notice that the Firm requires their full 
cooperation with initial and ongoing disclosures regarding the lien/judgment such that accurate 
and timely filings may be made with FINRA.  Failure to comply with the disclosure requirements 
will result in disciplinary action and fines, up to and possibly including termination. 
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7 SIPC 

 
Reference: 
FINRA Rule(s) N/A 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The Securities Investor Protection Corporation (SIPC) is a general fund used to protect customer's 
funds and securities up to $500,000 per an entity's account ($100,000 for claims of cash). The 
Firm will properly display in its offices that it is the Firm of SIPC. In addition, in all applicable retail 
communications the Firm will at least be identified as "Member SIPC." 
 
The Firm is required to advise all new customers that they may obtain information about SIPC, 
including the SIPC brochure, by contacting SIPC. Such members also must provide SIPC’s Web 
site address and telephone number. Members must provide this disclosure to new customers, 
in writing, at the opening of an account and also must provide customers with the same 
information, in writing, at least once each year. 
 
Any webpage the mentions the Firm’s membership in SIPC must include a hyper link to the SIPC 
brochure. 
 
The DP in charge of communications review is responsible for implementation of this procedure. 
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8 Annual Compliance Meeting 

 
Reference: 
FINRA Rule(s) 3110(a)(7) 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The CCO shall conduct or supervise, at least annually; a compliance meeting or one-on-one 
interview to discuss and review relevant compliance issues with each RR or registered principal. 
The RR and registered principal will be required to sign an attestation evidencing attendance at 
such a meeting. An agenda will be prepared for the meeting/interview that outlines the topics to 
be covered and will be maintained along with any reference materials to evidence the scheduled 
meeting/interview. 
  



Vanderbilt Securities, LLC WSPs  Page 71

9 HOME OFFICE INTERNAL INSPECTION 

 
Reference: 
FINRA Rule(s) 3110(c) 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The Firm requires an annual review of the business in which it engages. The review is designed 
to assist in detecting and preventing compliance violations of applicable securities laws and 
regulations. The inspection shall be performed at the instruction and under the oversight of the 
CCO. 
 
The review will include a thorough analysis of the completeness and accuracy of the Firm's 
Written Supervisory Procedures, and an examination of customer's accounts. Evidence of this 
review will be in writing, and will include the focus and findings of the review, as well as any 
feedback from senior management. 
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10 BRANCH OFFICES 

 
Reference: 
FINRA Rule(s) 3110 
SEC Rule(s) 17(a)3 
MSRB Rule(s) N/A 
 
The Firm will adhere to the following policies and procedures with respect to opening registering, 
and supervising branch locations, which may be designated as OSJs, supervising branches, branch 
offices and non-branches. 
 
SEC Rule 17a-3(g)(1) defines “office” as ‘any location where one or more associate persons 
regularly conducts the business of handling funds or securities or effecting any transactions 
in, or inducing or attempting to induce the purchase or sale of, any security.’  With the 
designation of an office come specific requirement for record-keeping, among other things. 
To the extent that the location falls under the SEC definition of an “office” the record-keeping 
requirements noted in the section above (branch offices) shall apply. 
 
Certain offices will be designated by the CCO as OSJs, based on the nature of business conducted 
at the location. 
 
A supervising branch is any branch office that supervises one or more non-branch locations. The 
SEC does not include a customer’s office visited on a regular basis, an office that is a private 
residence (provided that only one person conducts business from that location and or that 
multiple persons working in the location are related and reside at the location) in its definition of 
office.  The unregistered office location must not be held out to the public (no signs) and no 
customer funds or securities may be handled at the office.  As such, a location identified solely in 
a telephone directory line listing or on a business card or letterhead which also sets forth the 
address and telephone number of the branch office or OSJ of the Firm from which the person(s) 
conducting business at the non-branch location are directly supervised) is a non-branch location.  
The CCO reserves authority to determine the registration category of any location. 
 
The DP responsible for establishing the company’s supervisory chain of command will assign a 
branch office supervisor to each branch office with authority to carry out the supervisory 
responsibilities assigned to that office by the Firm. 
 

The CCO or his designee will report branch data on the FINRA Firm Gateway, including completing 
and submitting standard and custom reports made available through the system. 
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10.1 Documentation and Supervision of Supervisory Personnel 

 
The CCO shall create, maintain and record the Firm’s supervisory system, including: 
(A) the titles, registration status, and locations of the required supervisory personnel and the 
responsibilities of each supervisory person as these relate to the types of business engaged in, 
applicable securities laws and regulations, and FINRA rules. 
(B) a record, preserved for a period of not less than three years, the first two years in an easily 
accessible place, of the names of all persons who are designated as supervisory personnel and 
the dates for which such designation is or was effective. 
Any individual associated person assigned a supervisor is prohibited from: 
 

 supervising his/her own activities; and 
 reporting to, or having their compensation or continued employment determined by, a 

person or persons he/she is supervising. 
 
If the CCO determines that compliance with subparagraph (i) or (ii) above is not possible because 
of the VSLLC’s size or a supervisory personnel's position within the Firm, he will document: 
1. the factors the Firm used to reach such determination; and 
2. how the supervisory arrangement with respect to such supervisory personnel otherwise 
complies with Rule 3110. 
 
The CCO is responsible for identification and remedy of any extent to which the Firm’s 
supervisory procedures might be compromised due to the conflicts of interest that may be 
present with respect to the associated person being supervised, including the position of such 
person, the revenue such person generates for the Firm, or any compensation that the associated 
person conducting the supervision may derive from the associated person being supervised. The 
CCO shall document each such undertaking including the relevant factors and the mitigating steps 
taken to overcome the conflict. 
 

10.1 OSJ Offices 

 
Reference: 
FINRA Rule(s) 3110(c)(1) 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 

1. An "Office of Supervisory Jurisdiction" is defined as any location in which one or more of 
the following functions take place: 
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a) Order execution and/or market making. 
b) Structuring of public offerings or private placements. 
c) Final acceptance (approval) of new accounts on behalf of the company. 
d) Review and endorsement of customer orders. 
e) Final approval of retail communications or sales literature for use by persons 

associated with the company. 
f) Responsibility for supervising the activities of persons associated with the Firm at 

one or more other branch offices of the Firm. 
 

2. The Firm shall designate such OSJ’s as it determines to be necessary in order to 
supervise its RRs and associated persons taking into consideration the following factors: 

a) Whether registered persons at the location engage in retail sales or other activities 
involving regular contact with public customers; 

b) Whether a substantial number of registered persons conduct securities activities 
at, or are otherwise supervised from, such location; 

c) Whether the location is geographically distant from another OSJ of the Firm; 
d) Whether the member's registered persons are geographically dispersed; and 
e) Whether the securities activities at such location are diverse and/or complex. 

 
3. A "Non-OSJ branch" refers to a branch office not satisfying any of the criteria listed 

under the definition of OSJ Branch. 
 
Each OSJ will be evaluated on its own merits based upon the supervisor's experience and other 
relevant factors when determining what supervisory responsibilities will be assigned to each 
office. 
 
The Designated Responsibilities assigned to the OSJ Branches will be: 
 

1. Opening and Acceptance of New Accounts; 
2. Review of Advertising; 
3. Review of Correspondence; 
4. Review and Approval of Transactions (Executions will take place at the Main Office); 
5. Review for Suitability; 
6. Initial review of customer Complaints; 
7. Continuing Education (The Branch Office should follow the Firm's Firm Element 

Continuing Education Training Program). ~ Evidence of the participation will be kept at 
the main office. 

 
Under FINRA Rule 3110(a)(4) Vanderbilt shall designate one or more appropriately registered 
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principals in each OSJ (defined in FINRA Rule 3110.03 as the "on-site principal") and one or 
more appropriately RRs or principals in each non-OSJ branch office with authority to carry 
out the supervisory responsibilities assigned to that office by the Firm. 

 
Under FINRA Rule 3110.03 (Supervision of Multiple OSJs by a Single Principal) Vanderbilt shall 
ensure that it has designated on-site principal for each OSJ with a physical presence, on a 
regular and routine basis, at each OSJ for which the principal has supervisory responsibilities. 
FINRA establishes a general presumption that a principal will not be designated and assigned 
to be the on-site principal pursuant to Rule 3110(a)(4) to supervise more than one OSJ. 
Therefore, if Vanderbilt determines it is necessary to designate and assign a principal to be 
the on-site principal supervising two or more OSJs, then it must consider, among other things, 
the following factors: 
 
• whether the on-site principal is qualified by virtue of experience and training to supervise 

the activities and associated persons in each location; 
• whether the on-site principal has the capacity and time to supervise the activities and 

associated persons in each location; 
• whether the on-site principal is a producing RR; 
• whether the OSJ locations are in sufficiently close proximity to ensure that the on-site 

principal is physically present at each location on a regular and routine basis; and 
• the nature of activities at each location, including size and number of associated persons, 

scope of business activities, nature and complexity of products and services offered, 
volume of business done, the disciplinary history of persons assigned to such locations 
and any other indicators of irregularities or misconduct. 

 
FINRA Rule 3110.03 further requires Vanderbilt to establish, maintain and enforce written 
supervisory procedures regarding the supervision of all OSJs. In all cases where it designates and 
assigns one on-site principal to supervise more than one OSJ, it must document in its written 
supervisory and inspection procedures the factors used to determine why the Firm considers the 
supervisory structure to be reasonable. The CCO is charged with overall responsibility for 
establishment and implementation of its OSJ and non-OSJ supervisory system. 
 

10.2 Supervision of One-Person OSJs 
 
One-person OSJs are subject to the requirement set forth in FINRA Rule 3110(a)(5) that all 
registered persons must be assigned to an appropriately RR(s) or principal(s) who is responsible 
for supervising that person's activities, as well as FINRA Rule 3110(b)(6), which requires 
procedures prohibiting supervisory personnel from, among other things, supervising their own 
activities. 
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To comply, Vanderbilt shall conduct focused reviews of one-person OSJ locations, focusing in 
particular on possible conflicts of interest that may arise. 

 

10.3 Inspection of Branch Offices 

 
Reference: 
FINRA Rule(s) 3110(c) 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The DP or an appropriately qualified designee shall conduct an onsite inspection of each branch 
office in an attempt to detect and prevent violations of Firm policies and achieve compliance with 
applicable securities laws and regulations. The CCO shall designate a Principal to annually conduct 
or review the audit of the branches. The auditor will perform a review to determine the 
performance of the branch manager and staff for compliance with firm policy/procedures and 
securities rules and regulations. Evidence of this review will be a summary of such performance 
review. Reports regarding these reviews will be issued to the Firm's senior management and to 
the applicable branch manager. These reports will include: 
 

1. The dates of the audit; 
2. Any deficiencies in compliance with Firm policy or securities regulations; 
3. Follow-up actions taken to ensure future adherence of the branch office to such policies 

and rules; 
4. Any disciplinary action administered for non-compliance (if applicable). 

 
The Compliance Principal will be responsible for ensuring that the inspections are conducted and 
to follow-up on any actions that need to be taken. OSJ and supervisory branch offices shall be 
reviewed annually. Branch offices and non-branch locations shall be reviewed at least once every 
three years. 
 
In addition to those items selected at the discretion of the examiner, the Audit may select among 
the following audit procedures and reviews. It is noted that reviews defined under Item 7 below 
(Control Procedures) are mandatory. At the discretion of the CCO, audits may be performed 
onsite at the individual’s office location, or remotely through means deemed adequate by the 
CCO. 
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Reviews: 
 

1. New Accounts Audit Procedure: 
a. Select a sample of New Account Forms. Review the sample of New Account forms 

ensuring all the necessary information has been gathered for the account and 
both The RR and the branch manager have signed the account form. If transactions 
with the account are solicited, make sure that suitability information is present to 
determine suitability of transactions. 
 

2. Client Account Reviews 
a. Review the account records for a representative sampling of the branch’s client 

accounts, including the client file (application, OFAC, related documents), 
transaction records (recent statements, confirmations or other indication of 
activity), other relevant records 

b. Review at minimum account records (per above instructions) for the branch’s 5 
top revenue-producing clients. 

c. In addition to clients qualifying for (b) above, review a representative sampling of 
senior client accounts (clients aged 65 or older) 

d. Record and report any discrepancies or issues (suitability, unauthorized trading, 
excessive commissions or activity, etc.) 
 

3. Correspondence Audit Procedure: 
a. Select a sample of incoming correspondence. Review the incoming 

correspondence for DP/Branch Manager initials evidencing review. Review 
the sample for statements showing improper statements, such as mention of 
guarantees, products in which the branch does not have authority to engage, 
customers describing trades that do not have new account forms, and any 
other suspicious activity. Select a sample of outgoing correspondence. Review 
the outgoing correspondence for Supervisory review. Review the sample for 
irregular statements. Statements that guarantee returns, make irresponsible 
promises, advise customers of inappropriate transactions, or dismiss 
complaints. Review all complaints. Make sure that all complaint 
documentation has been sent to the Main Office. Compare the complaint 
documentation from the Main office to the Branch Office Complaint File. 
These two files should match. Ensure that the Branch Manager through the 
Compliance Officer has responded to the customer and that a copy of the 
response was maintained. The Main Office should be copied on all 
correspondence regarding a complaint. 
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4. Transaction review Audit Procedure: 
 

a. Compare the branch trade blotter to the blotter held at the main office. Review a 
sample of trades for commissions and mark-up/downs, patterns of trading 
involving a single account, patterns of trading involving a single representative, 
and trades involving unapproved product types. Also, review for evidence of 
Branch Manager review of activity. 

b. Review a sample of order memoranda for the necessary information (SEC Rule 
17a-3) Review confirmations (If not kept at the Main Office) for all necessary 
information (SEC Rule 17a-3, and SEC Rule 10b-10). 

c. Review of customer accounts with a significant amount of activity relative to 
branch revenue source. 
 

5. Retail Communications Review Audit Procedure: 
 

a. Sample all retail communications for Branch Manager review and compliance 
department approval. Review retail communications of all product types for 
compliance with FINRA's Communications Rules (FINRA Rule 2210.) 
 

6. Written Supervisory Procedures Audit Procedures: 
 

a. Review the Written Supervisory Procedures (WSP’s). Ensure the most current 
version of the manual is available for reference in the office. 
 

7. Control Procedures 
 

a. Safeguarding customer funds and securities (ensure that the branch does not hold 
customer funds and securities, does not accept cash, does not accept security 
certificates) 

b. Maintaining books and records 
c. Supervision of supervisory personnel (as applicable) 
d. All transmittals of funds (e.g., wires or checks, etc.) or securities from customers 

to third party accounts (i.e., a transmittal that would result in a change of 
beneficial ownership); from customer accounts to outside entities (e.g., banks, 
investment companies, etc.); from customer accounts to locations other than a 
customer's primary residence (e.g., post office box, "in care of" accounts, 
alternate address, etc.); and between customers and RRs, including the hand-
delivery of checks; 

e. Processing customer changes of address and the validation of such changes of 
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address; and 
f. Reporting and processing customer changes of investment objectives and the 

validation of such changes of investment objectives. 
 

8. Continuing Education (Regulatory Element) Audit Procedure: 
a. The Auditor, prior to the audit, should review The branch RRs’ Regulatory Element 

Compliance in Web CRD. Should any representative have been inactive at any 
period since the prior year exam, it shall be the auditor's responsibility to make a 
note concerning completion of the Regulatory Element requirement(s) in the 
audit report. The status of all representatives in the Branch Office should be 
referenced in the audit report. 
 

9. Heightened Inspections 
a. In the presence of red flags, or for any reason as instructed by the CCO, the auditor 

shall inspect financial records including but not limited to the RR’s checking 
account, DBA or OBA financial records. 

b. In the presence of red flags, or for any reason as instructed by the CCO, the auditor 
may perform interviews of office personnel and/or may contact clients of the RR 
or the branch to verify account activity, communications, or other interactions 
with the company or the RR. 
 

10.4 Review of Branch Activities from the Home Office 

 
Reference: 
FINRA Rule(s) 3110(c) 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The home office will be responsible for reviewing the following activities emanating from the 
Non-OSJ branch offices in compliance with FINRA Rule 3110: 
 

1. Hiring and supervision of RRs; 
2. Adequate registration prior to effecting securities related transactions; 
3. Approval and acceptance of new accounts; 
4. Customer account statements; 
5. Outgoing correspondence; 
6. Customer complaints; 
7. Retail communications; 
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8. Execution of customer orders. 
 
The Branch Manager is required to submit a copy of all Customer Complaint Correspondence to 
the Compliance Officer at the Main Office (This is required on the same day in which a complaint 
is received). The Compliance Officer is responsible for handling complaints, including the 
response and resolution; however, the Branch Manager will be involved in the resolution decision 
involving the Complaint. 
 

10.5 Producing Managers 

 
Reference: 
FINRA Rule(s) 3110 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Producing Managers 
 
All branch managers, sales managers, regional or district sales managers, or any person performing 
a similar supervisory function AND who services customer accounts requiring registration (including 
institutional accounts) EXCEPT a very rare accommodation transaction, but including even limited 
activity, must be additionally (or separately) supervised by an individual who is senior to the 
producing manager.  Alternatively, the individual or branch manager must be supervised by 
someone who is otherwise independent. To qualify, the supervisor must be: 
 

 not a direct or indirect report to the producing manager; 
 not situated in office other than the producer; 
 not conduct any other supervision of the activity (including an override or other 

accrual); and 
 must rotate every two years or less. 

 
Included in the supervision of producing managers will be the independent review of the producing 
manager’s customer account activity. Such activity will be monitored in the same manner and on 
the same periodic basis as customer account activity of non-supervising RRs. 
 
The CCO oversees the activity of all producing managers using daily blotters and other account 
activity reports.  The Compliance Officer evidences the review by initialing/dating reviewed records 
or through other methods. 
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10.6 Books and Records Maintained at Branch Offices 

 
Reference: 
FINRA Rule(s) 3110 
SEC Rule(s) N/A 
MSRB Rule(s) G-29 
 
The assigned supervisor is required to ensure that the Firm's procedures concerning the following 
Books and Records will be followed at the Branch Office. The Firm's procedures for the Main 
Office can be referenced and used as the procedures for the OSJ Branch. The Branch Manager is 
responsible for the record creation, maintenance and review, prior to the routine audit. Any 
questions regarding these procedures should be directed to the Compliance Officer. 
 
Each branch will retain: 
 
 Customer new account forms and documents; 
 Electronic access to order memorandums and transaction activity (including market, day, and 

good-till-canceled orders); 
 Electronic access to customer confirmations 
 Copies of customer complaints (All Complaint Correspondence is required to be copied to the 

Main Office); 
 Original incoming correspondence and copies of outgoing customer correspondence; 
 A SIPC sign; 
 A FINRA and MSRB manual (may be bookmarked for electronic access); 
 A copy of the company's written supervisory procedures; 
 A list of all RR’s employed at or otherwise reporting to the location, including their office of 

employment address (if detached from the location) and any and all Codes or internal 
identifiers used for each RR 

 Associated person files, to contain at minimum the RR’s contract with the Firm, Form U-4, 
and evidence of completion of a background check, if applicable. 

10.7 Unregistered Offices and Off-Site Associated Persons 

 
Reference: 
FINRA Rule(s) 3110 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
This type of office(s) is any location "at which the Firm is conducting a securities business that 
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does not fall within the definition of OSJ or branch office." All "unregistered offices" of the Firm 
will be maintained on a list with their address and a schedule of inspections will also be made. 
 
The review of these offices will be the same as any other branch office in which the Firm employs 
"associated persons." In addition, these "associated persons" will be educated and trained similar 
to any other registered person employed with the Firm. 
 
The supervision of these off-site representatives may include the following: 
 
 Unannounced inspections; 
 Periodic contact with the individuals to identify problems and any training needs; 
 Monitoring customer trading activities for "red flags"; 
 Review of new account approval; 
 Review of all correspondence; 
 Review of non-securities activities including retail communications and correspondence; 
 An annual attestation of the RR's outside activities. 
 Review of customer accounts with a significant amount of activity relative to branch revenue 

source. 
 
If the Compliance Principal or designee, during his/her review, finds instances in which the 
RR in an unregistered office is "selling away" from the Firm, disciplinary action may be taken 
that may include termination of the employee. Associated Persons should be aware that 
persons, whether registered with a broker/dealer or not, who "sell away" from the 
broker/dealer may also be acting in the capacity of an unregistered broker/dealer and the 
SEC may take action against them. 
 

10.8 Broker-Dealer Conduct on the Premises of Financial Institutions 

 
Reference: 
FINRA Rule(s) 3160 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Vanderbilt Securities is engaged in a networking/brokerage affiliate arrangement with an 
unaffiliated retail depository institution and provides broker-dealer services on the financial 
institution’s premises. To meet the requirements set forth in FINRA Rule 3160, Vanderbilt 
Securities has entered into a written Customer Access Agreement with the financial institution 
that sets forth the following, among other provisions: 
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 Responsibilities of the parties 
 Conditions of the arrangement 
 Compensation to be received by the financial institution 
 Transactions in securities may be effected only by persons who are registered with 

Vanderbilt Securities and qualified under the rules of FINRA 
 Vanderbilt Securities agrees to control, supervise, and be responsible for all of its RRs, 

including any bank Associated Persons who also act in the capacity of RRs 
 Financial institution agrees to (1) allow supervisory personnel of Vanderbilt Securities and 

representatives of the SEC, FINRA, and any other applicable federal and state government 
authorities, to inspect the financial institution's premises and books and records 
maintained with respect to brokerage activities and (2) monitor its unregistered 
Associated Persons to ensure that unregistered Associated Persons perform only clerical 
and ministerial functions with regard to investment-related activities 
 
 

10.8.1 Physical Setting 
 
Vanderbilt Securities’ brokerage activities must be conducted in a location on the financial 
institution’s premises that is physically separate from the area in which retail deposits are taken 
and clearly distinguishes the brokerage services from the financial institution's services. 
Vanderbilt Securities’ name shall be clearly displayed in the area in which Vanderbilt Securities 
conducts its broker-dealer services. 
 
 

10.8.2 Customer Disclosure and Written Acknowledgement 
 
At or prior to the time that a customer account is opened by Vanderbilt Securities on the premises 
of a financial institution, Vanderbilt Securities will do the following: 
 

 Disclose, orally and in writing, that the securities products purchased or sold in a 
transaction with Vanderbilt Securities are (1) not insured by the Federal Deposit Insurance 
Corporation ("FDIC"); (2) not deposits or other obligations of the financial institution and 
are not guaranteed by the financial institution; and (3) subject to investment risks 
including possible loss of the principal invested. 

 Make reasonable efforts to obtain from each customer during the account opening 
process a written acknowledgment of receipt of the disclosures required by the above 
paragraph. 
 



Vanderbilt Securities, LLC WSPs  Page 84

 
10.8.3 Communications with the Public 

 
Communications with the public must meet the following conditions: 
 

 Confirmations and account statements must indicate clearly that the broker-dealer 
services are provided by Vanderbilt Securities. 

 Retail communication identifying the location of a financial institution where broker-
dealer services are provided by Vanderbilt Securities or that are distributed by Vanderbilt 
Securities on the premises of a financial institution must disclose that securities products: 
are not insured by the FDIC; are not deposits or other obligations of the financial 
institution and are not guaranteed by the financial institution; and are subject to 
investment risks, including possible loss of the principal invested. 

o The following shorter, logo format disclosure may be displayed in a conspicuous 
manner in advertisements and sales literature, including material published, or 
designed for use, in radio or television broadcasts, Automated Teller Machine 
("ATM") screens, billboards, signs, posters, and brochures:  
 

 Not FDIC Insured 
 No Bank Guarantee 
 May Lose Value 

 
o As long as the omission of the disclosures required above would not cause the 

advertisement or sales literature to be misleading, disclosures are not required in 
(1) radio broadcasts of 30 seconds or less; (2) electronic signs, including billboard-
type signs that are electronic, time, and temperature signs and ticker tape signs, 
but excluding messages contained in such media as television, on-line computer 
services, or ATMs; and (3) signs, such as banners and posters, when used only as 
location indicators. 

All retail communications used to promote the availability of brokerage services through the 
financial institution must be approved by Compliance in advance of use. 
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11 OUTSOURCING 
Reference: 
FINRA Rule(s) 3110(a) & 3110 (b) 
SEC Rule(s) N/A 
MSRB Rule(s) G-29 
 
“Outsourcing” is defined as an event in which a firm contract with a service provider for the 
performance of any aspect of the outsourcing firm's regulated or unregulated functions that 
could otherwise be undertaken by the entity itself. Vanderbilt Securities understands the 
importance of evaluating the circumstances associated with the decision to outsource and will 
only outsource a function to a third party after carefully considering the following: 
 

 Materiality of the outsourced function 
 Ability of the third party to perform the outsourced function 
 Firm’s ability to monitor the functions performed by the service provider 
 Firm’s ability to comply with all regulatory requirements 

 
The Firm will test the adequacy of its outsourced relationships including but not limited to their 
procedures for safeguards regarding non-public information during its annual BCP review. 

11.1 Materiality 

 
Vanderbilt Securities will first determine the materiality of the outsourced activity to the ongoing 
business of the outsourcing firm and its regulatory obligations. Factors to be considered include, 
but are not limited to the following: 
 

 Financial and operational considerations along with any impact on the outsourcing firm’s 
reputation should a service provider fail to perform its contracted duties 

 Potential impact of outsourcing on the provision of adequate services to an outsourcing 
firm’s customers 

 Potential losses to an outsourcing firm's customers on the failure of a service provider to 
perform 

 Impact of outsourcing the activity on the ability and capacity of the outsourcing firm to 
conform with regulatory requirements and changes in requirements 

 Cost 
 Affiliation or other relationship between the outsourcing firm and the service provider 
 Regulatory status of the service provider 
 Degree of difficulty and time required to select an alternative service provider or to bring 

the business activity in-house, if necessary 
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The firm will then determine the importance of services outsourced to third parties, especially 
those that are considered mission-critical services (those which are essential to the operation of 
the Firm). Mission-critical services include: (1) transaction order entry; (2) custody and prime 
brokerage; and (3) any service that involves risk monitoring, asset valuation services, or any 
service designed to promote rapid recovery of operations, such as business continuity/disaster 
recovery functions. 
 

11.2 Due Diligence 

 
Vanderbilt Securities will carefully select any mission-critical, third-party service providers that 
perform key business functions for the Firm or any affiliated businesses based upon the service-
provider's experience with similar operations. The selection process includes: 
 

 Review of the background and experience of individuals who will be performing services 
(relevant work experience and current or past licensure if applicable) 

 Service provider’s technical, financial and human resources capacity 
 Organizational structure of the Firm 
 Potential risk factors associated with using a particular service provider 
 Ability of the service provider to provide documentation used to help monitor the third 

party service provider's performance and compliance with its contractual obligations 
 Consideration of whether the service provider is a regulated entity subject to 

independent supervision 
 
The CCO is responsible for maintaining records documenting the due diligence process 
performed to select third-party service providers. 
 

11.3 Contract 

 
The CCO or other Senior Manager will oversee the establishment of a legally binding contract 
between the Firm and the third-party service provider. The contract provisions shall be designed 
to reduce the risks of non-performance or disagreements regarding the scope, nature, and 
quality of the service to be provided, and help facilitate the monitoring of the outsourced 
activities by the outsourcing firm and/or by securities regulators. The contract may include the 
following provisions: 
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 Limitations or conditions, if any, on the service provider's ability to subcontract, and, to 
the extent subcontracting is permitted, obligations, if any, in connection therewith; 

 Firm and client confidentiality 
 Defining the responsibilities of the outsourcing firm and the responsibilities of the service 

provider and subcontractors, if any, and how such responsibilities will be monitored 
 Responsibilities relating to IT security 
 Payment arrangements 
 Liability of the service provider to the outsourcing firm for unsatisfactory performance or 

other breach of the agreement 
 Guarantees and indemnities 
 Obligation of the service provider to provide, upon request, records, information and/or 

assistance concerning outsourced activities to the outsourcing firm, its auditors and/or its 
regulators 

 Mechanisms to resolve disputes that might arise under the outsourcing arrangement 
 Business continuity provisions 
 Termination of the contract, transfer of information and exit strategies 

11.4 Confidentiality Agreement 

 
As part of the contract or as a separate agreement between the Firm and the third-party service 
provider will be a Confidentiality Agreement that includes provisions to ensure that the service 
provider has procedures in place to protect the outsourcing firm’s proprietary and customer-
related information and software and (b) the service provider is required to establish and 
maintain emergency procedures and a plan for disaster recovery, with periodic testing of backup 
facilities. The agreement may include some or all of the following, among other considerations: 
 

 Specification of the security requirements of automated systems to be used by the service 
provider, including the technical and organizational measures that will be taken to protect 
firm and customer-related data. 

 Requirements that the service provider maintain appropriate measures to ensure security 
of both the outsourcing firm’s software as well as any software developed by the service 
provider for the use of the outsourcing firm. 

 Specification of the rights of each party to change or require changes to security 
procedures and requirements and of the circumstances under which such changes might 
occur. 

 Provisions that address the service provider’s emergency procedures and disaster 
recovery and contingency plans. Where relevant, this may include the service provider’s 
responsibility for backing up and otherwise protecting program and data files, as well as 
regulatory reporting. 
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 Terms and conditions relevant to the use of subcontractors with respect to IT security, 
and appropriate steps to minimize the risks arising out of such subcontracting. 

 Requirement of testing by the service provider of critical systems and back-up facilities 
on a periodic basis in order to review the ability of the service providers to perform 
adequately even under unusual physical and/or market conditions at the outsourcing 
firm, the service provider, or both, and to determine whether sufficient capacity exists 
under all relevant conditions. 

 Requirement of disclosure by the service provider of breaches in security resulting in 
unauthorized intrusions (whether deliberate or accidental, and whether confirmed or 
not) that may affect the outsourcing firm or its customers, including a report of corrective 
action taken. 

 Provisions that the service provider is contractually obligated to provide information to 
the Firm in the event the service provider has failed to perform its contractual obligations. 

 Prohibit the service provider and its agents from using or disclosing the outsourcing firm’s 
proprietary information or that of the Firm’s customers, except as necessary to provide 
the contracted services. 

 Include terms and conditions relevant to govern the use of subcontractors with respect 
to firm and client confidentiality. 
 

11.5 Access to Books and Records 

 
Vanderbilt Securities will take the necessary steps to ensure that regulators, Vanderbilt Securities 
and its auditors have access to any books and records relating to the outsourced activity that are 
maintained by the service provider. These steps include: 
 

 Contractual provisions by which Vanderbilt Securities (and its auditor) has access to, and 
a right of inspection of, the service provider's books and records dealing with outsourced 
activities, and similar access to the books and records of any subcontractor. For example, 
these provisions may include (1) physical inspections at the premises of the service 
provider, (2) delivery of books and records or copies of books and records to the 
outsourcing firm or its auditor, or (3) inspections that utilize electronic technology (i.e., 
“virtual inspections”) 

 Contractual provisions by which the service provider is required to make books, records, 
and other information about regulated activities by the service provider available to the 
regulator upon request and to comply with any requirements in Vanderbilt Securities’ 
jurisdiction to provide periodic reports to the regulator (if applicable). 
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11.6 Monitoring Outsourced Functions 

 
Vanderbilt Securities understands that its Senior Management remains fully responsible (towards 
clients and regulatory authorities) for the outsourced function, as if the service was being 
performed in-house. In order to monitor its outsourced functions, Vanderbilt Securities will use 
some or all of the following tools, among others: 
 

 Service delivery reports prepared internally and/or those supplied by the service provider 
(as part of its contractual obligations) 

 Publicly available resources (i.e. order routing reports, time and sales reports) 
 Internal and external auditors to monitor, assess, and report to the outsourcing firm on 

performance 
 Written service level agreements or the inclusion of specific service level provisions in 

contracts for service to achieve clarity of performance targets and measurements for 
third party service providers 
 

The CCO or his/her designee will review the tasks and activities of any third-party service provider 
annually at minimum and evidence the review by initialing and dating any documents reviewed. 
Among the considerations in the review will be: 
 

 Analysis of the outsourcing Firm’s processes 
 Adequacy of the Firm’s procedures related to outsourcing 
 Adequacy of the Firm’s procedures for handling customer complaints related to 

information provided to an outsourcing Firm 
 Effectiveness of dealing with problems that arise with the outsourcing Firm’s 

performance of its duties 
 Inclusion of outsourced functions in the Firm’s Business Continuity Plan 

 
The CCO will present a summary report of the review to Senior Management. Evidence of Senior 
Management’s review will be a signature(s) and date of the review on the report. Copies of the 
documents used for the review and the report will be maintained by the CCO. 
 

11.7 Red Flags 

 
In the event a review or other event reveals a potential “Red Flag”, the CCO will immediately 
report the details of the situation to Senior Management. Examples of potential “Red Flags” 
include, but are not limited to, the following: 
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 Breaches in security leading to confidential information being compromised 
 Service provider not complying with regulations governing Vanderbilt Securities 
 Lack of control over a firm’s proprietary and customer-related information and software 

may also hinder the ability of an outsourcing firm to maintain its proprietary and 
customer-related information and software, and may also impact on the confidentiality 
of customer records 

 Service provider failed to provide records in a timely manner (if requested) 
 Service provider does not provide service delivery reports 
 Service provider not achieving a specified level of performance 
 Service provider does not test or provide results of the tests of its critical systems and 

back-ups to Vanderbilt Securities per the contractual agreement 
 Service provider failed to implement changes in security procedures agreed upon by both 

parties 
 Service provider use of a subcontractor without notification to Vanderbilt Securities 
 Disclosure of Vanderbilt Securities proprietary information without permission 
 Service provider failed to disclose a breach in security resulting in unauthorized intrusions 

(whether deliberate or accidental, and whether confirmed or not) including a report of 
corrective action taken 

 
Senior Management will review the findings and evaluate the risks associated with the continued 
relationship with the third-party service provider. Depending on the severity of the situation, 
responses to a “Red Flag” may range from discussions with the service provider as to how to 
avoid the same situation in the future (memorialized in writing) to termination of the contract. 
Any actions taken by Senior Management will be documented and the records will be maintained 
by the CCO. 

11.8 Notifications of Terminations 

 
Vanderbilt Securities must promptly notify the financial institution if any associated person of 
Vanderbilt Securities who is employed by the financial institution is terminated for cause by 
Vanderbilt Securities. 

11.9 Supervision 

 
The designated supervisor is responsible for reviewing the activities of the RRs providing 
brokerage services on the premises of the financial institution. The designated supervisor is 
required to do the following on an ongoing basis: 
 

 Review new account documents to confirm the customer disclosure was provided 
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 Review correspondence and customer transactions 
 Verify suitability of transactions 
 Review and approve/disapprove retail communications and sales literature 

 
Quarterly, at minimum, the designated supervisor will review and amend as needed the 
Customer Access Agreement and will perform spot checks to ensure the physical separation 
conforms to regulatory and Vanderbilt Securities’ standards. 
 
The supervisor must initial, date and provide comments of any actions taken as a result of his/her 
review on the document(s) examined. 
 

11.10   New Technologies 

 
Reference: 
FINRA Rule(s) N/A 
SEC Rule(s) Reg. S-P 
MSRB Rule(s) N/A 
 
Prior to implementing a new technology, the Firm will consider whether the new technology 
necessitates updates or changes in our policies and procedures. The Firm will tailor its policies 
and procedures to address specifically the technology used by its associated persons with access 
to customer records and information base on the following considerations, at minimum: 
 

 Whether the Firm’s existing policies and procedures adequately address the technology 
currently in use 

 Whether the Firm has taken appropriate technological precautions to protect customer 
information (i.e. encryption, firewalls and similar defensive software) 

 Whether the Firm is providing adequate training to its Associated Persons regarding the 
use of available technology and the steps Associated Persons should take to ensure that 
customer records and information are kept confidential 

 Whether the Firm is conducting, or should conduct, periodic audits to detect potential 
vulnerabilities in its systems and to ensure that its systems are, in practice, protecting 
customer records and information from unauthorized access 
 

The CCO or designee is responsible for reviewing the existing policies and procedures to 
determine if any amendments are required prior to the implementing the new technology and 
for distributing the amended procedures to associated persons in a timely fashion. 
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Upon determining that the new technology will be implemented, the CCO or his designee will 
provide FINRA with disclosure as required for any technology that involved storage, 
maintenance, back-up or other handling of documents subject to SEC Rule 17(a)-4. 
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12 CONTINUING EDUCATION 

 
Reference: 
FINRA Rule(s) 1120 
SEC Rule(s) N/A 
MSRB Rule(s) G-3 
 
The DP shall be responsible for development and implementation of a continuing education 
program designed to educate and train the Firm's "covered persons" in areas outlined in the 
Firm's written Needs Analysis, and devise a program to ensure the registered persons participate 
in the Regulatory Element of Continuing Education. 
 

12.1 Regulatory Element 

 
Reference: 
FINRA Rule(s) 1120(a) 
SEC Rule(s) N/ A 
MSRB Rule(s) G-3 
 
The Firm will ensure that all registered principals and representatives fulfill the Regulatory 
Element of the continuing education requirement by completing the required computer based 
training (CBT) session at a testing center approved by the regulator. 
 

12.1.1 Re-Entry of the Regulatory Element Program 
 
Reference: 
FINRA Rule(s) 1120 
SEC Rule(s) N/A 
MSRB Rule(s) G-3 
 
Any person who would otherwise be exempt from the Regulatory Element is required to reenter 
the program if that person: becomes subject to a statutory disqualification, becomes subject to 
a suspension or to the imposition of a fine of $5,000 or more for violating any provisions of any 
securities law or regulation, or is ordered to re-enter the Regulatory Element as a sanction in a 
disciplinary action by any securities governmental agency or SRO’s. The Firm will ensure that if it 
receives notification about Directed Sequences or Directed Sessions it will notify the RR of his/her 
requirement to reenter the Regulatory Element. The DP will also ensure the persons complete 
the training session within the prescribed time period. 
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12.2 Web CRD Continuing Education Notification Method 

 
Reference: 
FINRA Rule(s) 1120 
SEC Rule(s) N/A 
MSRB Rule(s) G-3 
 
The DP must access and review the continuing education information in their Firm Queues on 
Web CRD periodically but will utilize the automated notification system via webCRD to remain 
current on its RR Regulatory Element training requirements.  Through the system, the designated 
recipient of such notices will be notified of any approaching regulatory element CE requirement 
up until the date of completion. 
 
In the event a RR fails to comply with the CBT requirements on a timely basis, the DP will enforce 
the appropriate inactive status by restricting trading, withholding commissions, and possibly 
terminating the RR for noncompliance. On an annual basis, the DP will also review all registered 
persons' anniversaries that are subject to the Regulatory Element to ensure that they have been 
included in the tracking process. 

12.3 Firm Element 

 
Reference: 
FINRA Rule(s) 1120(b) 
SEC Rule(s) N/A 
MSRB Rule(s) G-3 
 
The Firm will prepare an annual educational “Needs Analysis”, in written form, which will 
represent the Firm's formal written training plan to satisfy the Firm Element of the continuing 
education requirement. This written needs analysis at a minimum, will include the current 
regulatory environment, the Firm's current business-lines, any future business lines, description 
of complaints that may have been lodged against the Firm in the most recent year, and will also 
include the results from the Regulatory Element. 
 
Each RR's compliance with this plan will be logged according to his or her attendance in or 
completion of the training sessions held throughout the year. All “covered persons” are required 
to participate in the program; otherwise, they will face disciplinary action. 
 
In accordance with the Firm Element requirement, the Firm will: 
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1. Devise a customized training plan, 
2. Prioritize training topics, 
3. Identify target audiences, and 
4. Select the most effective delivery method. 

 
The Firm will also deliver the training to its “covered persons” within a predetermined format 
and time requirements. Training will not only include training for RRs, but will also address the 
needs of the supervisors. All training efforts will be documented and evaluated for their 
effectiveness by the DP. Participants will be solicited for feedback regarding the effectiveness of 
their training and all feedback will be used as feedback in the preparation of the upcoming year’s 
needs analysis and training plan. 
 
Continuous informal training and enforcement of laws, regulations, rules and policies will be the 
responsibility of DP’s as required in their daily supervision of RR activities. 
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13 CUSTOMER ACCOUNTS 

 
Reference: 
FINRA Rule(s) 3110(c) 
SEC Rule(s) 17a-3 and 17a-4 
MSRB Rule(s) G-19 
 
The DP shall periodically review customer accounts held at the clearing firm and custodians of 
directly held investments (mutual funds, annuities, DPPs). While conducting the review, the DP 
will examine customer accounts for: 
 

• Suitability of recommendations; 
• Sharing of profits or losses in customer accounts; 
• Excessive size or frequency of trades (i.e., churning) 
• Free-riding by RRs or associated persons Regulation T violations (i.e., late payments); 
• Excessively large positions in proportion to the account size; 
• Substantial trading profits or losses; 
• Excessive option trading; 
• Position limits in excess of original options contract limitation 
• Concentration of speculative securities; 
• Unusual transactions; 
• Potentially suspicious activity of any nature; 
• Possible Unauthorized transactions; 

 
The DP will examine mutual fund accounts for: 
 

• Selling Dividends 
• Breakpoint selling 
• Switching 
• Letters of Intent 
• Rights of Accumulation 
• Share Class Abuses 

 
As part of the account review, the DP may discuss any accounts in question with the RR of record 
and, when appropriate, the DP shall reference the account application or new account form to 
ascertain the suitability investments in light of the investor’s investment objectives and risk 
tolerance. The DP may utilize professional judgment as to when to contact the client directly to 
verify the activity in the account and update suitability information on the new account form. 
Alternatively, the DP may opt to send an “Activity Letter” to the client to verify activity, assess 
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suitability, determine whether changes are required to the account opening form, or for other 
purposes at his/her discretion. 

13.1 Opening Customers Accounts  

 
Reference: 
FINRA Rule(s) 3110(c) 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
RRs shall submit complete and accurate account applications and/or new account forms 
(collectively, “new account forms”) to initiate a client’s relationship with the Firm. A DP in an OSJ 
office may approve the new account on behalf of the Firm, but is required to submit copies of 
the account documentation, including evidence of his/her approval to the home office. At the 
home office OSJ, a qualified principal designated by the CCO reviews, approves mutual funds and 
brokerage new accounts, evidences approval through means deemed appropriate by the CCO 
(including an approval stamp in certain cases), and retains images of the completed paperwork 
in the Firms electronic storage facility. 
 
For Non-OSJ offices including registered and unregistered branch offices, RRs are required to fax 
all new account forms to the home office OSJ to attain approval of the new customer account. 
 
In connection with the Firm’s contractual clearing relationship, National Financial Services to 
furnishes a copy of account information to all existing customers at least every 36 months. The 
record provided by National Financial includes: An account record including the customer's or 
owner's name, tax identification number, address, telephone number, date of birth, employment 
status, annual income, net worth and the account's investment objectives. In the case of a joint 
account, the account record will include personal information for each joint owner who is a 
natural person; however, financial information for the individual joint owners may be combined. 
The communication from National Financial Services will state that the customer should mark 
any corrections or updates to the record and return it to Vanderbilt. The account record update 
will indicate whether it has been signed by the RR responsible for the account, if any, and 
approved or accepted by a principal of the Firm. 

13.2 Account Information: Retail Accounts 

 
Reference: 
FINRA Rule(s) 2111(a), 2111(b), 3110(c) 2090 
SEC Rule(s) 17a-3 and 17a-4 
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MSRB Rule(s) G-19 
 
The Firm is required to us reasonable diligence, in regard to the opening and maintenance of 
every account, to know (and retain) the essential facts concerning every customer and 
concerning the authority of each person acting on behalf of such customer. For purposes of the 
FINRA Rule (2090), facts "essential" to "knowing the customer" are those required to (a) 
effectively service the customer's account, (b) act in accordance with any special handling 
instructions for the account, (c) understand the authority of each person acting on behalf of the 
customer, and (d) comply with applicable laws, regulations, and rules. In addition, FINRA Rule 
2111 requires, in part, that the Firm or its RR "have a reasonable basis to believe that a 
recommended transaction or investment strategy involving a security or securities is suitable for 
the customer, based on the information obtained through the reasonable diligence of the Firm 
or associated person to ascertain the customer's investment profile.” To comply with these rules, 
the Firm requires certain information be collected and retain regarding every customer. 
 
The manager assigned to each RR will ascertain that each new account form submitted by the RR 
provides, at a minimum, the following information: 
 

• The customer's name; 
• The customer's address (PO box may be accepted only if a street address is also provided); 
• The customer's social security or tax ID number; 
• The customer's occupation or prior occupation if retired; 
• The name and address of the customer's employer (if applicable); 
• Customer’s age (date of birth); 
• Other investments; 
• Financial situation and needs (income, net worth/liquid net worth); 
• Financial investment experience; 
• Tax status/tax rate; 
• Investment objectives; 
• Investment time horizon; 
• Liquidity needs; 
• Risk tolerance; 
• Whether the customer is an employee of another broker/dealer or of a financial services 

regulator; 
• The signature of the RR of record; 
• The signature of the DP accepting the account; 
• Whether the account is discretionary or has third party discretion; 
• For corporations, partnerships or other entities the name(s) of the person(s) authorized 

to transact business on behalf of the entity; 
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• Copy of Brokerage Arbitration Disclosure; 
• Description or copy of Government Issued photo ID 
• Other information to assist the RR and the Firm in making a suitability determination, 

including but not limited to information regarding the customer’s investment strategy. 
 
When opening a new account, the Firm may also request any of the following additional 
information: 
 

• Type of account (e.g., cash, margin, etc.); 
• Verification of ownership of the account (e.g., individual, joint, etc.); 
• Securities transfer instructions (e.g., hold in street name, transfer/ship, etc.); 
• Instructions for dividend or interest payment (e.g., reinvest, deliver, etc.); 
• The customer's marital status (if applicable); 
• The customer's home, mobile and/or business telephone number; 
• Country of citizenship and country of tax residence (if different); 
• Whether the applicant is an officer, director of shareholder of 10% or more of a 

publicly-owned company; 
• Whether the applicant is a senior military, governmental or political official in a non-

US country; 
• Annual (recurring) and/or special expenses (future, non-recurring); 
• Patterns or methods of investment decision-making; 
• Source of investment funds (initial or ongoing) 
• Communications preferences; 
• Back-up contact information, duplicate mailing options; 
• Or other information the DP and/or CCO deem to be appropriate or applicable in the 

account opening process. 
 

13.2.1 Trusted Contact Person 
 
The Firm has included, as part of the new account opening documents, a trusted contact form.  
RR’s are required to ask their client to complete the form, but the client is not obligated to 
complete the form.   
 
Trusted contact forms will be maintained in the client file.  The client can return the form 
completed or not completed.  We will request that the client sign an incomplete form and if 
amenable to indicate they did not want to complete the form.  However, we do not require that 
a client sign or write on the form that they did not wish to complete it.   Not completing the form 
will not delay the opening of the new account.  
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For accounts that were opened prior to the effective date of this rule, trusted contact forms will 
be provide to the client for their consideration when update the account during the course of 
routine and customary business. 

13.3 Institutional Accounts 

 
Reference: 
FINRA Rule(s) 2111(a), 2111(b), 3110(c) 
SEC Rule(s) 17a-3 and 17a-4 
MSRB Rule(s) G-19 
 
An institutional account is defined as an investment account for: (1) a bank; (2) savings and loan 
association; (3) insurance company; (4) registered investment company; (5) investment adviser; 
or (6) any other entity (whether a natural person, Corporation or partnership, trust or otherwise) 
with total assets of at least $50 million. 
 
The DP will review the account application to determine whether or not the account meets the 
requirements of an Institutional Account. The DP may, in his/her discretion, require any 
additional information that will assist in the verification process. 
 
If the account is owned by an institution but does not meet FINRA's definition for institutional 
accounts, additional information is required involving net worth, net income, investment 
objectives, etc. 

13.4 Margin Accounts 

 
Reference: 
FINRA Rule(s) 2520, 2111(a), 2111 (b), 3110(c) 
SEC Rule(s) Regulation T 
MSRB Rule(s) G-19 
 
In addition to the information required to open a cash account, the following required 
information to open a margin account will be reviewed by the DP: 
 

 Evidence that the customer has received a truth in lending statement; 
 A review and determination that the customer appears suitable for margin activity based 

upon the customer's investment objectives and financial condition; 
 An executed margin agreement and consent to loan form from the Customer Agreement 

advising the customer of the Risks of Margin Accounts 
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Each customer opening a margin account must be furnished with a copy of the current version 
of the clearing firm's booklet outlining credit terms. The following items need to be discussed 
with the customer. 

A. The conditions under which an interest charge will be imposed; 
B. The annual rate or rates of interest that can be imposed; 
C. The method of computing interest; 
D. If rates of interest are subject to change without prior notice, the specific, conditions 

under which they can be changed; 
E. The method of determining the debit balance or balances on which interest is to be 

charged and whether credit is to be given for credit balances in cash accounts; 
F. What other charges resulting from the extension of credit, if any, will be made and under 

what conditions; 
G. The nature of any interest or lien retained by the broker or dealer in the security or other 

property held as collateral  and the conditions under which additional collateral can be 
required. Subsequent to the conversation, the booklet should be mailed to the client. 

 
Following the DP’s review and approval of a margin account application, the DP shall escalate the 
approval to the CCO.  The CCO is granted final approval authority for all margin accounts. 

13.5 Customers Who Refuse Information 

 
Some customers may be reluctant to provide certain types of information to the Firm. A 
customer, for example, may not want to divulge information about "other investments" held 
away from VSLLC. In these instances, the suitability rule generally requires the Firm to use 
reasonable diligence to seek to obtain and analyze the customer-specific factors deemed 
mandatory by the Firm. The Firm cannot make assumptions about customer-specific factors for 
which the customer declines to provide information. Furthermore, when customer information 
is unavailable despite the Firm’s efforts and reasonable diligence, the Firm must carefully 
consider whether it has a sufficient understanding of the customer to properly evaluate the 
suitability of a recommendation. The suitability rule does not prohibit the Firm from making a 
recommendation in the absence of certain customer-specific factors as long as the Firm has 
enough information about the customer to have a reasonable basis to believe the 
recommendation is suitable. The significance of specific types of customer information will 
depend on the facts and circumstances of the particular case. 
 
The CCO is responsible for rendering final approval of an account for which the customer has 
refused to provide information. 
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14 Suitability of Recommendations 
 
Reference: 
FINRA Rule(s) IM-2010-1 & 3110(d) 
SEC Rule(s) 10b-9 
MSRB Rule(s) G-30 
 
FINRA Rule 2111 requires, in part, that the Firm or RR "have a reasonable basis to believe that a 
recommended transaction or investment strategy involving a security or securities is suitable for 
the customer, based on the information obtained through the reasonable diligence of the Firm 
or RR to ascertain the customer's investment profile." The rule also explicitly covers 
recommended investment strategies involving securities, including recommendations to "hold" 
securities. The rule, moreover, identifies the three main suitability obligations: reasonable-basis, 
customer-specific, and quantitative suitability. Finally, the rule provides a modified institutional-
customer exemption. 
 
In general, for purposes of the suitability rule, the term “customer” includes a person who is not 
a broker or dealer who opens a brokerage account at the Firm or purchases a security for which 
the Firm receives or will receive, directly or indirectly, compensation even though the security is 
held at an issuer, the issuer's affiliate or a custodial agent (e.g., "direct application" business, 
"investment program" securities, or private placements), or using another similar arrangement.  
The suitability rules apply also to recommendations made to potential investors, if the potential 
investor later becomes a customer of the Firm (e.g. executes the transaction through the Firm). 

 
Reasonable basis suitability or due diligence is addressed on a product-by-product basis 
throughout this Written Supervisory Procedures manual. Customer-specific and quantitative 
suitability are address in this Chapter, including the Firm’s policies regarding institutional-
customer exemption. 
 
The Firm carries out its suitability obligations through training, oversight and through supervisory 
controls.  Training occurs through firm and regulatory element training programs, compliance 
memoranda and through direct oversight by qualified supervisory personnel.  The Firm exerts its 
oversight of RR recommendations through the prompt (T+1) review of all securities transactions 
by the DP. Evidence of the Firm’s reviews shall be noted by the DP’s initialing the daily purchase 
and sales blotter, or through such other means as the CCO deems appropriate.  To test and verify 
the adequacy of its reviews, the Firm’s CCO performs routine tests (no less than annually) and 
reviews and considers surveillance or “exception” reports. 
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14.1 Customers 
 
The DP shall utilize information collected on the new account form to guide and inform suitability 
determinations. 
 
The DP shall be responsible to enforce the Firm’s policies, which require the RR to make every 
reasonable effort to ensure that the recommended product is suitable for that prospective 
customer.  This judgment must be based upon the prospect's investment objectives, investment 
experience, risk tolerance, tax status, financial situation, time horizon, liquidity needs, overall 
investment strategy, and other relevant factors. RRs must consider any recommendation, even a 
recommendation to hold a security in the account, to require a suitability analysis. 
 
The requirement for suitable recommendations applies to buy, sell and to hold 
recommendations. 
 
RRs are required to document explicit hold recommendations using a method that is readily 
searchable and accessible upon request by the CCO or a branch examiner, such as a note of a 
conversation or meeting, a summary of a call or appointment, or other such means. 
 
The simple rule to remember is that the recommendation must be in the customer's best interest 
and appropriate considering the customer's personal financial circumstances. The RR is the best 
judge of suitability and is best able to identify any real or perceived conflict of interest.  Based on 
ongoing communications with clients, the RR is required to document each update to the client’s 
profile, to include the date, and the new information. 
 
In considering transactions for suitability, special attention should be paid to the following: 
 

 First time purchasers of a particular type of security 
 Transactions requested under questionable authority 
 Transactions for personal or family accounts of associated persons 
 Unusual, frequent and/or sizable transactions for the same customer 
 Selling below breakpoints - a recommendation to a customer to purchase mutual fund 

shares for a quantity just beneath the point where the customer could significantly save 
commission charges by purchasing more shares may mean a bigger payment for the RR, 
but is not normally in the customer's best interests - Breakpoint sales are strictly 
prohibited 

 Switching of mutual funds - Switching a customer among funds with similar investment 
objectives with no investment purpose may impose another commission charge and 
increased tax liability needlessly for the customer.  This practice raises questions of 
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suitability because of the unfavorable tax consequences and additional sales charges 
(with limited exceptions, mutual funds are long term investments). 

 Options or margin trading (not permitted without the DP’s prior written consent) 
 Transactions with elderly customers (keep in mind that beneficiaries are often the parties 

raising claims of unsuitability for transactions executed for elderly customers) 
 
A customer with multiple accounts at the Firm that have different investment profiles or 
investment-profile factors (e.g., objectives, time horizons, risk tolerance) presents unique 
supervisory challenges that require the DP to reference the account information specific to the 
account for which the recommendation has been made.  In these circumstances, DPs are 
encouraged to employ heightened oversight, including but not limited to or requiring: 
 

 Contact with the client 
 More frequent reviews of client activity 
 Activity Letter(s) 
 Consultation with the RR 
 Or other special supervisory steps 

 
In circumstances above (multiple accounts with different objectives or criteria) the DP is required 
to ensure that the investment profiles or factors accurately reflect the customer's decisions. In 
addition, the Firm allows the customer to use different investment profiles or factors for different 
accounts rather than using a single customer profile for all of the customer's accounts, the Firm 
may not borrow profile factors from the different accounts to justify a recommendation that 
would not be appropriate for the account for which the recommendation was made. The DP is 
responsible for identifying customers to which these procedures apply. 
 
The suitability rule requires the Firm to seek to obtain and analyze a customer's other 
investments (investments held at other firms). The rule thus explicitly permits a suitability 
analysis to be performed within the context of a customer's other investments. Some customers, 
moreover, desire portfolios made up of securities with different levels of liquidity, risk and time 
horizons. When the RR is aware of a customer's overall portfolio (including investments held at 
other financial institutions), the RR is permitted to make recommendations based on the 
customer's overall portfolio as long as the customer is in agreement with such an approach. 
Under these circumstances, the suitability of the RR’s recommendation may be analyzed on the 
basis of whether the customer's overall portfolio, considering any changes to the portfolio that 
flow from the broker's recommendation, aligns with the customer's investment profile. 
 
In order to rely on a strategy that takes into account a customer’s other investment, the Firm will 
evidence a customer's approval of a broker's use of a portfolio-based analysis regarding the 
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suitability of the broker's recommendations through documentation in the customer file such as 
a written statement, copies of the other account profiles, notes of contemporaneous discussions, 
or other such means. 
 
For accounts using a portfolio approach, the Firm’s records shall include evidence that: 

• the customer understands and has decided to apply the approach 
• the RR is informed and aware of the customer's overall portfolio; or 
• no "red flags" exist indicating that the RR’s information about the customer's 

other holdings may be inaccurate. 
 
FINRA’s Rule 2111(b) provides an exemption to customer-specific suitability regarding 
institutional accounts based on certain conditions.  An institutional account is: 
 

(1) a bank, savings and loan association, insurance company or registered investment 
company; 
(2) an investment adviser registered either with the SEC under Section 203 of the 
Investment Advisers Act or with a state securities commission (or any agency or office 
performing like functions); or 
(3) any other person (whether a natural person, corporation, partnership, trust or 
otherwise) with total assets of at least $50 million. 

 
The conditions that exempt the Firm from its customer specific suitability requirement for 
institutional accounts are: 
 

(1) whether the Firm "has a reasonable basis to believe the institutional customer is 
capable of evaluating investment risks independently, both in general and with regard to 
particular transactions and investment strategies involving a security or securities, and 
(2) whether "the institutional customer affirmatively indicates that it is exercising 
independent judgment." 
 
 

Where an institutional customer has delegated decision-making authority to an agent, such as an 
investment adviser or a bank trust department, Rule 2111(b) permits the Firm to apply the factors 
relevant to determining whether the customer meets the criteria for the institutional-customer 
exemption to the agent. 
 
The DP is responsible for maintaining adequate documentation for accounts in which the Firm is 
relying on the exemption. 
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14.2 SENIOR INVESTOR SUITABILITY 
 
Reference: Securities Act of 1933: 
Regulation D, Rule 501-506, Regulation A 
FINRA Rule(s) 2111 
FINRA Rule(s) RN 07-43 
MSRB Rule(s) N/A 
 
FINRA has provided guidance with respect to Senior Investors related to the suitability of 
investments. 
 
FINRA acknowledges that although the rule does not explicitly refer to a customer’s age or life 
stage, FINRA has stated that both are important factors to consider in performing a suitability 
analysis. According to FINRA, as investors age, their investment time horizons, goals, risk 
tolerance and tax status may change. Liquidity often takes on added importance. And, depending 
on their particular circumstances, seniors and retirees may have less tolerance for certain types 
of risk than other investors. For example, retirees living solely on fixed incomes may be more 
vulnerable to inflation risk than those who are still in the workforce, depending on the number 
of years those retirees are likely to rely on fixed incomes. Likewise, investors whose investment 
time horizons afford less time or opportunity to recover investment losses any be 
disproportionately affected by market fluctuations. 
 

14.3 Suitability Considerations 

 
According to FINRA, firms cannot adequately assess the suitability of a product or transaction for 
a particular customer without making reasonable efforts to obtain information about the 
customer’s age, life stage and liquidity needs. 
 
Other questions to consider include: 
 

 Is the customer currently employed? If so, how much longer does he or she plan to work? 
 What are the customer’s primary expenses? For example, does the customer still have a 

mortgage? 
 What are the customer’s sources of income? Is the customer living on a fixed income or 

anticipate doing so in the future? 
 How much income does the customer need to meet fixed or anticipated expenses? 
 How much has the customer saved for retirement? How are those assets invested? 
 How important is the liquidity of income-generating assets to the customer? 
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 What are the customer’s financial and investment goals? For example, how important is 
generating income, preserving capital or accumulating assets for heirs? 

 What health care insurance does the customer have? 
 Will the customer be relying on investment assets for anticipated and unanticipated 

health costs? 
 

14.3.1 Action for Suitability Concerns 
 
For investors approaching retirement age, recommended being age 54 or older, suitability issues 
and investment recommendations become more complex.  Therefore, a supplemental worksheet 
will be required to be submitted along with the current Account Application for these senior 
investors, to permit customers to certify that they have considered the areas of FINRA concern.  
The worksheet is contained at the end of this manual in the Appendix with the New Account 
Form (Titled: "Worksheet for Investors Approaching Retirement Age"). Because of the 
importance of this policy to Vanderbilt, exceptions will be made on rare occasion. Only the 
reviewing principals are authorized to make an exception to this policy.  Generally, exemption 
decisions will hinge on significant mitigating factors, such as the extent of knowledge a RR may 
have with the client based on other investments, or other relationship. A tax-preparer, for 
example, may have in-depth and current knowledge of the investor’s profile that supersedes the 
need to separately collect tax and financial information. 
 

14.3.2 Obligations of the Firm and RRs 
 
RRs do not have an obligation to shield their customers from risks that customers want to take, 
but they are required to fully understand the products recommended to give their customers a 
fair and balanced picture of the risks, costs and benefits associated with the products or 
transactions they recommend and recommend only those products that are suitable in light of 
the customer’s financial goals and needs. 
This does not mean that all seniors are, or should be, risk-averse, or that any particular 
product, per se, is unsuitable for older investors. 
 

14.3.3 Potential Problematic Activity 
 
Certain products or strategies pose risks that may be unsuitable for many seniors, because of 
time horizon considerations, liquidity, volatility or inflation risk. 
 
These risky strategies include: 
 

 Trading on Margin 
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 Options Activity 
 Private Placement Activity, due to illiquidity 
 Concentrated positions in a small group of securities or market segment 

 
FINRA has indicated that its examiners are focusing on recommendations to seniors, particularly 
those that involve the following: 
 

 Products that have withdrawal penalties or otherwise lack liquidity, such as 
 Deferred variable annuities, equity indexed annuities, some real estate investments and 

limited partnerships; 
 Variable life settlements; 
 Complex structured products, such as collateralized debt obligations (CDOs); 
 Mortgaging home equity for investment purposes; 
 Using retirement savings, including early withdrawals from IRAs, to invest in high risk 

investments. 
 
Investors who have attained the age of 70 and one-half may be subject to Required Minimum 
Distributions from certain retirement accounts.  RRs should determine whether the customer has 
multiple retirement accounts from which funds may be withdrawn or if the withdrawals are to 
be made from the Vanderbilt account only.  It is recommended that, prior to recommending an 
investment which may be subject to a load or sales charge, The RR should determine that there 
are sufficient liquid resources available to fund an immediate future RMD in the event that the 
distribution would be from the retirement account maintained with Vanderbilt. 
 

14.3.4 FINRA Rule 2165 – Financial Exploitation of Specified Adults 
 
In order to assist in protecting the financial exploitation of specified adults FINRA implement Rule 
2165. 
 
Specified Adults is defined as a natural person age 65 and older; a natural person age 18 and 
older who the member reasonably believes has a mental or physical impairment that renders the 
individual unable to protect his or her own interests. 
 
Financial Exploitation is defined as the wrongful or unauthorized taking, withholding, 
appropriation, or use of a Specified Adult’s funds or securities; or any act or omission by a person, 
including through the use of a power of attorney, guardianship, or any other authority regarding 
a Specified Adult, to 1) obtain control, through deception, intimidation or undue influence, over 
the Specified Adult’s money, assets or property; or cover the Specified Adult’s money, assets or 
property. 
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The Firm may place a temporary hold on a disbursement of funds or securities from the account 
of a Specified Adult if: 

1. The Firm reasonably believes that financial exploitation of the Specified Adult has 
occurred, is occurring, has been attempted, or will be attempted; and 

2. The Firm, not later than two business days after the date that the Firm first placed the 
temporary hold on the disbursement of funds or securities, provides notification orally or 
in writing, which may be electronic, of the temporary hold and the reason for the 
temporary hold to: 

a. All parties authorized to transact business on the account unless a party is 
unavailable or the Firm reasonably believes that the party has engage, is engaged, 
or will engage in the financial exploitation of the Specified Adult; and 

b. The Trusted Contact Person(s), unless the Trusted Contact Person is unavailable 
or the Firm believes that the Trusted Contact Person(s) has engage, is engaged, or 
will engage in the financial exploitation of the Specified Adult. 

3. The Firm immediately initiates an internal review of the facts and circumstances that 
caused the Firm to reasonably believe that the financial exploitation of the Specified Adult 
has occurred, is occurring, has been attempted, or will be attempted. 

4.  
The temporary hold will expire not later than 15 business days after the date that the Firm first 
place the temporary hold on account, unless otherwise terminated or extended by a state 
regulator or agency of competent jurisdiction or a court of competent jurisdiction, or extended 
pursuant to the Rule. 
 
Provided that the Firm’s internal review of the facts and circumstances under this Rule supports 
the Firm’s reasonable belief that the financial exploitation of the Specified Adult has occurred, is 
occurring, has been attempted, or will be attempted, the temporary hold authorized by this Rule 
may be extended by the Firm for no longer than 10 business days following the date authorized 
by the Rule, unless otherwise terminated or extended by a state regulator or agency of 
competent jurisdiction or a court of competent jurisdiction. 
 
The CCO, or in his/her absence, another member of the Firm’s Compliance Department are 
authorized to place, terminate or extend a temporary hold on an account under this Rule. 
 
The Firm will retain records related to compliance with this Rule, which shall be readily available 
to FINRA upon request.  The retained records shall include records of: 

i. Request(s) for disbursement that may constitute financial exploitation of a Specified Adult 
and the resulting temporary hold; 
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ii. The finding of a reasonable belief that financial exploitation has occurred, is occurring, 
has been attempted, or will be attempted underlying the decision to place a temporary 
hold on a disbursement; 

iii. The name and title of the associated person that authorized the temporary hold on a 
disbursement; 

iv. The notification(s) to the relevant parties pursuant to the Rule; 
v. The internal review of the facts and circumstances pursuant to the Rule. 

 
The Firm will provide training through its annual continuing education program as deemed 
appropriate. 
 
 

14.3.5 Investment Strategies 
 
FINRA Rule 2111 governs investment strategies recommended by RRs. The phrase "investment 
strategy involving a security or securities" is interpreted broadly and would include, among other 
things, an explicit recommendation to hold a security or securities. Examples include both specific 
security recommendations in connection with a strategy, or general recommendations, such as 
sector strategies, high-yield strategies or other types of approaches. An investment strategy may 
include both securities and non-securities. For instance, a recommendation to liquidate certain 
securities for purposes of a non-security would be considered an investment strategy as to the 
liquidations. 
 
The following would NOT constitute recommendations of an investment strategy: 
 

 General financial and investment information, including 
o basic investment concepts, such as risk and return, diversification, dollar cost 

averaging, compounded return, and tax deferred investment, 
o historic differences in the return of asset classes (e.g., equities, bonds, or cash) 

based on standard market indices, 
o effects of inflation, 
o estimates of future retirement income needs, and 
o assessment of a customer's investment profile; 

 Descriptive information about an employer-sponsored retirement or benefit plan, 
participation in the plan, the benefits of plan participation, and the investment options 
available under the plan; 

 Asset allocation models that are 
o based on generally accepted investment theory, 
o accompanied by disclosures of all material facts and assumptions that may affect 
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a reasonable investor's assessment of the asset allocation model or any report 
generated by such model, and 

o in compliance with Rule 2214 (Requirements for the Use of Investment Analysis 
Tools) if the asset allocation model is an "investment analysis tool" covered by 
Rule 2214; and 

o Interactive investment materials that incorporate the above 
 
The DP is responsible for exercising investment suitability oversight in the context of the RR’s 
recommendation of an investment strategy. 
 

14.3.6 Non-Traditional ETFs aka Leverage and Inverse Leverage ETFs 
 
The shares of an ETF commonly represent an interest in a portfolio of securities that track an 
underlying benchmark or index. A leveraged ETF generally seeks to deliver multiples of the daily 
performance of the index or benchmark that it tracks. An inverse ETF generally seeks to deliver 
the opposite of the daily performance of the index or benchmark that it tracks. Inverse ETFs 
often are marketed as a way for investors to profit from, or at least hedge their exposure to, 
downward-moving markets.  Some ETFs are both inverse and leveraged, meaning that they 
seek a return that is a multiple of the inverse performance of the underlying index. To 
accomplish their objectives, leveraged and inverse ETFs use a range of investment strategies, 
including swaps, futures contracts and other derivative instruments. 
 
Regulatory  
 
Leveraged and inverse ETFs typically are designed to achieve their stated performance 
objectives on a daily basis. Some investors might invest in these ETFs with the expectation that 
the ETFs may meet their stated daily performance objectives over the long term as well.  
Investors should be aware that performance of these ETFs over a period longer than one day 
can differ significantly from their stated daily performance objectives.   (reprint from SEC & 
FINRA Bulletin) 
 
Suitability 
 
Registered representatives must have a reasonable basis to believe that a recommended 
transaction or investment strategy involving L&IL ETFs is suitable for the customer based on the 
information obtained through the reasonable diligence exercised in obtaining the customers 
investment profile.  A customer profile includes, but is not limited to, the customer’s age, other 
investments, financial situation, needs, tax status, objectives, experience, time horizon, risk 
tolerance and any other information the customer may disclose about their profile. 
 
Prior to recommending the purchase or sale of an L&IL ETF the registered representative must 
determine if the product is suitable to the customer and that the RR understands the product 
and transaction being recommended.   In the case of L&IL ETFs this means that the RR 
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understands the terms and features of the fund including how they are designed to perform, 
how they achieve that objective and the impact of market volatility and the customer’s 
intended holding period. 
 
While the customer specific suitability analysis depends on the customer’s particular 
circumstances, L&IL ETFs are not considered suitable for customers who plan to hold them for 
more than one trading session, particularly in volatile markets. 
 
Prior to the customer’s first trade in a L&IL ETF, the customer must be supplied with the firm’s 
Leverage and Inverse Leverage ETF Disclosure Document.  The customer must also sign and 
return our L&IL ETF Disclosure Acknowledgement form.   
 
Prior to a registered representative being able to enter an order for a L&IL ETF, the RR must 
complete an online course through AI Insight titled – An Introduction to Leverage and Inverse 
ETFs.  The RR must obtain a minimum of 70% to achieve a passing score.   
 
The firm will be monitoring L&IL ETF activity on a daily basis.  Specifically, the firm will be 
reviewing for suitability.  The firm will be reviewing the holding period on a weekly basis.  RR’s 
will be notified via email weekly of current L&IL ETF position(s) in order to communicate that 
information with their client. 
 

14.3.7 Quantitative Suitability 
 
The quantitative suitability obligation under the new rule codifies excessive trading cases. 
Quantitative suitability requires an RR who has actual or de facto control over a customer account 
to have a reasonable basis for believing that, in light of the customer's investment profile, a series 
of recommended transactions, even if suitable when viewed in isolation, are not excessive and 
unsuitable for the customer. Factors such as turnover rate, cost-to-equity ratio, and use of in-
and-out trading in a customer's account may provide a basis for finding that the activity at issue 
was excessive. 
 
The DP is responsible for oversight of recommendations to ensure compliance with the Firm’s 
quantitative suitability obligations. 
 
 
 
 

14.4 SUPERVISION OF RECOMMENDATIONS 

 
The Firm supervises the suitability of RR recommendations through the ongoing and routing 
oversight performed by its DPs, as well as through monitoring by the CCO. 
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DPs are responsible for daily (T+1) reviews of transactions logs and blotters. These reviews shall 
take into consideration customer specific and quantitative suitability requirements. The reviews 
shall consider whether or not the RR has served the customer’s best interests by considering: 
 

• motivation for recommending one product over another was to receive larger 
commissions 

• mutual fund recommendations were designed to maximize his commissions 
rather than to establish an appropriate portfolio for his customers 

• recommendation for a margin strategy was motivated by his desire to increase 
his commissions through purchases of larger amounts of securities 

• recommendations were based on incomplete, inadequate or outdated 
background or information from the customer 

• among other improper motivations. 
 
DPs are required to review transactions in the context of the customer's investment profile, 
which is critical to the assessment. In addition, the DP shall consider product- or strategy-related 
factors in addition to cost, such as the product's or strategy's investment objectives, 
characteristics (including any special or unusual features), liquidity, risks and potential benefits, 
volatility and likely performance in a variety of market and economic conditions. 
 
The Firm exerts an additional layer of oversight designed to prevent and detect unsuitable 
transactions including branch and RR examinations, review of surveillance reports that address: 
 

• Mutual Funds and variable annuity sales practices such as switch and exchange 
reports 

• Securities sales practices including excessive activity reports, commission 
reports, low priced security reports, and related reports 

• Customer account related reports including reports of new accounts, accounts 
with substantial gains or losses, terminated/transferred accounts 

 
The CCO is responsible for implementation and review of the Firm’s surveillance program, which 
includes establishing parameters for the reports and determining the appropriate follow-up 
actions, which may include contact with the customer, Activity letters, remedial actions (RR-
related), DP or RR training and other such measures. 
 

14.4.1 Documentation 
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The Firm requires RRs and DPs to maintain adequate records to substantiate the suitability of 
investment recommendations. 
 
RRs are required to collect complete and accurate customer profile information, and to update 
the information upon learning of material changes in a customer’s account.  RRs are required to 
retain information including notes, summaries and other records of specific circumstance that 
will support the RR’s suitability determination. If an RR determines that a particular investment 
would be unsuitable for his or her customer, the RR should so advise the customer.  An 
investment made by the customer in opposition to the RR's recommendation should ALWAYS be 
accompanied by the written instruction of the customer. 
 
If the customer declines to provide the RR with a letter, the RR should decline the business. This 
practice applies equally to new and existing customers 
 
DPs are required to review and monitor RR recordkeeping and to make and retain separate 
records as evidence of suitability reviews.  Examples of records maintained by the DP are 
initialed/reviewed logs and blotters, communications with RRs to verify recommendations, 
record of communications with customer, as applicable 
 
The CCO maintains records that include exception reports, communications with customers, RRs 
and DPs, and other records. 
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15 Commissions, Fees, Best Execution 

15.1 Commission Charges 

 
Reference: 
FINRA Rule(s) 3110(d) 
SEC Rule(s) N/A 
MSRB Rule(s) G-30 
 
The Firm's commission charges will be based upon a consideration of all relevant factors to 
ensure that" they are fair and reasonable including: 
 

1. Type of security involved (note that sales loads on specific products such as mutual funds, 
private offerings and other products are discussed in Sections of this Written Supervisory 
Procedures manual dedicated to the product) 

2. Availability of the security in the market; 
3. Commission proportionate to purchase amount 
4. Price of the security; 
5. Disclosure to the customer; 
6. Dollar amount of money involved. 

 
The DP will supervise the commissions charged on securities transactions by reviewing the 
transaction blotter containing commissions, daily (T+1).  The CCO will also review exception 
reports that identify product commissions outside a range determined by the CCO to be 
reasonable. 

15.2 Other Fees 

 
Reference: 
FINRA Rule(s) 2430 
SEC Rule(s) N/A 
MSRB Rule(s) G-30 
 
The DP will review any additional fees or charges that the Firm may apply to customer 
transactions to ensure they are reasonable and fair, and will be properly disclosed to the client. 
Such fees and charges would be for items such as collection of money due for or from the 
customer expenses regarding account termination, postage and handling, special servicing fees, 
exchange or transfer of securities and other services.  This requirement shall apply to all accounts 
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including investment advisory accounts and to all types of investments including non-
conventional investments. 
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16 CREDIT, REGULATION T AND EXTENSIONS OF TIME 

 
Reference: 
FINRA Rule(s) 4210 
SEC Rule(s) Regulation T 
MSRB Rule(s) N/A 
 
The Rules governing the extension of credit by broker/dealers for the purchase of securities are 
contained in Regulation T, promulgated by the Federal Reserve Board. Although the primary 
purpose Regulation T is to control the extension of credit, the regulation also helps to prevent 
customers from over extending their financial resources via the purchase or short sale of 
securities. Daily, the DP shall review any Reg. T extensions and any margin calls. Calls will come 
directly from the clearing firm and will be handled by RRs as intermediaries to their customers. 
The DP shall keep a record of any Reg. T extension and will ensure that margin calls are resolved 
quickly. If margin calls are outstanding a memorandum will be placed in the customer file 
documenting the reasons and the date of resolution. 
 

16.1 Arranging Credit 

 
Reference: 
FINRA Rule(s) 2520 
SEC Rule(s) Regulation T 
MSRB Rule(s) N/A 
 
No Associated Persons may participate in any scheme to evade Regulation T, even if originated 
by a customer. Additionally, Associated Persons must not arrange for credit for their own 
securities transactions on terms better than those the clearing firm can extend. 
 

16.2 Extensions 

 
Reference: 
FINRA Rule(s) 2520 
SEC Rule(s) Regulation T 
MSRB Rule(s) N/A 
 
Under Regulation T, customers trading on margin must deposit cash or margin able securities 
sufficient to meet the initial margin requirements applicable to a transaction within 5 full 
business days after the date of the transaction (two business days more than regular way 
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settlement as prescribed by SEC Rule 15c6-I. Additionally, customers purchasing a security in a 
special cash account must make full cash payment within 5 full business days of the purchase. If 
these requirements are not met, the broker carrying a customer's cash account must liquidate 
the securities purchased and the broker carrying a margin account must liquidate sufficient 
securities to satisfy the customer's margin obligation. 
 
In the event a customer fails to pay within the time period specified under Regulation T (Reg. T), 
security has not been delivered; under unusual circumstances the RR may request an extension 
of time.  A request for an extension does not obligate the Firm or the Clearing Firm to file for an 
extension. Secondly, the mere request by the Clearing Firm for an extension of time does not 
automatically signify that such a request will be granted by FINRA or NYSE. Extensions will not be 
granted if the security held long at another broker/ dealer or depository is not in good deliverable 
form or if the certificate is lost. 
 
The DP will review daily reports provided by the clearing firm regarding Regulation T extensions: 
(i) Outstanding margin calls. (ii) Accounts in frozen status and accounts with sold out positions or 
related unsecured debits, which may impact the Firm's Net Capital. The DP will initial these 
reports as evidence of review. 
 

16.3 Frozen Accounts 

 
Reference: 
FINRA Rule(s) 2520 
SEC Rule(s) Regulation T 
MSRB Rule(s) N/A 
 
Reg. T specifically requires that when securities are sold prior to receipt of the purchase payment, 
the account shall be frozen for a period of ninety days [220.4(c)]. If a security is delivered to 
another broker/dealer or is sold, this constitutes a sale before being paid in full. Cancellation of 
a transaction other than to correct an error also constitutes a sale. 
Subsequent purchases can be affected only if cash is on hand prior to execution, or if proper 
authorization based upon exceptional circumstances is obtained from the Compliance Principal. 
Such circumstances will only be considered on a rare basis and may only be granted by the 
Compliance Principal in situations where such action would not be considered a violation or 
circumvention of the regulation by the regulatory authorities. 
 
Accounts will be frozen for a period of ninety (90) calendar days in the following circumstances: 
 

1. A security is sold before payment for the security is made; 
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2. A security which has been sold is subsequently purchased to flatten out the position; 
3. Any check is returned marked insufficient funds; 
4. Failure to pay for a trade. 

 
Transactions entered into accounts which are frozen, where the funds covering the transaction 
are not on hand or in the account, will be canceled the next day, with any loss being charged to 
the RR. 
 

1. All accounts which are frozen for ninety calendar days will have a notation to that effect 
noted in the client file and a list will be posted in the operations area. 

2. At the time when the confirmation is produced, operations will check the account for the 
proper security or payment. If not in the account, a cancellation of the trade will be 
executed. Any loss in the account will be charged to the RR. Therefore, it is essential the 
RR not enter an order in a frozen account unless he is assured by operations that the cash 
(or security) has been received. 

3. Any account which has been frozen three times will be closed. 
  



Vanderbilt Securities, LLC WSPs  Page 120

17 FIDELITY BOND 

 
Reference: 
FINRA Rule(s) 3020 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The Firm will maintain a fidelity bond that provides coverage against loss and has Insuring 
Agreements covering at least the following: 
 

(A) Fidelity 
(B) On Premises 
(C) In Transit 
(D) Forgery and Alteration 
(E) Securities 
(F) Counterfeit Currency 
 

The fidelity bond will include a cancellation rider providing that the insurance carrier will use its 
best efforts to promptly notify FINRA in the event the bond is cancelled, terminated or 
substantially modified. 
 
A member's fidelity bond must provide for per loss coverage without an aggregate limit of liability 
with minimum coverage in excess of 120% of its current required minimum net capital and no 
less than $100,000. In addition, the Firm will ascertain that the policy contains provisions that 
the underwriter will notify FINRA in the event of termination of the policy. The DP will review the 
policy annually, as of the anniversary date of the bond, to determine the adequacy of coverage, 
which should be 120% of the highest net capital required during the preceding twelve months. 
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18 LOST AND STOLEN SECURITIES PROGRAM 

 
Reference: 
FINRA Rule(s) N/A 
SEC Rule(s) 17f-l 
MSRB Rule(s) N/A 
 
The DP will ascertain that the Firm is properly registered in the Lost and Stolen Securities Program 
with the Securities Information Center (SIC) as an indirect inquirer and will report all lost and/or 
stolen securities within the required time frames. In general, it is the policy of the Firm not to 
accept client securities. All reports made pursuant to this section, to the SIC, the FBI, or to the 
transfer agent, are required to be completed on Form X-I7F-IA supplied by the SIC and noted in 
the appropriate log as follows: 
 

1. Stolen or Counterfeit - When criminal activity is suspected, a report will be filed within 
one day of discovery to the SIC and FBI that the security is believed to have been stolen. 
In such a circumstance, RRs are informed to immediately notify their immediate 
supervisor. Supervisors are required to immediately notify the Compliance Officer or 
President of the Firm. 

2. Lost - When a security has been missing for a period of two days and criminal activity is 
not suspected, the DP will file a report within one business day to the SIC and transfer 
agent for the issuer that the security has been lost. 

3. Recovered - If notified that the security that was stolen or lost has been recovered, the 
DP will file a report within one business day to the SIC, transfer agent or FBI (if applicable) 
that the" security has been recovered. 

 
Reports made on Form X 17F1A will contain the following information: 
 

1. A full description of the security 
2. The name in which it is registered 
3. Any distinguishing characteristics (if counterfeit) 
4. The date of discovery of loss or recovery 
5. The CUSIP number 
6. The FINS number 
7. The type of loss 

 
Records of all reports will be maintained for a period of three years. 
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19 FORM BD UPDATES 

 
Reference: 
FINRA Rule(s) 
SEC Rule(s) 
MSRB Rule(s) 
 
The DP will be responsible for supervising the electronic filing of appropriate forms. The DP shall 
acknowledge, electronically, that he/she is filling this information on behalf of the Firm and the 
member's associated persons. At the instruction of the CCO, the Firm of compliance personnel 
shall review Form BD periodically to insure that any changes or amendments to the form have 
been filed in a timely manner, to address regulatory requirements such as pending filing 
requirements and compliance letters, to assess the adequacy of the Firm’s account balances, to 
review trade and other report cards, and otherwise as appropriate. 
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20 GIFTS, GRATUITIES AND NON-CASH COMPENSATION 

 
Reference: 
FINRA Rule(s) 3220, 2320, 2310, NASD 2830 
SEC Rule(s) N/A 
MSRB Rule(s) 0-20 
FINRA rules cover the following: 

20.1 Gifts and Gratuities 
 
FINRA Rule 3220 (Influencing or Rewarding Employees of Others, or the Gifts Rule) prohibits the 
Firm or any person associated with the Firm, directly or indirectly, from giving anything of value 
in excess of $100 per year to any person where such payment is in relation to the business of the 
recipient’s employer.  The rule seeks both to avoid improprieties that may arise when the Firm 
or its associated persons give anything of value to an employee of a customer or counterparty 
and to preserve an employee’s duty to act in the best interests of that customer. 
 
The Firm or person associated with the Firm may not, directly or indirectly, give or permit to be 
given anything of value, including gratuities, in excess of $100 per individual per year to any 
person, principal, proprietor, employee, agent or representative of another person where such 
payment or gratuity is in relation to the business of the employer of the recipient of the payment 
or gratuity. The Gifts Rule does not prohibit “ordinary and usual business entertainment” (such 
as an occasional meal, sporting event, theater production or comparable entertainment event) 
provided that the entertainment “is neither so frequent nor so extensive as to raise any question 
of propriety.” 
 
A gift of any kind is considered a gratuity. 
 
RRs are required to report all gifts and gratuities given or received, including ordinary and usual 
business entertainment as described above to ensure compliance with this Rule.  The DP shall 
ensure that records of gifts and gratuities are maintained. 
 

20.2 Non-Cash Compensation 
 
"Non-cash compensation" means any form of compensation received in connection with the sale 
and distribution of variable contracts that is not cash compensation, including but not limited to 
merchandise, gifts and prizes, travel expenses, meals and lodging. 
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The Firm may not participate in the offering or in the sale of a variable contract on any basis other 
than at a value to be determined following receipt of payment therefor in accordance with the 
provisions of the contract, and, if applicable, the prospectus, the Investment Company Act and 
applicable rules thereunder. 
 
No member or person associated with the Firm shall directly or indirectly accept or make 
payments or offers of payments of any non-cash compensation, except as provided below. 
 
Permissible non-cash compensation arrangements are as follows: 
 

A. Gifts that do not exceed an annual amount of $100 per person and are not preconditioned 
on achievement of a sales target. 

B. An occasional meal, a ticket to a sporting event or the theater, or comparable 
entertainment which is neither so frequent nor so extensive as to raise any question of 
propriety and is not preconditioned on achievement of a sales target. 

C. Payment or reimbursement by offerors in connection with meetings held by an offeror or 
by the Firm for the purpose of training or education of associated persons of a member, 
provided that: 

 
1. the DP maintains a record of the event; 
2. RRS obtain the Firm’s prior approval to attend the meeting and attendance by the 

RR(s) is not preconditioned by the Firm on the achievement of a sales target or 
any other incentives pursuant to a non-cash compensation arrangement 

3. the location is appropriate to the purpose of the meeting, which shall mean an 
office of the offeror or the Firm, or a facility located in the vicinity of such office, 
or a regional location with respect to regional meetings; 

4. the payment or reimbursement is not applied to the expenses of guests of the 
associated person; and 

5. the payment or reimbursement by the offeror is not preconditioned by the offeror 
on the achievement of a sales target or any other non-cash compensation 
arrangement 

6. the non-cash compensation arrangements are disclosed in the prospectus 
 

D. Non-cash compensation arrangements between the Firm and its RR(s), provided that: 
1. the Firm’s compensation arrangement, if it includes variable contract securities, is 

based on the total production of RRs with respect to all variable contract securities 
distributed by the Firm; 

2. the non-cash compensation arrangement requires that the credit received for 
each variable contract security is equally weighted; 
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3. The DP maintains a record of the compensation arrangement that incorporates 
the terms and conditions noted above. 
 

E. Contributions by a non-member company or other member to a non-cash compensation 
arrangement between the Firm and its RR(s), provided that the arrangement is otherwise 
compliant 

 
Mutual fund incentive programs that involve additional compensation are permitted provided 
that the sponsor is on the Firm's current approved list. 
 
Any trips paid by a mutual fund company or insurance company (in the case of variable contracts) 
must be submitted to the Designated Principal for PRIOR approval. Trips that are substantially 
educational in content and are held in an office or "non-resort" location will be classified as "due 
diligence" or "training" meetings, and will be subject to management approval applying the 
conditions described above. All records of these trips must be submitted to the Designated 
Principal to document compliance with FINRA's rules. RRs will be able to attend at least one 
meeting per year at the discretion of their supervisor. Trips that do not meet the criteria of "due 
diligence" or "training" meetings will not be permitted. 
 

20.3 Sales of Restricted Securities 

 
Reference: 
FINRA Rule(s) N/A 
SEC Rule(s) Rule 144 
MSRB Rule(s) N/A 
 
It is against Firm policy to transact purchases or sales in restricted securities (a.k.a. 144 stock). 
The DP for Customer Accounts will review for customer transactions in restricted stock during 
their routine account review. If the DP should find transactions in restricted stock the RR could 
be subject to termination. 
 
Exceptions to the sale of restricted stock can be made only by prior written permission from the 
President and under strict supervision. Suitability requirements for restricted stock transactions 
will have to meet several guidelines and if the Firm decides to allow any transactions a DP will be 
assigned and a set of detailed procedures will be written for the activity. 
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21 ANTI-MONEY LAUNDERING 

 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) NI A 
 
On October 26, 2001, the President of the United States signed the United and Strengthening of 
America Act by Providing Appropriate Tools Required to Intercept and Obstruct Terrorism Act of 
2001 (PATRIOT Act). Title III of the PATRIOT Act, referred to as the International Money 
Laundering Abatement and Anti-Terrorist Financing Act of 2001, imposes obligations on broker-
dealers under new anti-money laundering (AML) provisions and amendments to the existing 
Bank Secrecy Act (BSA) requirements. 
 
This section of the procedures has been created as identified in the program. The AML CO will be 
responsible for annually reviewing the program, signing the program as part of this approval and 
the employee training program for updates. Evidence of this update will be a copy of the program 
and the previous year’s independent test results. An individual or outside consultant will be 
designated as the independent auditor for purposes of the program to perform an annual 
independent test. A separate program document will be created, like the continuing education 
needs analysis and training plan to identify program personnel, training, systems procedures, 
reporting procedures, customer documentation, and responsible supervisors. 
 
"Vanderbilt Securities LLC will not tolerate money laundering activity to transpire through the 
Firm or its Associated Persons. Firm management has created and strongly enforces these anti 
money laundering procedures to detect, deter, and punish terrorists in the United States and 
abroad and to enhance law enforcement investigation." 
 
The Designated Principal assigned as the AML Compliance Officer is shown in the Appendix on 
the "List of Designated Responsibilities." Available from CCO The President of the Firm shall make 
this designation and replace the individual as or if necessary. This designation shall be reviewed 
annually as part of the audit of the Firm's business, compliance, and written supervisory system, 
and to maintain current and accurate regulatory reporting. 
 

21.1 Customer Due Diligence 

 
Reference: 
FINRA Rule(s) 2111, 2010 
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SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Prior to the enactment of the Money Laundering Abatement Act, broker dealers already had 
significant obligations to gather information about their customers in order to, among other 
things, know their customers. FINRA's rules require a broker dealer representative to obtain 
information from their customers when opening accounts, including the following: 
 

1. Customer’s name and residence 
2. Whether the customer is of legal age 
3. The signature of the RR introducing the account and signature of the Firm or partner, 

officer, or manager who accepts the account, and 
4. If the customer was a corporation, partnership, or other legal entity, the names of any 

persons authorized to transact business on behalf of the entity 
 
The Firm is also required to obtain additional customer information under FINRA Rule 2010 and 
2111. which require the Firm to "know its customer" and gather to the extent possible 
information in order to judge suitability when making recommendations. The additional 
customer information for suitability is: 
 

1. Customer's financial status 
2. Tax status, and 
3. Investment objectives 

 
Effective October 26, 2003, the Act shall impose Section 356 of the PATRIOT ACT requiring 
additional customer information requirements as well as minimum customer verification 
requirements. The firm has instituted these procedures to meet the minimum requirements until 
such time the additional information and regulations are created to support further information 
and verification. 
 
Upon the creation of a customer subscription the RR shall follow the New Account Form in order 
to gather and verify customer information. A sample of this Form is located in the Appendix. All 
information is subject to the creation of a document. These documents should be kept with the 
customer account form. The RR shall: 
 

 Photocopy, or get the identification number of a current un-expired photo on a 
government-issued identification and visibly compare the photograph with the customer 
to confirm that the photograph is that of the customer (such as a driver’s license, 
passport, military identification, or other government identification with a photograph of 
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the customer). 
 Confirm the address, date of birth and other information provided by the customer, by 

one of the following methods: 
o Photocopy, or view and record, other identification from the customer which, 

while not government-issued, can be used to confirm the identification provided 
by the customer (such as a utility bill with the customer address, senior citizen 
identification, or expired government identification card). 

o Contact the customer following the opening of the account, either by mail, 
electronic communication, or personal visit, to confirm the customer information 
(A personal visit should be documented in a memo including the date and time of 
the visit). 

o Utilize an information verification process that specifically verifies the 
 information provided by the customer, such as a credit report. 

 Inquire and document the conversation about the source of the customer's assets and 
income so it may be determined whether the inflow and outflow of money and securities 
are consistent with the customer's financial status. 

 Gain an understanding of what the customer's likely trading patterns will be, so any 
deviations from the patterns can be detected. 

 
For accounts opened on behalf of business the company collects the following: 

1. Business name 
2. Business Address (Cannot be a P.O. Box, or other Non-Street Address) 
3. Tax Identification Number of the business 
4. Legal Entity (Sole Proprietor, C-Corporation, S-Corporation, LLC, LP, trust) 
5. Date of Formation 
6. Names of Persons authorized to transact business on behalf of the entity 
7. Ownership information for the business (publicly held, number and/or entity of owner of 

private1y~owned business) 
8. Principal Place of business operations (including: City/Town, state/province, country) 
9. The signature of the RR introducing the account 
10. The signature of the Designated Principal who accepts the account 

 
For verification of this information the RR shall: 

 Obtain a copy of the document confirming the existence of the business (e.g. certificate 
or articles of incorporation or other business structure documentation) 

 Obtain a financial statement (which may be certified) regarding the business 
 
When an application is received at the OSJ or home office, the DP shall review all new account 
information and initial/sign documents as evidence of the review. The actual verification shall be 
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made in at least five days from the account opening and documentation of the verification shall 
be kept and evidenced on the Form. 
 
The DP shall compare the account owner to the list (Specially Designated Nationals and Blocked 
Persons" (SDN) of known or suspected terrorists or terrorist organizations as well as sanctioned 
countries prior to effecting a transaction for the customer. This list can be found online at 
http://www.treasury.gov/resource-center/sanctions/SDN-List/Pages/default.aspx. FINRA has 
created a searchable form of this list and posted it on their website. It can be found at 
http://apps.finra.org/rulesregulation/OFAC/1/default.aspx. If a name or address from this list is 
identified on an account the account will be denied, a SAR~BD may be filed at the discretion of 
the AML CO. (See the section on filing SAR – BD reports) The DP shall maintain confidentiality 
regarding any such event. 
 
To the extent activity concerning private placements is allowed by the Firm's membership 
agreement, in addition to the Firm's normal due diligence activities, the Firm will check the names 
the Firm and/or any individual authorized to raise capital on behalf of the issuer, against the OFAC 
list, in similar fashion to that which is explained in the preceding paragraph. 
 
For names that are checked against the OFAC list where the names do not appear on the list, the 
DP will keep in the new account file, a copy of the screen print indicating that the name did not 
match information on the SDN list. 

21.2 FATF-GAFI: Non-Cooperative Countries and Territories 

 
Accounts that originate from nationals of the non-cooperative countries will be considered or 
denied. These countries are listed online at: http://www.fatf-gafi.org/topics/high-riskandnon-
cooperativejurisdictions/. 
 
The DP will terminate any relationship, within 10 days of a notice from the Treasury Department 
or the United States Attorney General, as well as the identification of any name appearing on the 
OFAC list. This termination shall be made in writing and clearing shall send a check to the 
customer. A copy of both the letter and a final statement showing a zero balance shall be kept as 
evidence of this termination. During this period the account shall be frozen on the date of 
identification until the close of the account or a federal investigation has taken place. 
In the course of performing due diligence, account review, or during the opening of an account a 
representative shall contact the DP, who may at his discretion immediately file a SAR and/or 
contact Federal law enforcement by telephone in appropriate situations as described below: 
 

 A customer is listed on the OFAC list; 
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 A customer's legal or beneficial account owner is listed on the OFAC list; 
 A customer attempts to use bribery, coercion, undue influence, or other inappropriate 

means to induce a representative or principal to open an account or proceed with a 
suspicious or unlawful activity or transaction; and 

 Any other situation that the DP or the AML CO reasonably determines requires immediate 
government intervention. 

 
The DP shall immediately speak with federal law enforcement and then the clearing firm in order 
to freeze the account and hold captive the assets until a Federal investigation has taken place. 
The DP shall maintain evidence of all situations in order to satisfy compliance with this procedure. 
 
Customers of the Firm shall be notified of the fact that the Firm may be conducting a background 
check at or before the time of account opening.  Such notification can be made in written form, 
on a placard, or in any other manner determined by the AML CO to be effective for this purpose. 
 

21.3 OFAC 

 
Reference: 
FINRA Rule(s) 3110(c) 
SEC Rule(s) 17a-3 and 17a-4 
 
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) as described above. The names of all parties to a transaction should be checked against 
the list of names of individuals, entities, geographical locations or countries that have been 
identified by OFAC. This includes, but is not limited to the following (as applicable): 
 

 Beneficiaries 
 Principals 
 Guarantors / Cosigners 
 Beneficial Owners 
 Nominee Shareholders 
 Directors 
 Signatories 
 Powers of Attorney 

 
Because the OFAC website 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 
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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. At the AML CO’s discretion, 
we may rely on the efforts of our custodian (clearing firm) or federally regulated and properly 
qualified other third parties to perform the ongoing portion of our customer ID program. 
If there is a potential match, then we will perform additional due diligence to determine an actual 
or false positive match to the name on the OFAC list. If the name is determined to be a true 
match, appropriate action must be taken to block (or reject, if applicable) the transaction, and 
then file the appropriate report with OFAC. All accounts for the matched name should 
immediately be frozen and placed in a locked account, so that no funds can be withdrawn from 
these open accounts. In all cases, the AML CO should be notified immediately of the name of the 
customer, the transaction and account details so that he or she can file the appropriate report. 
 

21.3.1 OFAC Securities Assessment Checklist 
 
We do not hold securities in custody.  If, however are business changes and we are approved for 
custody we will implement the following procedures: 
We will review the securities in our custody to determine if we are properly treating any that are 
blocked, including: 
 

 Securities registered or inscribed in the name of a Cuban national (regardless of whether 
the registered or in scribed owner appears to have assigned, transferred or otherwise 
disposed of the security) 

 Sovereign debt securities representing obligations of the governments of Cuba, Sudan, 
Iraq, Burmese development-related issues of the government of Burma or private firms 
subsequent to May 20, 1997 

 Debt or equity securities representing obligations of, or ownership interests in, 
companies appearing on OFAC’s SDN list 

 Debt or equity securities representing obligations of, or ownership interests in companies 
located in Cuba 

 Bankers acceptances that indicate on their face that they relate to unauthorized trade 
transactions involving North Korea, Cuba, Iran, Iraq, Burma, Sudan, imports of uncertified 
diamonds, imports of rough diamonds from Liberia, or imports produced or provided by 
foreign per sons designated by the Secretary of State as having engaged in activities 
related to the proliferation of weapons of mass destruction 

 Any other securities that we reason to believe represent obligations of, or ownership 
interests in, entities owned or controlled by blocked commercial or governmental entities 
referenced above 
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21.3.2 Blocked Accounts and Securities 
 
(To be implemented if we become a custodian of securities) Blockings must be reported within 
10 days by fax to OFAC Compliance Division at 202/622-2426. Debits to blocked accounts are 
prohibited, although credits are authorized. Cash balances in customer accounts must earn 
interest at commercially reasonable rates. Blocked securities may not be paid, withdrawn, 
transferred (even by book transfer), endorsed, guaranteed, or otherwise dealt in without an 
OFAC license. 
OFAC also requires the filing of a comprehensive annual report on blocked property held as of 
June 30 by September 30 each year. The report is to be filed using the BSA E-filing system. 
 

21.4 Summons or Subpoena of Foreign Bank Records; Termination of Correspondent 
Relationships: 

 
Upon receipt of a written request from a Federal law enforcement officer for information 
concerning correspondent accounts, the Firm will provide said information to the requesting 
officer no later than 7 business days after receipt of the request. If the U.S. Department of 
Treasury or the U.S. Department of Justice provides information that a bank has failed to comply 
with a summons or has contested a summons, the Firm will close the account within 10 business 
days. The AML-CO or designee will monitor the account to ensure that any suspicious activity is 
appropriately reported and to ensure that no new positions are established in the account within 
that 10 business day period. 
 
We understand that the receipt of a grand jury subpoena or National Security Letter concerning 
a customer does not in itself require that we file a Suspicious Activity Report (SAR-SF). When we 
receive a grand jury subpoena, we will conduct a risk assessment of the customer subject to the 
subpoena as well as review the customer’s account activity. If we uncover suspicious activity 
during our risk assessment and review, we will elevate that customer’s risk assessment and file a 
SAR-SF in accordance with the SAR-SF filing requirements. We understand that none of our 
officers, employees or agents may directly or indirectly disclose to the person who is the subject 
of the subpoena its existence, its contents or the information we used to respond to it. To 
maintain the confidentiality of any grand jury subpoena we receive, we will process and maintain 
the subpoena. If we file a SAR-SF after receiving a grand jury subpoena, the SAR-SF will not 
contain any reference to the receipt or existence of the subpoena. The SAR-SF will only contain 
detailed information about the facts and circumstances of the detected suspicious activity. 
 



Vanderbilt Securities, LLC WSPs  Page 133

21.5 Record Retention 

 
We will maintain a full and accurate record of each rejected transaction for at least five years 
after the date of the transaction. For blocked property (including blocked transactions), we will 
maintain records for the period the property is blocked and for five years after the date the 
property is unblocked. 
 

21.6 Reports to be Filed by Broker-Dealers 

 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The Firm DOES NOT accept any cash payments for stock purchases or amounts to be credited to 
a customer's account. Although it is firm policy not to accept cash deposits, the Director of 
Operations will make a daily review of any bank deposit tickets to see if any cash has been 
received and deposited. 
 
Pursuant to current Anti-Money Laundering Laws and The Bank Secrecy Act, broker-dealers are 
required to file certain reports involving suspicious transactions, transactions that involve 
currency and other monetary instruments, accounts held by clients where the account is held 
outside of the US, and money transmittals. Each of these areas are addressed in the following 
paragraphs. 
 

21.6.1 Suspicious Activity Reports (SAR’s) 
 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule{s} N/A 
 
The Financial Crimes Enforcement Network and agents of the U.S. Treasury will investigate the 
filing of a SAR form (“SAR”). The broker-dealer and individuals filing SAR’s are indemnified from 
civil prosecution from individuals named in SAR forms so there should not be any hesitation from 
filing a SAR concerning suspicious activity. Broker-dealers should file a SAR- BD and in some cases 
notify law enforcement authorities of all transactions that arouse particularly suspicion that 
proceeds of criminal, terrorist, or corrupt activities may be involved. The Money Laundering 
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Abatement Act requires Treasury to adopt regulations requiring Broker-dealers to file SAR’s. Until 
the rule proposals are finalized the Firm is able to file a traditional SAR with FinCEN if the 
Designated Principal feels it is warranted. See the Appendix for a sample of a SAR form. Under 
the proposed regulations, SAR’s would be filed with FinCEN for: 
 

 Any transaction conducted or attempted by, at or through a broker-dealer involving 
(separately or in the aggregate) funds or assets of $5,000 (a review needs to not only 
review along and above this threshold; it must review for possible money laundering 
activities in smaller denominations if suspected) or more for which: 

 The broker-dealer detects any known or suspected federal violation involving the broker-
dealer, or 

 The broker-dealer knows, suspects, or has reason to suspect that the transaction: 
o Involves funds related to illegal activity, 
o Is designed to evade the regulations, or 
o Has no business or apparent lawful purpose and the broker-dealer knows of no 

reasonable explanation for the transaction after examining the available facts, 
including the background and possible purpose of the transaction. 

 
The mission of the Financial Crimes Enforcement Network ("FinCEN") is to support law 
enforcement investigative efforts and foster interagency and global cooperation against 
domestic and international financial crimes; and to provide U.S. policy makers with strategic 
analyses of domestic and worldwide trends and patterns. FinCEN works toward those ends 
through information collection, analysis and sharing, as well as technological assistance and 
innovative, cost-effective implementation of the Bank Secrecy Act and other Treasury 
authorities. FinCEN is the centralized depository of Suspicious Activity Reports ("SAR"). The Firm 
must consider whether or not to file a SAR upon the identification of a suspicious transaction. 
 
Within no more than 30 days after the Firm becomes aware of a suspicious transaction, the 
Designated Principal or their designee will report the transaction by completing a SAR and filing 
it in a central location, to be determined by FinCEN. 
 
Supporting documentation relating to each SAR will be collected and maintained separately by 
the broker-dealer and made available to law enforcement, regulatory agencies, and SRO’s within 
seven days upon request. 
 
It is necessary for the broker-dealer to maintain copies of SAR’s and the original related 
documentation for a period of five years from the date of filing. Supporting documentation is to 
be made available to FinCEN, the SEC, other appropriate law enforcement and regulatory 
authorities within seven days of request. The Designated Principal shall segregate the 



Vanderbilt Securities, LLC WSPs  Page 135

information once filed in order to reproduce the documentation quickly upon request. 
 
Evidence of compliance with this procedure will be maintained in the AML CO’s file drawer or 
other secure location identified for SAR’s and supporting documentation. This location shall be 
locked unless it is being used. 
 
There is a bar against the disclosure of information filed in, or the fact of filing, a suspicious 
activity report. Thus, any person filing a SAR is prohibited from making any disclosure, except to 
law enforcement agencies, and SRO’s about either the reports themselves or supporting 
documentation. Vanderbilt’s AML CO shall reinforce the importance of confidentiality through 
training or other means he deems appropriate. 
 
 

21.6.2 Currency Transactions Report (CTR) 
 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
This report is required to be reported by broker dealers involving transactions in currency that 
exceeds $10,000. This requirement is only for broker dealers that hold customer funds or accept 
currency. This relates mainly to clearing firms or firms that accept and hold customer cash. 
Vanderbilt does not accept cash. 
 
The firm is not subject to the currency transaction reporting requirements under BSA because it 
does not accept cash payment for customer transactions. In the event that a customer attempts 
to make cash payment for securities transactions, the appropriate RR will instruct the customer 
of the Firm's accepted methods of payment.  An ongoing review of all bank deposit tickets will 
be made to ensure that no cash has been received and deposited. 
 
Although the Firm does not receive customer funds or securities, the Firm will only accept 
payment in check form from customers made out to the clearing firm, product sponsor, or 
investment company for customer transactions and prompt forwarding onto its clearing firm. 
Any such funds will be promptly forwarded in accordance with the Firm's procedures. 
 

21.6.3 Currency and Monetary Instrument Transportation Report (CMIR) 
 
Reference: 
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NASP Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
This report is required to be reported by broker dealers involving transactions by a person who 
physically transports mails, or ships currency or other monetary instruments into or out of the 
United States, in aggregate amounts exceeding $10,000 at one time. This requirement relates 
mainly to clearing firms or firms that accept and hold customer cash. 
 
In the event the Firm receives payment for securities transactions from customers, where such 
payment becomes subject to the CMIR reporting requirements, the Firm will prepare a CMIR 
(Customs Form 4790) for review by the DP. The DP will review the form for completeness and 
accuracy and once complete, will file the form within fifteen days after the receipt of the currency 
or other money instruments, with the Commission of Customs in Washington, D.C. 
 
Copies of all such reports will be maintained by the Firm and evidence (initials/signature and 
date) of the DP's review of each report will be noted on a copy of the CMIR. 
 
 

21.6.4 Report of Foreign Bank and Financial Accounts (FBAR) 
 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) NI A 
 
Any person having a financial interest in, or signature or other authority over, financial accounts 
in a foreign country is required to report the relationship if the aggregate value of the accounts 
exceeds $10,000. Each United States person who has a financial interest in or signature authority 
over, any financial accounts including bank, securities or other types of financial accounts, in a 
foreign country must report that relationship by filing an FBAR if the aggregate value of these 
financial accounts exceeds $10,000 at any time during the calendar year. The term "United States 
person" means a citizen or resident of the United States, domestic partnership, Domestic 
Corporation, or a domestic estate or trust. 
 
During the new account process as well as the annual customer account information review, the 
DP shall request for the customer to fill out an FBAR report, if applicable. If the customer has 
interests in foreign accounts 2 copies of the FBAR reports will be made. One will be kept in the 
customers file. The second shall be added to an FBAR file and kept will all other customers FBAR 
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reports' to be submitted to the Department of the Treasury by the annual deadline. The deadline 
to file the FBAR with the Department of the Treasury for each calendar year is on or before June 
30th of the following year. These FBAR reports shall be filed with the Department of the Treasury 
at the following address: http://www.fincen.gov/forms/bsa_forms/. 
 

21.7 Record Keeping 

 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Particular to anti-money laundering laws and rules, the DP will ensure that all records, reports, 
working papers and other applicable documents required to be maintained under the Bank 
Secrecy Act and SEC Rule 17a-8 will be maintained by the Firm for five years. 
 

21.8 Employee Ongoing Training 

 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Upon hire, all Associated Persons will be given a copy of this program and they must certify 
through an attestation that they have read, understand their role and responsibilities, and will 
abide by the Firm's policies, procedures, controls, and training for anti-money laundering. This 
will be kept as part of the evidence of The RRs' and other Associated Persons' understanding of 
their roles in the Firm. This attestation shall happen annually as part of one of the Firm's annual 
training sessions, which are explained below. 
 
As noted in the Firm's AML Program, the DP will be responsible for the preparation, delivery and 
necessary record keeping of the annual training program. For each training program session, the 
DP will maintain the following materials for five years. 
 

 Date, time and location of the training session 
 List of all attending associated persons 
 Copies of all material(s) used in connection with the training program Records of who 

conducted the training program session(s) 
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21.9 Sharing of Information 

 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The Firm is not required to share any information on terrorist financing and money laundering 
with other financial institutions or associations of financial institutions. The Firm may wish to 
share this information; however, prior to them doing so must fill out a certification Form, "FR 
Doc. 02-5006", and file it with FinCEN. It must be filled out annually thereafter. The DP shall keep 
a copy of this form as evidence of this procedure prior to any employee of the Firm sharing 
information with other financial institutions or associations of financial institutions. 
 
FinCEN may require broker-dealers to search their records to actively show the identity of the 
individual, entity, or organization named in FinCEN's request. If the Firm receives a request from 
FinCEN, and identifies an account or transaction identified by FinCEN, the Firm is required to 
report the identity of the individual, entity, or organization, the account was established, and the 
date and type of transaction. The DP would be required to report the information to FinCEN as 
soon as possible either by email atpatriot@fincen.treas.gov by calling the Financial Institutions 
Hotline at 1-866-556-3974, or by any means specified by FinCEN. The OP as evidence of 
submission shall keep copies of the submission. 
 
All FinCEN requests or other enforcement authorities shall be directed to the OP. The DP shall 
provide any response within seven days following the request. Copies of all submissions should 
be kept as compliance with the request. 
 

21.10 Money Laundering “Red Flags” 

 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Broker-Dealer representatives, principals, and Associated Persons need to look for signs of 
suspicious activity that suggest money laundering. At any time, when an Associated person 
suspects "red flags," he/she should perform additional due diligence before proceeding with the 
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transaction and/or escalate the issue to a supervisor or the AML CO. 
 
The following is a list of red flags that may warrant additional due diligence: 
 

 The customer exhibits unusual concern regarding the Firm's compliance with government 
reporting requirements and the Firm's AML policies, particularly with respect to his or her 
identity, type of business and assets, or is reluctant or refuses to reveal any information 
concerning business activities, or furnishes unusual or suspect 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 strategy. The 
information provided by the customer that identifies a legitimate source for funds is false, 
misleading, or substantially incorrect. 

 Upon request, the customer refuses to 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. 
 The customer appears to be acting as an agent for an undisclosed principal, but declines 

or is reluctant, without legitimate commercial reasons, to provide information-n °1" 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. 

 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 Financial Action Task Force (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 has a large number of wire transfers to unrelated third parties 
inconsistent with the customer's legitimate business purpose. 

 The customer's account has wire transfers that have no apparent business purpose to or 
from a country identified as a money laundering risk or a bank secrecy haven. The 
customer makes a funds deposit for the purpose of purchasing a long-term' investment 
followed shortly thereafter 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 



Vanderbilt Securities, LLC WSPs  Page 140

any apparent business purpose. 
 The customer requests that a transaction be processed in such a manner to avoid the 

Firm's normal documentation requirements. 
 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 "S" 
(Reg S) stocks, and bearer bonds, which although legitimate, have been used in 
connection with fraudulent schemes and money laundering activity. (Such transactions 
may warrant further due diligence to ensure the legitimacy of the customer's activity.) 

 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 business purpose or other purpose. 

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

 
The above-listed money laundering "red flags" are not exhaustive; however, they are appropriate 
to the Firm's business and an awareness of the "red flags" will help ensure Associated Persons 
can identify circumstances warranting further due diligence. Additional red flags will be described 
in future training. The DP shall review these in the context of the employee training. Copies of all 
documentation supplied to Associated Persons will be kept as evidence of training compliance. 
 

21.11 Independent Testing Function 

 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The firm shall annually ensure that the program fits the necessary rules and regulations of the 
Money Laundering Abatement Act and other areas of the Bank Secrecy Act. The firm shall 
accomplish this by reviewing the procedures, employee compliance with procedures, the clearing 
firms’ compliance, and this programs compliance with the Act. 
 
The firm has implemented an independent testing function to review and assess the adequacy 
of and level of compliance with the Firm's AML compliance program. Annually, the AML 
Compliance Officer/DP shall decide whether to use firm personnel outside the AML chain of 
command or a qualified outside party to perform the testing function. 
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The results of the test shall be reported to senior management. The senior management shall 
consider the recommendations and findings expressed in the test report, and shall create a 
schedule for implementation of the suggestions based on its independent assessment of the 
merits of the findings. 
 
Corrective and disciplinary actions should be taken for suggestions or recommendations made 
by the independent party concerning individuals at the discretion of senior management. Any 
individual that have been identified as knowingly not complying with this program or the Firm's 
procedures is subject to termination and reporting to the authorities. Other sanctions may stem 
from an investigation of the individual’s negligence and be appropriately handed down. These 
sanctions could take the form of dollar fines, suspension of trading and sales, and termination. A 
memorandum of any such investigations, findings and disciplinary actions shall be documented 
in a memorandum to the employee file and signed by the AML Compliance Officer/DP. 

21.12   Structuring 

 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Structuring is the illegal act of breaking up a larger transaction that would normally have to be 
recorded or reported into smaller transactions in order to avoid the recordkeeping or reporting 
requirements. Cash or currency deposits or attempted deposits that appear to be part of a 
deposit structure to avoid BSA regulations or Firm limitations, or are otherwise suspicious, may 
not be accepted and must be reported to the AML CO. Associated Persons are prohibited from 
(1) aiding or advising a customer in structuring a transaction to avoid reporting requirements; (2) 
holding instruments for deposit on succeeding days; and (3) transporting cash or cash equivalents 
or bearer instruments to a bank on behalf of a customer. 

21.13   Special Due Diligence for Private Banking Accounts 

 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Vanderbilt does NOT open private banking accounts. However, if in the future it elects to change 
its business model it will implement the following procedures: 
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Vanderbilt representatives are required to take the necessary steps to determine the identity of 
the nominal and beneficial account holder, the sources of funds deposited into, a private banking 
account maintained by or on behalf of a non-U.S. citizen, and to conduct enhanced scrutiny of 
accounts requested or maintained by, or on behalf of, a senior foreign political figure, or any 
immediate family member or close associate of a senior foreign political figure. 
 
A private bank account is defined as accounts or combination of accounts that requires an 
aggregate deposit of funds or other assets of more than $1,000,000 established on behalf of one 
or more individuals who have a direct or beneficial ownership interest in the account, and is 
assigned to, or administered by, in whole or in part, an officer, employee, or agent of a financial 
institution acting as a liaison between the institution and the direct or beneficial owner of the 
account. 
 
Enhanced scrutiny of the account will be required by The RR assigned to the account. 
Communication of the accounts activities should be made to the Designated Principal on a daily 
basis and evidence of the accounts activities shall be documented daily, if transactions occur. 
This daily list of account activity regarding such account types, if any, shall be reviewed by a 
Designated Principal. Copies of all documentation shall be kept by the Designated Principal to 
evidence this procedure. 
 

21.13.1 Prohibited and Correspondence Accounts 
 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The Firm is prohibited from establishing, maintaining, administering, or managing a 
"correspondent account" in the United States for an unregulated foreign shell bank. A 
correspondent account is an account established to receive payments from, make payments on 
behalf of a foreign bank, or handle other financial transactions related to such bank (*NOTE*: 
The definition of correspondent account is different from the definition of correspondent 
brokerage account). Vanderbilt does NOT open private banking accounts. However, if in the 
future it elects to change its business model it will implement the following procedures: 

• When an account for a foreign bank is opened The RR and DP shall follow the 
procedures for opening a business account.  

• Verification of this address should be done through web resources. If 
information cannot be verified the account should not be opened unless 
through discussions with the account holder a form of verification can be 
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made.  
•  Any account(s) for an unregulated foreign shell bank as defined above that 

was opened prior to the effective date of the regulation has been closed. 
 
If the account cannot be verified and is assumed to be a foreign shell bank the AML Compliance 
Principal shall be notified. The AML Compliance Principal shall make a determination as to file a 
SAR and notify the authorities. 
 
This prohibition should not be confused with a correspondent account for a non-shell bank. The 
Firm shall maintain records identifying: 
 

• The owners of foreign banks that maintain correspondent accounts in the United States 
• The name and address of an agent residing in the United States authorized to accept 

service of legal process for such banks 
• The Firm shall require the foreign bank account holders to complete model certification 

issued by Treasury to the extent possible. These forms ask the foreign banks to confirm 
that they are not shell banks and to provide the necessary ownership and agent 
information. This form shall be re-certified every year by the Firm in order to satisfy this 
procedure. A sample of the certification form is in the Appendix, titled, "Foreign Bank 
Correspondents." 

 
The DP shall review these accounts for the required form prior to the initiation of trading. The 
form shall be reviewed annually for the re-certification and the DP shall initial and date the review 
as evidence of said review. 

21.14   Wire Orders and Transfers 

 
Reference: 
FINRA Rule(s) 3310 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Wire transfers can be performed as an accommodation for existing customers provided specific 
procedures are followed. 
 
The DP will require RR to fill out a Wire Order Instruction Form or document containing the name 
and address or 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/payee. No such 
instruction will be accepted by email.  The RR is required to demonstrate that the request for 
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wire was verbally confirmed and/or signed off on by the customer prior to remitting instructions 
to the clearing firm. 
 
The DP shall initial the form, evidencing it was complete. The DP shall ensure that a copy of the 
wire transmittal is retained for five years. 
 
Fund transmittals or transfers of funds, including wire fund transfers, of $3,000 generally require 
broker-dealers to retain and record on the transmittal order, the following information. 
 

• Name and address or 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 

 
The DP also must verify the identity of transmitters and recipients that are not established 
customers. The DP must seek and attain the client’s verbal consent and confirmation for any 
wire that is transmitted from a customer account to a third party or otherwise to an individual 
or entity that does not match the account registration. 
 
RRs are not permitted to accept wire order instructions from entities that are not established 
customers of the Firm. With this policy in place, neither the RRs nor the DP would have to verify 
the identity of transmitters and recipients. Should it be found on any exception report, provided 
by the clearing firm that wires were sent' between un-verified parties or non-existing customers, 
the RR initiating the order shall be subject to disciplinary history. 
 
Before wire instructions are relayed to the clearing firm, outgoing wire transfer instructions 
should be reviewed to insure that: 

• neither intermediary banks nor banks of beneficiaries appear on OFAC's SDN list; The 
funds are not destined for Cuba, Libya, or Iraq (or other designated nations as are 
added from time to time); and 

• the beneficiary is not otherwise blocked (to determine whether a beneficiary is 
blocked, apply the same criteria as those found in the OFAC Customer Assessment 
Checklist). 

 
All client fund transfers and transmittals will be handled by the clearing firm. As such, the Firm 
will rely on the clearing firm to review for and process any necessary reports resulting from wire 
transfers or other fund transfers that are subject to the BSA. 
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21.15   Address Changes 

 
Reference: 
FINRA Rule(s) 3012 
SEC Rule(s) 17a-3 
MSRB Rule(s) N/A 
 
The following steps must be taken for all address change requests: 
 

1) Requests must be received, in writing, from the customer. 
2) Changes for multi-party accounts must have a written request from each party. 
3) Change requests should be approved by an appropriate supervising principal prior to the 

change being processed. 
4) The DP shall verify the accuracy of the address change by sending written notification to 

the new and prior address of record within 30 days of the change. 
5) Requests for changes to a PO Box will only be accepted if the customer’s permanent street 

address is maintained in the client files of the corresponding supervising office. 
6) Client addresses may be changed if the firm receives the USPS card showing the old and 

new address.  The USPS card will be maintained as part of the customer file. (09/18) 
 
The DP is responsible for periodically reviewing all processed address changes to ensure that all 
policies and procedures concerning such changes are adhered to. 
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22 CHANGE OF INVESTMENT OBJECTIVES 

 
Reference: 
FINRA Rule 3120 
SEC Rule(s) 17a-3 
MSRB Rule(s) N/A 
 
The following steps must be taken for all change in investment objective requests: 
 

1) Requests must be received, in writing, from the customer. 
2) Changes for multi-party accounts must have a written request from each party. 
3) Change requests will be approved by an appropriate supervising principal prior to the 

change being processed. 
4) The DP shall review change requests for suitability with the overall investment profile of 

the customer 
5) The DP shall verify the accuracy of the change in investment objective by sending written 

notification to the new and prior address of record within 30 days of the change. 
 
The DP is responsible for periodically reviewing all processed investment objectives to ensure 
that all policies and procedures concerning such changes are adhered to. 
  



Vanderbilt Securities, LLC WSPs  Page 147

23 CHECK PROCESSING 

 
Reference: 
FINRA Rule(s) N/A 
SEC Rule(s) 17a-3 
MSRB Rule(s) N/A 

23.1 Check Requests 

 
To request a check distribution from a client’s brokerage account, The RR must submit a written 
request to the Operations Department, in addition to special procedures in certain 
circumstances. 
 
A complete Check Request form shall be considered to be adequate documentation for amounts 
under $50,000, provided the check is payable to the client and delivered to the client’s home 
address as per the account registration. 
 
A check request for $50,000 or more requires a secondary level of review and additional 
documentation. Included prior to approval of any such check are: 
 

o the client’s signature 
o prior review of a home office principal 
o verification from the client (may be made by The RR or an authorized individual in 

the home office, but must be documented including identification of the party 
who verified the request, the date, and any pertinent notes. 

 
A check request in any amount sent to an address other than the address of record or payable to 
any party other than the client as per the account registration requires a secondary level of 
review including: 
 

o the client’s signature on a Letter of Authorization 
o prior review of a home office principal 
o verification from the client (may be made by The RR or an authorized individual in 

the home office, but must be documented including identification of the party 
who verified the request, the date, and any pertinent notes. 

 
The DP approving wire transfers is advised to pay particular attention to and immediately report 
to the CCO any red flags associated with check requests including: 
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 Frequent requests for disbursements from the same or ‘household’ client accounts 
 Withdrawals of 20% of the account value or more 
 Repeat requests to the same or different third parties 
 Request for check following a significant loss in value in the account 
 Any activity that the reviewer deems to be ‘suspicious’ 

 
Under the oversight of the CCO, periodic reviews shall be conducted to ensure that its 
representatives and home office personnel adequately comply with the company’s procedures. 
 

23.2 Receipt and Delivery of Checks and Securities 

 
Reference: 
FINRA Rule(s) N/A 
SEC Rule(s) 17a-3 
MSRB Rule(s) N/A 
 

23.2.1 Securities 
 

The receipt of all securities shall be logged into the Securities Received and Forwarded Blotter 
for prompt forwarding to the clearing firm by no later than noon of the following business day. 
This procedure shall be enforced by the DP or designee reviewing the log and he shall evidence 
his review by initialing the blotter. 
 

23.2.2 Checks 
 

All branch offices shall maintain a check receive blotter.  Branches that receive client checks 
shall enter onto the check blotter the following information: 
 

1. The date the check is received 
2. The name of the client 
3. The clients account number 
4. The amount of the check 
5. The date sent to the home office (if applicable) 
6. The date the check is deposited (if a remote check depositor – excluding home 

office). 
 
Remote check depositors will attached the original check to the day’s blotter.  Non-remote check 
depositors will attached a copy of the check to the blotter.   
 
The check receive blotters are to be retained in a safe secure location within the branch i.e. a 
locking desk file drawer or locking file cabinet or other such secure location.   
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Acceptable checks 
 
Checks should be made payable to: 
 

1. National Financial Services, also known as NFS, or 
2. Fidelity or Fidelity Clearing and Custody Corp, or 
3. To the name of the client as it appears on firm’s client account registration. 
 

Unacceptable Checks 
 

1. The firm does not accept for deposit – third party checks - i.e. checks that are payable 
to National Financial, where the check issuer is not the client, or the check recipient 
endorses the back of the check for deposit into a client’s account. 

2. Bank checks where the bank has not indicated on the face of the check who the 
remitter is. 

3. Checks payable to Vanderbilt Securities or Vanderbilt Financial Group. 
4. Cash or cash equivalents. 
5. Money Orders or Travelers Checks 
 

Checks that are not accepted by the firm are to be so noted on the check receive blotter as – 
“returned to client” with the date the check was returned to the client. 
 
Checks must be deposited into the clients account on the day received unless it is too late in the 
day to process.  Those checks that are too late to process must be deposited the next day. 
Branches that are not able to deposit checks via remote check deposit, must OVERNIGHT mail 
the check to the home office the same day the check is received but no later than noon the 
following day.  Branches (including the home office) are not permitted to hold client checks. 
 
Vanderbilt will make application to the clearing firm to register those branches that “actively” 
receive checks to ensure timely deposit is made.  The clearing firm has a screening process in 
place to approve and register individual.  In some case a person may not be eligible for remote 
check deposit.     
 
Checks received by the home office will be electronically processed via the Remote Check 
Deposit system utilizing an electronic scanning device capable of scanning paper checks, 
converting them into an electronic image of the checks (EICs), and then creating an image batch 
to send to the clearing firm for processing.  Checks received by branches utilize a mobile app 
that captures the checks image for deposit.  Branch check receives are then electronically 
reviewed and approved for deposit by designated individuals at the home office.  The home 
office has the ability to reject the check or adjust the account number if it was processed by the 
branch with the incorrect number.   The electronic deposit process is utilized according to the 
provisions within the United States Check Clearing for the 21st Century Act (Check 21).   
 
Original paper checks are to be held for 90 days in a secure location and then destroyed.  
Destruction of the original paper checks may be done onsite via a shredding machine under the 
supervision of the Designated Principal or through the use of a compliant third party shredding 
provider. 
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Checks made payable to any party other than the clearing firm or the intended and approved 
product sponsor (mutual fund, variable annuity, private placement) must be returned to the 
client for re-issue.  The DP shall record the receipt of checks of this on the log, and shall include 
the manner and date on which the check was returned. 
 
RRs are strictly prohibited from accepting any client checks payable to themselves, their DBA 
including approved “DBA” names, or any other party except as noted above. 
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24 OATS 

 
Reference: 
FINRA Rule(s) 7400, 7430 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The Firm has decided to have OATS data transmitted by a third party, the clearing firm (also 
known as the transmitting firm). A contract has been generated between the parties specifying 
the responsibilities of each party. 
 
There are several aspects of the contract that are agreed to by the transmitting firm. The 
transmitting firm: 
 

1. Represents that it is familiar with, the OATS Rules and the OATS Reporting Technical 
Specifications; 

2. Represents that it has completed or will complete testing, as described in the Technical 
Specifications; 

3. agrees to make reports to OATS in compliance with OATS Rules and Technical 
Specifications, and any subsequent modifications thereto; 

4. agrees that any records of OATS data prepared on behalf of VSLLC and maintained by the 
transmitting firm are the property of the Firm and shall be surrendered promptly upon 
the Firm's request; 

5. agrees to permit examination of any records of OATS data prepared on behalf of the Firm 
and maintained by the transmitting firm at any time or from time to time during business 
hours by representatives of FINRA and to promptly furnish to FINRA or its designee true, 
correct, complete, and current hard copy of any or all of any part of these records; 

6. has processes and procedures reasonably designed to ensure compliance with OATS 
requirements; and 

7. agrees to promptly notify us upon the occurrence of any event, including physical damage 
to the transmitting firm's facilities or legal proceedings involving the transmitting firm 
that would materially affect the transmitting firm's ability to make OATS reports on the 
Firm's behalf. The agreement also provides for disposition of any records maintained on 
behalf of an associated person firm in the event that the transmitting firm is unable or 
unwilling to provide for the storage of the Firm's OATS records. 

 
The DP will access the FINRA Web portal daily to review the submission of the OATS events from 
the day before. Submission times for Reportable Order Events (ROE) must be prior to 4:00 for an 
OATS business day, which is between 16:00 hours and 16:01 the next day. Annually the DP will 
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review a sample of the data for missing events, and for the proper and appropriate reporting of 
data fields. The DP will ensure the accuracy and completeness of all data transmitted to OATS by 
following these procedures. Copies of all reviewed data will be kept by the Designated Principal 
after the completion of a review to evidence compliance with the procedures. 
 
The DP will also review the Web Interface daily for rejected submissions. These will be handled 
on detection by having the transmitting firm fix the data and resubmit the data to OATS. This will 
be done within 3 business days of the process date (this should provide for one day of cushion 
for the Firm as OATS can take up to I day to process the accepted ROEs). The DP will keep a copy 
of the rejection notice and the corrected information for evidence of compliance with these 
procedures. 
 
In compliance with rule 7430, the Firm shall synchronize its business clocks that are used for 
purposes of recording the date and time of any event that must be recorded, and shall maintain 
the synchronization of such business clocks in conformity with such procedures as are prescribed 
by the Association. 
 
The DP shall test the clearing firm trade system time according to the “OATS Timestamp Monthly 
Checklist.” and will keep the checklist for review. The DP will address any significant discrepancies 
exist with the clearing firm. 
  



Vanderbilt Securities, LLC WSPs  Page 153

25 SHORT SALES AFFIRMATIVE DETERMINATION 

 
Reference: 
FINRA Rule(s): 3370 (4) 
SEC Rule: N/A 
MSRB Rule: N/A 
 
VSLLC will rely on its clearing firm trading software platform to perform the affirmative 
determination. The software automatically validates ALL short sales against the National 
Financial Services “Easy to Borrow” list. If the symbol is on the list and the share quantity is below 
the set threshold, the trade will be automatically marked as “Borrowable” and route the order 
for execution. If the symbol is on the list, but over the set quantity threshold, the system will 
return an error message requiring a telephone call to the National Financial Services Stock Loan 
department for trade approval. Once approval has been obtained, the order will be marked 
“Available” and may be sent for execution. 
 
If the symbol is not on the list, the system returns an “unable to locate” error message, directing 
the user to contact the stock loan department. If the stock is able to be located, the trade will be 
marked as “Available” and the order may be submitted for execution.  
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26 SALE OF DESIGNATED SECURITIES/PENNY STOCKS 

 
Reference: 
FINRA Rule(s) NTM 93-55, 92-42 & 92-38 
SEC Rule(s) 15g-2 to 6 & 15g-9 
MSRB Rule(s) N/A 
 
Designated Securities/Penny Stocks are low-priced securities that are traded in the OTC market. 
They are very susceptible to market manipulation because of their low price and the general lack 
of reliable investment information. Prior to soliciting business in penny stocks, the Firm must 
approve the customer’s account for such transactions and receive the customer’s written 
agreement, which sets forth the identity and quantity of the penny stock to be purchased. In 
addition, the customer should receive a “Risk Disclosure Document,” as specified by the SEC. 
 
Additional information regarding the Penny Stock Rules: 
 

a. As a means reasonably designed to prevent fraudulent, deceptive, or manipulative acts 
or practices, it shall be unlawful for the Firm to sell a penny stock to, or to effect the 
purchase of a penny stock by, any person unless: 

1. The transaction is exempt under paragraph (c) of this section; or 
2. Prior to the transaction: 

i. The broker or dealer has approved the person's account for transactions 
in penny stocks in accordance with the procedures set forth in paragraph 
(b) of this section; and 

ii. The broker or dealer has received from the person a written agreement to 
the transaction setting forth the identity and quantity of the penny stock 
to be purchased. 

b. In order to approve a person's account for transactions in penny stocks, the broker or 
dealer must: 
 

1. Obtain from the person information concerning the person's financial situation, 
investment experience, and investment objectives; 

2. Reasonably determine, based on the information required by paragraph (b)(1) of 
this section and any other information known by the broker-dealer, that 
transactions in penny stocks are suitable for the person, and that the person (or 
the person's independent adviser in these transactions) has sufficient knowledge 
and experience in financial matters that the person (or the person's independent 
adviser in these transactions) reasonably may be expected to be capable of 
evaluating the risks of transactions in penny stocks; 
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c. For purposes of this section, the following transactions shall be exempt: 
1. Transactions that are exempt under Rule 15g-1(a), (b), (d), (e), and (f). 
2. Transactions that meet the requirements of Rule 505 or Rule 506 (including, 

where applicable, the requirements of Rule 501 through 230.503, and Rule 507 
through Rule 508), or transactions with an issuer not involving any public offering 
pursuant to section 4(2) of the Securities Act of 1933. 

3. Transactions in which the purchaser is an established customer of the broker or 
dealer. 

d. For purposes of this section: 
1. The term penny stock shall have the same meaning as in Rule 3a51-1. 
2. The term established customer shall mean any person for whom the broker or 

dealer, or a clearing broker on behalf of such broker or dealer, carries an account, 
and who in such account: 

i. Has effected a securities transaction, or made a deposit of funds or 
securities, more than one year previously; or 

ii. Has made three purchases of penny stocks that occurred on separate days 
and involved different issuers. 
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27 MUTUAL FUNDS OR UNIT INVESTMENT TRUSTS (UITS) 

 
Reference: 
FINRA Rule(s) 2830 
SEC Rule(s) Investment Company Act of 1940 
MSRB Rule(s) N/A 
 
The Firm executes mutual fund transactions directly with the issuer on an application way basis 
or through purchases and sales executed on the clearing firm platform. Transactions are recorded 
on the Firm’s purchases and sales blotter and the funds used to purchase the mutual fund are 
forwarded directly to the issuer or to the clearing firm as applicable. Any payments for new 
purchases will be recorded on the funds received blotter indicating both the date received and 
the date forwarded to the mutual fund or clearing firm. The mutual fund company or clearing 
firm will send a confirmation for the purchases or sales to the customer with a copy sent to the 
Firm. A transaction record will be kept at the mutual fund or clearing firm and a customer 
statement showing all activity for the client will be prepared by the mutual fund of the clearing 
firm and sent to the client with a copy sent to the Firm monthly or quarterly depending on the 
activity in the customer's account. 
 
The Firm will comply with the following regulatory and Firm policies with respect to engaging in 
the sale of mutual funds or unit investment trusts (UIT’s): 

27.1 Due Diligence Review 

 
Reference: 
FINRA Rule(s) 2830 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Prior to engaging in a selling agreement with an investment company and/or the first subsequent 
recommendation of a mutual fund, the Firm will obtain the relevant mutual fund or UIT 
prospectus(es), sales literature, and outside rating reports to examine; at a minimum: 

A. Past Performance 
B. Management of the Fund 
C. Objectives of the various Funds in the Family 
D. Management compensation 

 
All due diligence shall be kept on file for review. The Firm will execute a selling group agreement 
with the issuing fund family company prior to selling any mutual funds or UIT’s on an "application 
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way" order basis. 
 
The Firm may recommend the use of a Third Party Administrator to provide plan level accounting 
for the Associated Persons of corporate clients in a 401(k) plan.  These Third Party Administrators 
would provide all services relative to the administration of a company’s 401(k) plan, and will have 
a service provider agreement with the client directly. The firm will not accept any remuneration 
from the Third Party Administrator. 

27.2 Application Way Transactions 

 
Reference: 
FINRA Rule(s) 2830 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Mutual Fund transactions may be executed through the clearing firm or application way directly 
with the Fund. With transactions performed application way, the Fund application, along with 
the customer's check made payable to the Fund, shall be sent promptly (by close of business on 
the day received) to the appropriate Fund sponsor. Timely processing is evidenced by retention 
of records including scanned check copies, retained on the Firm’s central systems.  The firm’s 
CCO evidences review for checks for purchases of mutual funds in the amount of $50,000 or 
greater. All other checks are subject to the periodic reviews of operations principals and other 
supervisors. 
 
Wire order mutual fund transactions will be transacted through the clearing firm and reviewed 
in accordance to the regular equity transactions review. The DP shall review the wire order 
transactions in a manner consistent with this section on investment companies and related 
policies and procedures relevant to wire transfers. 

27.3 Retail Communications (Mutual Funds and UITS) 

 
Reference: 
FINRA Rule(s) 2830 
SEC Rule(s) N/A 
MSRB Rule(s) N/ A 
 
Any retail communications prepared by the Firm regarding mutual funds or UIT's first must be 
reviewed by the DP, then the DP will submit the material to FINRA Advertising Department for 
review. These steps shall take place prior to use. The DP will evidence the review by initialing 
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reviewed/submitted material and keep a copy in the Advertising file. 

27.4 Mutual Fund/UIT Sales Abuse 

 
Reference: 
FINRA Rule(s) 2830 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The DP will review mutual fund transactions for sale abuses such as selling dividends, misuse of 
breakpoints share class abuses and switching. The DP will also ensure communication of the 
obligation to utilize rights of accumulation and letters of intent when appropriate. This may be 
accomplished through direct oversight of RRs on a transaction by transaction basis, internal 
communications, newsletters, training or other means deemed adequate by the DP. 
 

A. The DP will review on a regular and ongoing basis, mutual fund purchase transactions for 
potential breakpoint sales. Items to look for include purchases near but below common 
breakpoint levels. Also multiple purchases of mutual funds that, if aggregated, would have 
qualified the customer for a breakpoint if one or fewer funds were purchased. The DP will 
evidence the review by such means as he deems appropriate. 

B. The DP will review on a regular and ongoing basis, the mutual fund orders for indication 
whether the customer will sign a letter of intent. The mutual fund purchase should 
indicate if the customer will execute a letter of intent so as to qualify for a lower sales 
charge. The DP will evidence the review by such means as he deems appropriate. 

C. The DP will review on a regular and ongoing basis, the mutual fund orders for indication 
whether the customer will qualify for rights of accumulation. Aggregating purchases of a 
particular fund or family of funds by one investor may qualify for rights of accumulation. 
A lower sales charge may apply based on the total dollar amount invested. The DP will 
evidence the review by such means as he deems appropriate. 

D. The DP will review on a regular and ongoing basis, mutual fund orders for transactions 
where the customer sells one mutual fund to buy another mutual fund. When switching 
is identified (a MF sale with a subsequent purchase with 30 business days), the DP must 
ensure the customer is provided with a switch letter for the client to sign.  The DP will 
evidence the review by such means as he deems appropriate.  Evidence that the switch 
letter was provided to the client shall be maintained in the in the customers file.  A client 
signed switch letter shall be maintained in the clients file as well. 

E. The DP will review on a regular and ongoing basis, mutual fund orders for transactions in 
funds that paid a dividend after the purchase. Since the price of a mutual fund is reduced 
by the amount of the dividend, there is no benefit to the customer unless there are some 
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specific taxes or other advantages to the customer. The DP will review these transactions 
to ensure the customer is not purchasing the fund simply for the dividend distribution. 
The DP will evidence the review by such means as he deems appropriate. 

 
F. The DP will also review for purchasing of multiple funds in different families that may 

result in higher sales charges that may not be in line with the customer's diversification 
objectives. The DP will evidence the review by such means as he deems appropriate. 

27.5 Prospectus Delivery 

 
Reference: 
FINRA Rule(s) 2830 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
NFS (our clearing firm) mails current prospectus to our clients at the time of the sale. NFS’s 
prospectus delivery system maintains a record of sent prospectuses. 
 

27.6 Fund Redemption 

 
Reference: 
FINRA Rule(s) 2830 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
All mutual funds will be redeemed through the clearing firm, or through the mutual fund itself 
for application-way funds. If the customer requests liquidation of an outside open-end mutual 
fund held by the fund, the RRs should obtain the customer's signed letter authorizing liquidation. 
Required signature guarantees should be obtained from operations, if required prior to 
forwarding the letter to the fund. 
 

27.7 Customer Mutual Fund Correspondence 

 
Reference: 
FINRA Rule(s) 2830 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
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The Firm will ensure compliance with the mutual fund or transfer agent signature guarantee 
requirement, by having the customer send all correspondence directly to the fund company. 
 
This will be reviewed daily with the incoming correspondence. All clients will be given instructions 
to send information directly to the fund. Should any client send information to the Firm instead 
of the fund the DP shall call or send a letter to the client and politely inform them of the 
requirement to send the information to the fund. Evidence of this review will be letters or 
memorandums of phone conversations with the clients. 
 
There are customer signature verification requirements for mutual fund investment changes. 
 
Mutual Funds can be transacted two different ways, (1) application way, and (2) wire order basis.  
For changes to application way funds that are not made directly with the mutual fund family 
there will be a written documentation requirement. The customer must send a signed letter to 
their RR of the Firm along with their application and payment (by check only, made payable to 
the fund company). A telephone call and series of questions will verify the customer’s request. 
The RR shall indicate in a note field as part of the order the verification answers to the questions. 

1. What is the client’s social security number? 
2. What is the client’s address? 
3. What is the client’s birth date(s)? 
4. What is the client’s work telephone number? 

 
These questions are only necessary for mutual fund transactions and will not affect the order 
taking procedures used for other transactions. The Designated Principal (DP) shall review the 
mutual fund applications quarterly to ensure the customer verification information is being 
gathered. The order tickets will be reviewed and initialed by the OP to evidence the review. 
 
The Firm may not be able to conduct transactions for mutual funds on a wire order basis. If the 
Firm is allowed to conduct these transactions the following procedures will be followed. 
The RR will need to verify the identity of the customer over the telephone using the same or 
similar questions as to those listed above. 
 
These questions are only necessary for mutual fund wire order transactions and will not affect 
the order taking procedures used for other transactions. The OP shall review the mutual fund 
order tickets quarterly to ensure the customer verification information is being gathered. The 
order tickets will be reviewed and initialed by the DP to evidence the review. 
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27.8 Sales Contests 

 
Reference: 
FINRA Rule(s) 2830 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Sales contests, as a Firm policy, are not allowed. Should there come a time when the President 
allows the contests the following procedures are to be followed. The following guidelines apply 
to sales contests where mutual funds are the subject of the contest. 

 Contests may not be based on the amount of brokerage commissions received or 
expected to be received from investment companies. 

 When the Firm acts as underwriter of investment company shares, the Firm may not 
sponsor a contest or other incentive campaign of another broker/dealer with respect to 
the sale of shares of the investment company. 

 All terms and conditions of the Firm’s non-Cash compensation rules (see an earlier 
Chapter). 

 
The DP will review each fund annually for sales contests planned during the upcoming year. If 
sales contests are planned The RRs will be sent a memorandum stating that their participation is 
not allowed and a copy will be kept on file in the employee file. 
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28 OPTIONS 

 
Reference: 
FINRA Rule(s) 2360 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 

28.1 Option Transactions 

An option is a contract to buy or sell a specific financial product known as the option's underlying 
instrument or underlying interest. For equity options, the underlying instrument is a stock, 
exchange traded fund (ETF) or similar product. The contract itself is very precise. It establishes a 
specific price, called the strike price, at which the contract may be exercised, or acted upon. 
 
Contracts also have an expiration date. When an option expires, it no longer has value and no 
longer exists. 
Options come in two varieties, calls and puts. Either can be bought or sold. 
 
Reference: 
FINRA Rule(s) 2360 
SEC Rule(s) N/ A 
MSRB Rule(s) N/A 
Option transactions are reported on the Firm’s daily transaction blotter. The Options Principal 
will review the blotter every day, one business day following the trade date, recording evidence 
of his review in a manner deemed appropriate by the CCO. The options review will include, at a 
minimum, examining options transactions for: 
 

 Unusual option strategies 
 Covered versus naked positions 
 Suitability of transactions in the Customer account 
 Appropriate licensure of the RR in the state of Customer residence and also to 

recommend options transactions 
 Material uncovered call or put positions 

 
28.1.1 Delivery of Option Disclosure 

 
Reference: 
FINRA Rule(s) 2360 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
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Prior to recommending an options strategy for a Customer account, the RR must present 
Characteristics and Risks of Standardized Options brochure to the Customer (Risk Brochure). The 
RR may provide a printed version of the brochure, or may provide the Customer with a link to 
the online brochure, if deemed appropriate by the CCO. Evidence of delivery of the Risk Brochure 
may be made in any manner deemed acceptable to the CCO. In most circumstances, a copy of 
the cover letter, or the email providing the link, will be deemed to be appropriate delivery.  The 
Risk Brochure must be provided prior to options trading, but not prior to each transaction. 

28.2 Diligence in Opening Accounts 

 
Reference: 
FINRA Rule(s) 2360, 3110, 3012 and 3130 
SEC Rule(s) N/ A 
MSRB Rule(s) N/A 
 
The Registered Options Principal (ROP) shall promptly review and initial each new account form 
as evidence of a review of each new option account opened. Prior to the customer trading 
options, a completed Options Agreement must be signed and included in the customer account 
file. 
 
The investment information recorded on the form should be completed by the RR in conjunction 
with the Customer and should contain, at a minimum, the following: 
 

• Investment objectives 
• Employment status 
• Annual income 
• Net worth, exclusive of family residence 
• Liquid net worth 
• Marital status and number of dependents 
• Age 
• Investment experience and knowledge 

 
In addition, the customer's new account file shall contain the following: 
 

• Sources of background and financial information 
• Discretionary authorization if applicable 
• Date disclosure document(s) furnished 
• Nature and type of transactions for which account is approved 
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• Name of RR servicing account 
• Limitations (if any) regarding the volume or nature of trading 
• Name and date of ROP account approval 
• Dates of verification of accuracy of account information 

 
Background and financial information will be verified by sending the information to the customer 
for verification within 15 days after the customer's account has been approved for option trading 
or upon material change. 
 
A "negative verification" provision is included pursuant to which, if verification is sought for any 
material change in the client's financial situation, information sent to a customer for verification 
will, absent advice from the customer to the contrary, be deemed to be correct. 
 

28.3 Option Agreement Form 

 
Reference: 
FINRA Rule(s) 2860 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The Firm will require the customer’s signature on an agreement stating, the customer is aware 
of and agrees to be bound by the applicable FINRA rules concerning the trading of option 
contracts. If the customer desires to engage in transactions in options issued by The Options 
Clearing Corporation (OCC), the customer must agree that they have received a copy of the 
current disclosure document(s), that the Firm will have furnished, that they are aware of, and 
agree to be bound by the rules of the OCC and the position limits set by the Firm The ROP will 
ensure that the options agreement is obtained. 
 
Such agreement will be obtained from the customer within 15 days after the customer’s account 
has been approved for options trading. 

28.4 Option Trading Limitations 

 
Reference: 
FINRA Rule(s) 2360 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
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There is a table located in the Appendix identifying the approval guidelines for any option account 
(Titled: "Option New Accounts"). Certain exceptions to these guidelines may be made pursuant 
to requests from the customer, as determined by the ROP. When a previously approved customer 
options account is to be granted the ability to engage in more complex, higher risk options 
strategies, a new options agreement is required to be prepared. The new agreement is to be 
approved by a ROP and sent to the customer for information verification prior to the transaction. 

28.5 Position Limits 

 
Reference: 
FINRA Rule(s) 2360 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The Firm has imposed limitations on customer transactions for specific accounts. A table of these 
account limitations can be found in the Appendix (Titled: "Option Limits According to Customer 
Inv. Obj."). In addition to these limitations on specific accounts, there are additional requirements 
for the approval and supervision of accounts engaging in uncovered short option transactions. 
 
Prior to approving an account to write uncovered short option transactions the account must be 
closely reviewed by the ROP and the customer must meet certain requirements. 
 

 At least five years of option experience 
 A minimum liquid net worth of at least $100,000 
 The account must have a minimum net worth, exclusive of residence of $250,000 

 
These minimums must be maintained in order to continue to be approved for uncovered short 
option transactions. 
 
Also, every customer approved for writing uncovered short option transactions must be provided 
with a special statement for uncovered option writers approved by FINRA that describes the risks 
inherent in writing uncovered short option transactions, at, or prior to, the initial writing of an 
uncovered short option transaction. 
 
All accounts approved for writing uncovered short option's transactions will be reviewed by the 
ROP on a monthly basis by way of account confirmations and statements. A review with the RR 
responsible for the account will be required if deemed necessary by the ROP. 
 
The ROP will approve Customers of the Firm for levels of Options trading depending upon factors 
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including experience, financial and investment objectives. 
 
The levels are: 
 

Level Description Limitation* 
1 Covered writing of equity calls 25 contracts per 

customer 
2 Covered writing of equity calls 

Covered writing of equity puts 
Purchase of equity and index calls and puts 
Purchase of equity and index straddles or 
combinations 

25 contracts per 
customer 

3** Covered writing of equity calls 
Purchase of equity and index calls and puts 
Purchase of equity and index straddles or 
combinations 
Equity spreads 
Covered writing of equity puts 

25 contracts per 
customer 

4** Covered writing of equity calls 
Purchase of equity and index calls and puts 
Purchase of equity and index straddles or 
combinations 
Equity spreads 
Covered writing of equity puts 
Uncovered writing of equity calls and puts 
Uncovered writing of equity straddles or 
combinations 
Index spreads 
Uncovered writing of index straddles or 
combinations 

25 contracts per 
customer 

5** Covered writing of equity calls 
Purchase of equity and index calls and puts 
Purchase of equity and index straddles or 
combinations 
Equity spreads 
Covered writing of equity puts 
Uncovered writing of equity calls and puts 
Uncovered writing of equity straddles or 

25 contracts per 
customer 
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Level Description Limitation* 
combinations 
Uncovered writing of index calls and puts 
Index spreads 
Uncovered writing of index straddles or 
combinations 

 
*Exceptions to the limits may be granted at the discretion of the ROP and CCO (jointly). 
** Levels 3, 4, and 5 require a margin agreement to be on file. 

28.6 Registered Options Principal (ROP) and Supervision 

 
Reference: 
FINRA Rule(s) 2360 (20) 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
No branch office shall transact an options business unless the principal supervisor of such branch 
office accepting options transactions has been qualified as either a Registered Options Principal 
or a Limited Principal—General Securities Sales Supervisor; provided that this requirement shall 
not apply to branch offices in which no more than three RRs are located, so long as the options 
activities of such branch offices are appropriately supervised by either a Registered Options 
Principal or a Limited Principal—General Securities Sales Supervisor. 
 
The Firm shall maintain at the principal supervisory office having jurisdiction over the office 
servicing customer accounts, or have readily accessible and promptly retrievable, information to 
permit review of each customer's options account on a timely basis to determine: 
 

(i) the compatibility of options transactions with investment objectives and with the types 
of transactions for which the account was approved; 
(ii) the size and frequency of options transactions; 
(iii) commission activity in the account; 
(iv) profit or loss in the account; 
(v) undue concentration in any options class or classes, and 
(vi) compliance with the provisions of Regulation T of the Federal Reserve Board. 

 
The ROP has responsibility for supervision and compliance with option related laws, rules and 
regulations. The ROP shall implement this written program providing for the diligent supervision 
of all of its customer accounts, and all orders in such accounts, to the extent such accounts and 
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orders relate to options contracts. The ROP shall implement these specific written procedures 
concerning the manner of supervision of customer accounts maintaining uncovered short option 
positions and specifically providing for frequent supervisory review of such accounts. 
 
The ROP will do the following: 
 

1. Review the acceptance of discretionary options accounts and the suitability and sales 
practices. 

2. Ensure the development of training for RRs and the ROPs, if deemed applicable by the 
CCO. 

3. Will review at least annually the following: 
 

a. Compliance efforts 
b. Procedural changes 
c. Training 
d. Status of option complaints 
e. Analysis of compliance problems 

 
At his discretion, the Options Principal may review customer data and/or surveillance reports for 
the following: 
 

1. Disclosure of allocation methodology of accounts 
2. Types of strategies or other characteristics 
3. Percent increase in debit balance 
4. Percent decrease in account equity 
5. Commissions as a percent of equity 
6. Total number of transactions on account for specific time frame 
7. Frequency of margin calls 
8. Large transactions 

 
Option accounts will be reviewed with the same frequency and evidenced in the same way as 
regular cash or margin accounts, however that the DP will involve the Options Principal. 
 
The Firm is a fully disclosed introducing broker/dealer that utilizes a clearing firm that is the Firm 
of the OCC. The DP will require that the clearing firm provide the Firm with a written notice of 
clearing's method of option allocation for short option positions. The Firm will utilize its clearing 
firm's method of option assignment. The Firm will provide its option customers’ information 
supplied by the clearing firm regarding the policies and methods of option exercise allocation. 
This method will be either a random method or a FIFO methodology. 
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The DP shall ensure that notices received from the clearing firm(s) are reviewed by the RR 
responsible for the account, and that the proper execution has occurred. The DP shall also ensure 
that any accounts that hold an aggregate position of 200 or more option contracts (whether long 
or short) of the put class and the call class on the same side of the market covering the same 
underlying security or index, combining long positions in put options with short positions in call 
options and short positions in put options with long positions in call options are reported by the 
clearing firm within the time prescribed. The DP shall also ensure that the clearing firm has 
promptly notified the association when it is determined that a person has exceeded, or 
attempted to exceed the position limits or the exercise limits set forth in the Rule. 
 
The ROP shall exercise his professional discretion in escalating problems, issues or other concerns 
regarding options activity to the CCO. 
 

28.7 Communication of Options with the Public 

 
Reference: 
FINRA Rule(s) 2360 
SEC Rule {s) N/A 
MSRB Rule {s) N/A 
 
In addition to the definitions of "retail communications" as noted in this Section, "educational 
material" will be defined as any explanatory material distributed or made generally available to 
customers or the public that is limited to information describing the general nature of the 
standardize options markets or one or more strategies. 
 
The Firm will also adhere to the standards enumerated in this Section including the following: 
 

A. Special risks of option transactions and complexities of certain types of options. Such 
communication will include: 

1. A warning that options are not suitable for all investors. 
2. Presentations highlighting opportunities of options will be balanced by including 

the corresponding risks. 
B. Communications will indicate the address of the Firm as the location where an Options 

Disclosure Document can be obtained. 
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29 VARIABLE PRODUCTS (ANNUITIES & LIFE INSURANCE) 

 
Reference: 
FINRA Rule(s) 2111, 2320, 2330, 3110, 3310 
NTM(s) 96-86, 97-27, 99-35, 00-44, 02-70 
04-45, 07-36, 10-05 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
The following Firm rules apply to recommended purchases and exchanges of deferred 
variable annuities and recommended initial subaccount allocations. The rules do not apply 
to reallocations among subaccounts made or to funds paid after the initial purchase or 
exchange of a deferred variable annuity, or to deferred variable annuity transactions made 
in connection with any tax-qualified, employer-sponsored retirement or benefit plan that 
either is defined as a "qualified plan" under Section 3(a)(12)(C) of the Exchange Act or 
meets the requirements of Internal Revenue Code Sections 403(b), 457(b), or 457(f), 
unless, in the case of any such plan, the Firm or its associated person associated makes 
recommendations to an individual plan participant regarding a deferred variable annuity. 
In that circumstance, these rules apply as to the individual plan participant to whom the 
Firm or its associated person makes such recommendations. 
 
Upon receipt of applications and/or purchase payments for variable contracts, the Firm 
shall transmit promptly to the issuer all such applications and at least that portion of the 
purchase payment required to be credited to the contract. 

 

29.1 Suitability Analysis (Variable Annuity Contracts) 

 
Regarding any recommendation of a purchase or exchange of a variable annuity including bonus 
and deferred annuities, it is the Firm’s policy that the transaction is suitable in accordance with 
Rule 2111 and, in particular, that there is a reasonable basis to believe that: 

a. the customer has been informed, in general terms, of various features of deferred 
variable annuities, such as the potential surrender period and surrender charge; 
potential tax penalty if customers sell or redeem deferred variable annuities 
before reaching the age of 59½; mortality and expense fees; investment advisory 
fees; potential charges for and features of riders; the insurance and investment 
components of deferred variable annuities; and market risk;(ii) the customer 
would benefit from certain features of deferred variable annuities, such as tax-
deferred growth, annuitization, or a death or living benefit; and 
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b. the particular deferred variable annuity as a whole, the underlying subaccounts to 
which funds are allocated at the time of the purchase or exchange of the deferred 
variable annuity, and riders and similar product enhancements, if any, are suitable 
(and, in the case of an exchange, the transaction as a whole also is suitable) for 
the particular customer based on the information required (at minimum): 
 

i. information concerning the customer's age, 
ii. annual income, 

iii. financial situation and needs, 
iv. investment experience, investment objectives, 
v. intended use of the deferred variable annuity, 

vi. investment time horizon, 
vii. existing assets (including investment and life insurance holdings), 

viii. liquidity needs, 
ix. liquid net worth, 
x. risk tolerance, 

xi. tax status, and 
xii. such other information used or considered to be reasonable by the Firm or 

its associated person 
 

c. in the case of an exchange of a deferred variable annuity, the exchange also is 
consistent with the suitability determination taking into consideration whether: 

i. the customer would incur a surrender charge, be subject to the 
commencement of a new surrender period, lose existing benefits (such as 
death, living, or other contractual benefits), or be subject to increased fees 
or charges (such as mortality and expense fees, investment advisory fees, 
or charges for riders and similar product enhancements); 

ii. the customer would benefit from product enhancements and 
improvements; and 

iii. the customer has had another deferred variable annuity exchange within 
the preceding 36 months. 
 

The determinations required by these policies shall be documented and signed by the associated 
person recommending the transaction. 
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29.2 Designated Supervising Principals 

 
All principals given responsibility for reviewing, and approving or rejecting, variable annuity 
purchases and exchanges required to perform their duties in adherence to FINRA Rule 2330 
requirements. 
 
The CCO will ensure that all such supervisors are adequately qualified and/or that appropriate 
training is given to all such supervising principals. 
 

29.3 Supervisory Review Procedures and Documentation 

 
29.3.1 Transaction Review and Approval 

 
All VA transactions (purchases and exchanges) shall be subject to the prior review and 
approval by a designated supervisor.  The supervisor is required to complete his review and 
transmit the check and application within 7 business days. During this time, the check and 
application must be retained in a secure manner (branch lock-box or other such secure 
facility). 
 
To ensure timely review and transmission, the supervisor shall ensure that the client file 
records the date received and the date transmitted.  The supervisor shall review and 
consider approval of the transaction based on the suitability criteria described above. 
 
Checks accompanying applications will be logged onto a separate Variable Annuity Checks 
Received/Disbursed Log, as these are the only checks that may be held by this broker-
dealer for longer than noon of the following business day. All checks must go to the issuer 
(in instances where principal approval is given) or be returned to the client (in case of 
rejected transactions) no later than noon of the seventh business day after receipt of 
logged date of receipt of the complete and correct application at the appropriate OSJ. 
(PLEASE SEE FURTHER IN THESE WSPs THE SECTION TITLED "RECEIPT OF CHECKS: PAYABLE 
TO A THIRD PARTY" REGARDING THE HANDLING OF CHECKS RECEIVED FOR 
RECOMMENDED VARIABLE TRANSACTIONS 

 
29.3.2 Surveillance 

 
The DP will review all variable annuity transactions (i.e., purchases and exchanges) on a 
quarterly basis to ensure full compliance with Rule 2330.  The DP’s surveillance shall 
include, but will not be limited to a review to determine if any of its associated persons 
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have rates of effecting deferred variable annuity exchanges that raise for review evidence 
of any conduct inconsistent with the applicable provisions of this Rule, other applicable 
FINRA rules, or the federal securities laws ("inappropriate exchanges"). 
 
As a result of his surveillance, the DP shall consider whether any associated person’s 
activities warrant follow-up to correct and/or remedy potentially problematic behavior.  
The DP is authorized and shall take any action he deems appropriate to correct the 
behavior, including training, special supervision, restrictions on future activity such as the 
prior approval of a supervisor, or other such remedial measures. 
 
The DP shall review transactions deemed to be non-recommended to ensure sufficient 
documentation exists to validate the claim that the transaction was not recommended to 
the investor. 
 
For all recommended transactions (i.e., purchase and exchanges) we will retain 
documentation in each client file indicating the date when the appropriate OSJ received 
the complete and correct application package. 

 

29.4 Principal Deems Transaction Not Suitable 

 
In instances where a principal determines that a recommended variable annuity 
transaction (including an exchange) is not suitable, he or she may authorize the processing 
of the transaction if it can be determined the transaction was not recommended and if, 
after being informed of the reason why the principal has not approved the transaction, the 
customer affirms that he or she wants to proceed with the purchase or exchange. 
 
The customer’s affirmation must be obtained in writing. 
 
Records must be maintained indicating 
 
 The scope of each review undertaken by the principal, signed by the principal 
 Rationale used to approve or reject the transaction, signed by the principal 
 In the case of a rejection, proof that client was advised why the transaction was deemed 

to be unsuitable, signed by the principal 
 In instances where a rejected transaction was processed, proof of client affirmation 

that they wanted to proceed, signed by the client 
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29.5 Additional Supervisory Review Procedures (Bonus Annuities) 

 
In addition to overseeing that all appropriate registered personnel receive sufficient 
training, the CCO will ensure that sufficient surveillance and review activities are 
undertaken to enforce compliance in all areas. 
 
Bonus annuity transactions, if not totally prohibited, should only occur occasionally. If the DP 
permits a bonus annuity transaction, he and/or the supervising principal must review the 
transactions to verify that appropriate disclosures were clearly made and that customers were 
advised of all fees and charges, which may ultimately negate the up-front bonus. The client, the 
registered individual servicing the account and the supervising principal, must sign a written 
acknowledgement of understanding. In signing the document, the principal indicates that his or 
her review found the transaction appropriate and suitable. Individuals who excessively engage in 
bonus annuity transactions will be called in for a discussion and will have all their customer files 
reviewed in-depth, under the supervision of the CCO. We will maintain documentation of all such 
review activities, including the name of the individual under review, the dates of such review, the 
findings and any remedial or disciplinary actions taken. 
 

29.6 Prospectus and Contract Delivery 

 
Our designated supervising principals are responsible for ensuring that the individuals 
under their immediate supervision have the prospectuses available to them and are 
providing them to variable product investors. 
 

29.6.1 Supervisory Review Procedures and Documentation 
 
As a prospectus provides information on the features, risks, investment options and 
structure of an investment, delivery of the prospectus is mandatory prior to, or at the time 
of, soliciting a specific investment. Associated persons are advised to recommend that their 
clients review and retain the prospectus for future reference. 
 
Prior to the application being submitted to the insurance company, it is required that we 
obtain, in writing, documentation verifying the customer’s receipt of the prospectus and 
their understanding of early redemptions and the associated tax consequences and 
penalties thereof. 
 
The supervising principal will review the customer verification (indicated by initials and 
date), ensuring that all appropriate disclosures have been made. 
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We have requested that insurance companies send all contracts to us for forwarding to the 
client. All contracts forwarded by us will be accomplished by utilizing a mail delivery service 
which will give receipt notification (i.e., the date on which the “free look” provision begins). 
 
We will maintain this documentation in each client’s file, and have the files reviewed 
quarterly by the CCO or a specifically designated individual. We will take disciplinary action 
against individuals who do not appropriately obtain this required material, with continued 
failure to adhere to our policy in this regard resulting in termination. 
 

29.7 Annuity Sales in Tax-Qualified Plans 

 
The CCO will undertake appropriate surveillance activities to ensure that all transactions of 
variable products are suitable and in compliance with all the relevant rules and regulations, 
and to detect and deter any transactions that are not in compliance. 
 
Our designated supervising principals are responsible for the ongoing oversight of the day-
to-day activities of the individuals for whom they have immediate supervision and for 
overseeing all activities related to variable product transactions, including that all 
individuals are fully aware of the rules, regulations and regulatory concerns surrounding 
this product. 

 
29.7.1 Supervisory Review Procedures and Documentation 

 
It is the designated supervising principals, to ensure that each individual involved in 
variable product transactions thoroughly understands the tax-deferral features and 
benefits with the product. 
 
In addition to seeing that all appropriate registered personnel receive sufficient training 
regarding variable products, the CCO will ensure that sufficient surveillance and review 
activities are undertaken to monitor compliance in all areas. 
 
Designated supervisors are required to perform their reviews in the general context that 
variable products sold in tax-qualified plans, such as an IRA account or 401(k) plan, do not 
provide any additional tax-deferred benefits beyond the tax treatment provided by the tax-
qualified retirement plan itself.  As such, designated supervisors are required to ensure that 
there exists adequate benefit, outside of tax deferral, to justify the recommendation. 
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Disclosure must be made to any client purchasing a variable product in a tax-qualified plan 
that tax-deferral feature is provided by the retirement plan and that the tax-deferral 
feature provided by the variable product is unnecessary. In addition, we must also disclose 
any specific costs being paid by the customer for inclusion of the variable product’s tax 
deferral feature. 
 
Such disclosure must be in writing, signed by the client and the associated person, and approved 
by the designated supervising principal, before such transaction can be approved. 

29.8 Switching/Replacements/Twisting 

 
The CCO must ensure that sufficient surveillance activities are in place to detect any 
transactions of variable products which are unsuitable and not in compliance with all the 
relevant rules and regulations. 
 
Our designated supervising principals are responsible for ongoing oversight of the day-to-
day activities of those individuals under their immediate supervision and all activities 
related to variable product transactions, and that the individuals are fully aware of the 
rules, regulations and regulatory concerns surrounding this product. 
 

29.8.1 Supervisory Review Procedures and Documentation 
 

In addition to ensuring that all appropriate registered personnel receive sufficient training 
regarding variable products, the CCO will see that sufficient surveillance and review 
activities are undertaken to ensure compliance in all areas. 
 
The replacement of variable life insurance and annuity contracts, especially within the 
same company, is an issue of great concern with the regulators and is therefore a matter 
taken seriously by the Firm. 
 
Replacements may only occur after review by an appropriate supervising principal to 
ensure that the proposed transaction is in the best interest of the customer which is always 
the primary concern of this company and its associated persons. 
 
Generally, replacements occur where a new policy is funded, either totally or in part, from 
another life or annuity policy through a lapse, surrender, use of non-forfeiture options or 
an insurance policy loan or financing (i.e., the use of an existing policy’s cash value to 
purchase a new contract). Replacements also vary in definition from state-to-state, and it 
is up to the individual servicing the account and his or her supervising principal to know the 
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replacement rules in the state in which it occurs. In each and every case, should a 
replacement occur, the replacement box on the application MUST BE MARKED “YES,” 
regardless of whether the particular state requires a replacement form. 
 
Twisting is another term for churning, exchanging, etc., indicating a fraudulent activity 
where a client is pressured to sell out of one insurance product and buy into another solely 
for the purpose to have The RR receive an additional commission. An example of twisting 
is convincing a client to use a portion of the cash value in an existing policy to purchase 
another policy. Another example would be convincing an individual to surrender an old 
policy in exchange for a new policy by providing misleading information on the new policy, 
such as neglecting to note that the new policy may not be as beneficial to the customer as 
the old policy, or that the customer may lose benefits such as cash values that have accrued 
under the old policy. Such activity is fraudulent and is not tolerated by this firm. All variable 
exchanges will be reviewed for twisting in addition to suitability and appropriateness of the 
transaction. 
 
Replacements should occur on a very limited basis and under no circumstances may 
associated persons undertake any sales activities involving contacting former or current 
clients for the purpose of having them replace their existing coverage. All such transactions 
must be clearly advantageous to the client. In such instances where it is deemed to be 
appropriate and beneficial to the client, appropriate due diligence and analytic notes must 
be made and retained in the file to document the rationale to go forward. If a complaint is 
received by this firm regarding a replacement or a switch, documentation of a thorough 
analysis of the client’s needs, an appropriately documented suitability determination and 
proof that the customer understood the costs and risks of the change must be available. 
 
Failure to appropriately document all replacements/switches will result in the forfeiture of 
all related commissions, and may result in additional internal disciplinary actions. If there 
any policy-value adjustments are required, all such adjustment costs will be charged to the 
RR. We will maintain documentation regarding any such instances in the files, including 
client name and account number, registered personnel involved, corrective measures 
undertaken, and documentation concerning any internal disciplinary actions taken. 
 
The DP will monitor all switches/replacements on a case-by-case basis to ensure all the 
documentation and appropriate rationale exists (as required under FINRA Rule 2330). 
Exchange transactions will undergo an in-depth review to determine suitability. The DP 
 will maintain documentation of all such in-depth reviews, including date, name of 
individual who undertook the review, client and registered personnel involved, final 
determination, corrective measures taken and any internal disciplinary measures enforced. 
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Switching transactions occur when the full or partial proceeds from the sale of one 
investment product or certificate of deposit are used to purchase another investment 
product, and registered Associated Persons have the obligation to evaluate net advantages 
to the client of any switching transaction. Such transactions are generally difficult to justify 
if the financial gain or investment objective to be achieved by the transaction is 
undermined by sales charges, surrender charges and/or potential tax consequences. All 
such sales charges, new investment charges and potential tax consequences must be 
brought to the attention of the client by the RR, as required under Rule 2821. 
 
Proof that such disclosure was made must be available in the form of a switching letter - a 
statement signed by the client documenting their understanding of the foregoing negative 
aspects of the proposed switch. This form must be signed by the client and also by an 
appropriate supervising principal, indicating approval of the transaction. 
 
The DP review for switches as part of the application review and approval process, using 
tools and resources available to him in the customer file, and among other firm records.   
Supporting documents provided in connection with an annuity application include 
disclosure to the customer of the terms and conditions of a switch from a mutual fund or 
another product, when applicable, including: 
 

 New sales load 
 Contingent deferred sales charges 
 New surrender period and charges 
 Taxable transaction by switching, if applicable 

Switching/Replacement letters must be attached to the account applications or 
the application will not be processed. 

 

29.9 Training 

 
FINRA Rule 2330 requires that the Firm develop training to ensure that all associated 
personnel engaged in the purchase or exchange of deferred variable annuity transactions, 
and the supervisory principal who will review and either accept or reject such transactions, 
are aware of the requirements of that Rule, that they fully understand the products being 
sold or exchanged, and understand how to determine suitability. 
 
The CCO will work with all appropriate Senior Management and supervising principals, and 
outside experts if necessary, to develop a training program which will ensure that all 
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associated personnel engaged in deferred variable annuity transactions (i.e., purchases and 
exchanges) are fully aware of all the associated features and costs of those specific variable 
annuity products offered to our customers. This will include, but will not necessarily be 
limited to; surrender charges, premium and cash value charges, separate account charges, 
underlying fund fees, subaccount investment options, loan provisions, free-look periods, 
and policy premium lapse periods. The training must be developed in such a way as to 
ensure a level of understanding that will allow our associated personnel to clearly convey 
relevant information to the customer in order for him or her to make an informed 
investment decision regarding the recommendation. 
 
Each supervising principal will notify the Compliance Department if any registered 
individual who reports to him or her needs additional training. 

 
29.9.1 Supervisory Review Procedures and Documentation 

 
RRs are informed of the Firm’s approved products at the time of hire, and periodically 
thereafter through the distribution by the CCO of approved product list(s). 
 
At his discretion, the DP may impose special training related to new products. 
Annually, the CCO will, with Senior Management and appropriate supervising principals, 
review our training plan. They will review records of all denied transactions and any 
complaints received concerning deferred variable annuity transactions, to help gauge the 
effectiveness of our training program. 
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30 MUNICIPAL SECURITIES 

 
Reference: 
FINRA Rule(s) 2111, 6730 
SEC Rule(s) 10b-5 . 
MSRB Rule(s) G-8, 9, 37-38 
G-13, G-14, G-17, G-19, G28 
 
A Municipal Securities Rulemaking Board, “MSRB”, manual is maintained by our Municipal 
Securities Principal (“MSP”) (or access to the Manual is available via the Internet).  Any questions 
concerning specific MSRB rules should be directed to the MSP. 
 
Broker/dealers engaged in municipal securities transactions must comply with all applicable SEC 
recordkeeping rules (i.e. Rules 17a-4 and 17a-5) as well as MSRB Rule G-8 and G-9, which have 
recordkeeping requirements beyond those of the SEC. 
 
Transactions for Associated Persons of other MSRB member firms are subject to Rule G-28 of the 
MSRB's General Rules. 
 
The DP is responsible for ensuring that any MSRB rule changes are immediately brought to the 
attention of all individuals involved in municipal transactions and, if necessary, additional or new 
policies and/or procedures are put into place. 
 

30.1 Restriction of Municipal Sales Staff 

 
Reference: 
FINRA Rule(s) 2111, 6730 
SEC Rule(s) 10b-5 
MSRB Rule(s) G-8, 9, 37-38 
G-13, G-14, G-17, G-19 
 
Any individual associated with the Firm in a RR capacity who has not been PREVIOUSLY qualified 
as either a general securities or municipal securities representative, MUST WAIT FOR A PERIOD 
OF NINETY (90) DAYS following the date of his first association with the Firm before being 
permitted to transact any municipal securities business with any other broker/dealer or the 
public, or being compensated for such transactions. 
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30.2 New Municipal Securities Accounts 

 
Reference: 
FINRA Rule(s) 2111, 6730 
SEC Rule(s) 10b-5 
MSRB Rule(s) G-8, 9, 37-38 
G-13, G-14, G-17, G-19 
 
Any New Account wishing to transact business in municipals must be signed off on and approved 
by the Municipal Securities Principal PRIOR to any municipal transaction taking place in the 
account.  Regular reviews will be undertaken by the Municipal Securities Principal concerning: 
 

 the opening of each municipal securities account 
 each transaction in municipal securities 
 the handling of customer complaints involving municipal securities 
 all correspondence pertaining to the solicitation or execution of transactions in 

municipal securities 
 

30.3 Review Procedures 

 
Reference: 
FINRA Rule(s) 2111, 6730 
SEC Rule(s) 10b-5 
MSRB Rule(s) G-10, G12, G21 
 
Commission rates and service charges have been established by the Firm that are fair and 
reasonable; all principal transactions with customers will be executed at fair and reasonable 
prices and best execution will be obtained for all agency transactions. 
 
Customer accounts will be reviewed regularly in an effort to detect irregularities and possible 
abuses. 
 
Written notice must be provided for accounts known to be employed by another broker/dealer 
or municipal securities dealers (and duplicate copies of confirms will be sent to the employers of 
these customers). 
 
Municipal Securities Advertising will be maintained for all advertisements and sales literature 
(each of which must be approved by the DP PRIOR to use, pursuant to MSRB Rule G-21).  All retail 
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communications will be reviewed prior to use to ensure that it is free of false or misleading 
information.  Any advertisements of new issues must properly reflect the availability of the 
securities. 
 
The MSP is charged with the responsibility to ascertain that all Municipal Securities complaints 
have been sent the investor complaint brochure (as required by MSRB Rule G-10). 
 
If applicable, confirms must disclose yield and call information. Comparison and verification 
procedures are to be followed on all Municipal Securities transactions. Procedures for rejection 
and reclamation of Municipal Securities will be complied with. MSRB close-out procedures will 
be followed, where appropriate. Inter-dealer comparisons and book-entry settlement will be 
effected (in conformity with MSRB Rule G-12). For institutional customers, the facilities of a 
depository for comparison, acknowledgement, and settlement of transactions should be utilized. 
 

30.4 MSRB Rule G-37 

 
Reference: 
FINRA Rule(s) 2111, 6730 
SEC Rule(s) 10b-5 
MSRB Rule(s) G-8, 9, 37-38 
G-13, G-14, G-17, G-19 
 

30.4.1 Background 
 
MSRB Rule G-37 generally bars municipal broker-dealers who contribute to issuer-clients from 
doing any negotiated business with those clients for a two-year period following such 
contribution.  Municipal finance professionals may, however, contribute up to two hundred-fifty 
dollars ($250) to a political candidate for whom they can vote, regardless of whether the 
candidate is affiliated with an issuer-client. 
 
MSRB Rule G-38 prohibits municipal dealers from paying, directly or indirectly, any person who 
is not an affiliated person of the broker-dealer for a solicitation of municipal securities business 
on behalf of the broker-dealer. 
Although municipal dealers are now prohibited from using consultants to solicit municipal 
securities, they may be required to file Form G-38t for a calendar quarter if one or more 
transitional payments to consultants remain pending or are paid during the reporting period 
under Rule G-38(c) for solicitation activities undertaken on, or prior to, August 29, 2005. 
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To define a “Municipal Financial Professional” a determination must be first made regarding 
which individuals fall within the definition of “associated person.” 
 

30.4.2 Associated Persons 
 
For broker-dealers, associated persons are: 
 

 Any partner, officer, director or branch manager, or any person occupying a similar 
status or performing similar functions; 

 Any person directly or indirectly controlling, controlled by, or under common control 
with the broker or dealer; or 

 Any employee of the broker or dealer, except those whose functions are solely clerical 
or ministerial. 

 
With respect to a municipal securities dealer that is a bank or a division of a department of a 
bank, associated persons are: 

 
 Any person directly engaged in the management, direction, supervision, or performance 

of any of the municipal securities dealer’s activities with respect to municipal securities; 
and 

 Any person directly or indirectly controlling such activities or controlled by the municipal 
securities dealer in connection with such activities. 

 
30.4.3 Municipal Finance Professionals 

 
Upon determining that an individual is an “associated person,” the “Municipal Finance 
Professional” definition is: 
 
1. Any associated person primarily engaged in municipal representative activities pursuant to 

MSRB Rule G-3(a)(1). Such activities include underwriting, trading, sales, financial advisory 
and consultant services, research or investment advice on municipal securities, or any other 
activities which involve communication, directly or indirectly, with public investors relating 
to the activities listed herein, provided, however, that sales activities with natural persons 
shall not be considered to be municipal securities representative activities for purposes of 
Rule G-37 (g)(iv); 

2. Any associated person who solicits “municipal securities business” as defined in Rule G-37, 
which includes negotiated underwriting activities, private placement activities, negotiated 
remarketing services, financial advisory and consultant services; 
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3. Any associated person who is both (a) a municipal securities principal or a municipal 
securities sales principal and (b) a supervisor of any persons described in 1 or 2 above; 

4. Any associated person who is a supervisor of the associated persons described in 3 above, 
up through and including (i) for dealers that are not bank dealers, the CEO or similarly 
situated official and (ii) for bank dealers, the officer or officers designated by the bank’s 
board of directors as responsible for the day-to-day conducts of the bank’s dealer activities; 

5. For broker-dealers other than bank dealers, any associated person who is the Firm of the 
executive or management committee, or similarly situated officials, if any.  For bank dealers, 
any member of the executive or management committee of the separately identifiable 
department or division, if any, of the bank, as defined in Rule G-1. 

6. However, if the only associated persons meeting the definition of municipal financial 
professionals are those described in Paragraph 5, the broker, dealer or municipal securities 
dealer shall be deemed to have no municipal finance professionals. 

 
The definition of Municipal Finance Professional excludes sales activities with natural persons. 
 

30.4.4 Soliciting 
 
Even if an associated person is not “primarily engaged in municipal representative activities,” 
that person is considered a municipal finance professional if he or she solicits to any extent 
municipal securities business, as defined in Rule G-37. Such business includes negotiated 
underwriting activities, private placement activities, negotiated remarketing services, financial 
advisory and consultant services. 
 
“Soliciting” activities include, but are not necessarily limited to, responding to issuer Requests 
for Proposals, making presentations of public finance and/or municipal securities marketing 
capabilities to issuer officials, and engaging in other activities calculated to appeal to issuer 
officials for municipal securities business, or which effectively do so. 
 
Comprehensive Q&As regarding all the issues surrounding G-37 are available and shall be 
referenced as necessary by the MSP and the CCO as found at http://www.msrb.org/Rules-and-
Interpretations/MSRB-Rules/General/Rule-G37-Frequently-Asked-Questions.aspx. 
 

30.5 Municipal Securities Recordkeeping Requirements 

 
Reference: 
FINRA Rule(s) 2111, 6730 
SEC Rule(s) 10b-5 
MSRB Rule(s) G-8, G37-38 
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30.5.1 MSRB Rule G-8 Recordkeeping Requirements 

 
MSRB Rule G-8 on books and records requires a very specific list of items to be maintained in 
connection with MSRB Rule G-37. 
 
Our Municipal Securities Principal is responsible for making certain that all records required 
under MSRB G-8 are maintained in a complete and current manner. 
 
Any payments/contributions, direct or indirect, to officials of an issuer and payments, direct or 
indirect, made to political parties of states and political subdivisions, by the broker, dealer or 
municipal securities dealer and each political action committee controlled by the broker, dealer 
or municipal securities dealer (or by any municipal finance professional or such broker, dealer 
or municipal securities dealer) must be disclosed to Senior Management.  Such disclosure must 
indicate: 
 

 The identity of the contributors 
 The names and titles (including any city/county/state or other political subdivision) of 

the recipients of such contributions and payments; and 
 The amounts and dates of such contributions and payments. 

 
Any contributions, direct or indirect, to officials of an issuer made by each municipal financial 
professional and executive officer must immediately be disclosed to the designated Municipal 
Securities Principal, the CCO or Senior Management.  Such disclosure must indicate: 
 

 The names, titles, city/county and state of residence of contributors 
 The names and titles of the recipients of such contributions, including any 

city/county/state or other political subdivision; and 
 The amounts and dates of such contributions. 

 
Such disclosure does not have to be made to reflect any contribution to officials of an issuer for 
whom the contributor is entitled to vote if the contributions by such individual, in total, are not 
in excess of two hundred fifty dollars ($250) to any official of an issuer, per election. 
 
Any payments, direct or indirect, to political parties of states and political subdivisions made by 
any municipal finance professionals and executive officers for the current year and for each of 
the previous two calendar years, MUST be disclosed to our MSRB Principal or other appropriate 
management-level principal of the Firm. Such information must indicate: 
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 The names, titles, city/county and state of residence of contributors 
 The names and titles, including any city/county/state or other political subdivision, of 

the recipients of such payments, and 
 The amounts and dates of such payments, provided, however, that such records need 

not reflect those payments made by any municipal finance professional or executive 
officer to a political party of a state or political subdivision in which such persons are 
entitled to vote if the payments by such person, in total, are not in excess of two hundred 
fifty dollars ($250) per political party, per year 

 
Our Municipal Securities Principal will maintain (under MSRB Rule G-37 and G-8 requirements) 
a list of all de minimis exceptions from the bond ballot campaign contributions which need to 
be reported on G-37, i.e. those contributions made by an MFP or non-MFP executive officer to 
a bond ballot campaign for a ballot initiative with respect to which such person is entitled to 
vote if all contributions by such person to such bond ballot campaign, in total, do not exceed 
$250 per ballot initiative. 
 
MSRB Rule G-9 requires that all records maintained concerning political contributions and 
prohibitions on municipal securities business and solicitation of municipal securities business 
pursuant to Rules G-37 and G-38 be preserved for at least six years; however, copies of Forms 
G-37x must be preserved for the period during which such Forms G-37x are effective and for at 
least six years following the end of such effectiveness. 
 
At least annually, our Municipal Securities Principal will ensure that we undertake a review to 
confirm that we are maintaining appropriate books and records relating to MSRB Rules G-37 and 
G38, as required by MSRB Rule G-8.  We will maintain documentation of all such reviews in the 
files, indicating dates, names of individuals who conducted the review, the scope of the review 
and findings, including corrective measures taken. 
 

30.6 Disclosure of Political Contributions 

 
Reference: 
FINRA Rule(s) 2111, 6730 
SEC Rule(s) 10b-5 
MSRB Rule(s) G-8, 9, 37-38 
G-13, G-14, G-17, G-19 
 

30.6.1 Filing Requirements 
 
Form G-37 must be submitted to the MSRB if any one of the following occurred: 
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1. Reportable political contributions were made during the reporting period, unless a Form G-
37x has previously been submitted and the submission remains effective 

2. Municipal securities business [as defined in G-37(g)(vii)] was engaged in during the reporting 
period.  The term "municipal securities business" means: 
a) The purchase of a primary offering [as defined in rule A-13(d)] of municipal securities 

from the issuer on other than a competitive bid basis (i.e. negotiated underwriting); or 
b) The offer or sale of a primary offering of municipal securities on behalf of any issuer (i.e., 

private placement); or 
c) The provision of financial advisory or consultant services to or on behalf of an issuer with 

respect to a primary offering of municipal securities on other than a competitive bid 
basis; or 

d) The provision of remarketing agent services to or on behalf of an issuer with respect to 
a primary offering of municipal securities on other than a competitive bid basis. 

There is no need to file Form G-37 ONLY if NONE of the above have occurred.  For exemptions 
regarding MSRB Rule G-37(b), refer to NASD Notice to Members 95-103. 
 

30.6.2 Filing Deadlines 
 
When applicable form G-37 and G-38t must be submitted to the MSRB by the last day of the 
month following the end of each calendar quarter.  These submission dates correspond to 
January 31, April 30, July 31 and October 31 of each year. 
 

30.6.3 G-37 Exemption 
 
If we are exempt from G-37 filing requirements (a determination made and documented in the 
files by our Municipal Securities Principal), once we have filed a G-37x, no further action 
regarding G-37 filings is required unless the business changes and the exemption is no longer 
applicable. There is no fixed timeframe for submission of Form G-37x.  If a G-37x has not been 
filed, and our Municipal Securities Principal determines it is appropriate, the Form must be 
submitted no later than the G-37 submission deadline for the quarter during which such 
determination is made. 
 
Pursuant to Rule G-37(e)(ii)(A)(2), we are not required to submit a Form G-37 for a calendar 
quarter if both of the following are true: 
 
 The dealer has submitted a Form G-37x to the MSRB on, or prior to, the deadline for 

submission of Form G-37 for that calendar quarter 
 The Form G-37x submission remains in effect as of the end of that calendar quarter 
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However, as described further herein, even if Form G-37x is in effect, a dealer is required to 
submit a Form G-37/G-38 for any calendar quarter in which the dealer uses a consultant. 
 

30.6.4 G-37x Filings 
 
We may submit Form G-37X to the MSRB if we did not engage in municipal securities business 
during the eight full consecutive calendar quarters ending immediately on, or prior to, the date 
of the submission. 
 
A Form G-37x submission remains effective for so long as the Firm does not engage in municipal 
securities business; thus, there is no need to submit any additional Form G-37x to the MSRB 
unless the original Form G-37x submission has become ineffective and the dealer subsequently 
re-qualifies to file Form G-37x. 
 
Lapse of Effectiveness of Form G-37x Submission:  A Form G-37x submitted to the MSRB 
becomes ineffective immediately upon the Firm becoming engaged in municipal securities 
business. We would be obligated to submit Form G-37 to the MSRB beginning with the report 
for the calendar quarter in which such municipal securities business that caused the lapse of 
effectiveness occurred. 
Pursuant to MSRB Rule G-37(e)(iii), the first Form G-37 submitted subsequent to the lapse of 
Form G-37x must include information regarding any contributions to issuer officials or payments 
to state or local political parties that would have been reportable, but had not been reported, 
on Form G-37 during the two-year period preceding such calendar quarter. 
 
The existence of political contributions to issuer officials or payments to political parties that 
would otherwise be reportable on Form G-37 does not result in the lapse of effectiveness of a 
Form G-37x.  However, as noted above, such contributions and payments may become 
reportable upon the lapse of effectiveness of Form G-37x if made less than two years prior to 
such lapse. 
 

30.6.5 Form Submissions 
 

Forms G-37 and G-37x may be submitted to the MSRB either electronically through the “eG-37 
System” or in paper form. Form G-38t may be submitted to the MSRB in paper form only. 
 

30.6.6 Electronic Submission 
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Dealers who want to submit Forms G-37 or G-37x electronically do so via the MSRB Gateway. A 
firm’s Primary Contact under MSRB Rule G-40 will create and manage user accounts via the new 
MSRB Gateway system to complete the registration process. 
 
Electronic submissions may be made to the eG-37 System through the MSRB’s secured, 
password-protected Internet website. Each dealer must submit an e-mail address for purposes 
of receiving electronic records of submissions through the eG-37 System. 
 
Form G-37 and Form G-37x submitted through the eG-37 System may be completed using an 
on-line data-entry form. The data-entry form for Form G-37 permits certain items of information 
to be incorporated into the form by means of file uploading. In addition, a dealer is permitted 
to upload its entire Form G-37 rather than completing the form by means of data-entry. All 
documents up-loaded through the eG-37 System must be in portable document format (PDF). 
 

30.6.7 Paper Submission 
 
Paper submissions must be sent to the MSRB by certified or registered mail, or some other 
equally prompt means that provides a record of sending. Rule G-37 requires that two copies of 
completed Form G-37 or Form G-37x, as appropriate, be sent to the MSRB. Similarly, Rule G-38 
requires two copies of completed Form G-38t be sent to the MSRB. At least one copy of Form 
G-37, Form G-37x or G38-t submitted on paper must contain an original signature. 
 
Submissions by fax will not be accepted. 
 

30.6.8 Viewing Forms Submitted to MSRB 
 
The Forms G-37, Forms G-37x and G-38t submitted to the MSRB may be viewed at the MSRB’s 
website (www.msrb.org). In addition, the forms are available for review and photocopying at 
the MSRB’s Public Access Facility in Alexandria, Virginia. 
 

30.6.9 Submitting Form G-37 and Form G-37x Through the eG-37 System 
 
A dealer submitting Form G-37 or Form G-37x through the eG-37 System may either use the on-
line data-entry form for direct entry of information on an electronic version of the form or 
upload a completed form in its entirety as a PDF file. Further, the data-entry form for Form G-
37 permits dealers to upload attachments (such as tables of contributions or municipal securities 
business) as PDF files to the online form. 
 
Upload Completed Form G-37 or Form G-37x:   
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When completing Form G-37 or Form G-37x for uploading in its entirety, dealers must complete 
the form exactly as they would for a paper submission. Only PDF files will be accepted by the 
eG-37 System. 
 
Data-Entry to Online Form G-37 or Form G-37x:  The manner of completing Form G-37 or Form 
G-37x by means of the data-entry form generally also will be completed in the same manner as 
for a paper submission, although dealers should follow all prompts provided by the eG-37 
System during the process of data entry. Specific instructions relating to completion of the data-
entry form are included in the section-by-section instructions that follow. 
 
Upload Attachments to Online Form G-37:  Dealers completing an online Form G-37 are 
permitted to upload attachments (such as tables of contributions or municipal securities 
business) to the online form. Such attachments must be completed in the same format as is 
required for the applicable section of Form G-37 for paper submissions. For example, if the 
dealer uploads a file containing a list of contributions for purposes of completing Section I of an 
online Form G-37, the list must be in the format described below for Section I. Information for 
more than one section of Form G-37 may be included in a single attachment file; however, this 
file must be selected in each section of the online form to which the attachment applies. Only 
PDF files will be accepted by the eG-37 System. 
 

30.6.10 Designated Supervising Principal 
 
Our Municipal Securities Principal must ensure that we are in full compliance at all times with 
MSRB Rules G-37 and G-38, including the requirement to disclose contributions to bond ballot 
campaigns (other than a contribution made by a municipal financial professional or a non-MFP 
officer to a bond ballot campaign for a ballot initiative with respect to which such person is 
entitled to vote if all contributions by such persons to such bond ballot campaign, in total, do 
not exceed $250 per ballot initiative) made by: 
 

 The broker, dealer or municipal securities dealer; 
 Each municipal finance professional; 
 Each non-MFP executive officer; and 
 Each political action committee controlled by the broker, dealer or municipal securities 

dealer or by any municipal finance professional. 
 

It is to be noted that the January 12, 2010 amendments to Rule G-37 (concerning bond ballot 
campaigns) do not provide for a ban on municipal securities business as a result of contributions 
to bond ballot campaigns. 
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30.6.11 Supervisory Review Procedures and Documentation 

 
Our Municipal Securities Principal will maintain a current list of all Municipal Finance 
Professionals to ensure that any political contributions (including contributions made to bond 
ballot campaigns) required to be reported are disclosed.  On a quarterly basis, all municipal 
finance professionals will be reminded of their requirement to disclose all political 
contributions.  We will maintain copies of all such reminders and responses in the files, along 
with copies of all G-37 filings. 
 
MSRB Rule G-37 Books and Records will be carefully maintained and, if deemed necessary, 
further steps will be taken by checking state and local records of campaign contributions to 
determine that individuals have actually reported what they should report. We will maintain 
records of any such investigations, including the name and CRD # of the individual involved, the 
dates of follow-up investigations, names of individuals conducting such investigation, findings, 
and any corrective measures taken. 
 
For any period of time during which we have a G-37x on file with the MSRB, our Municipal 
Securities Principal will review all municipal activities on a quarterly basis to determine if the 
exemption has lapsed.  We will maintain documentation of such quarterly reviews in the files, 
indicating either the rationale for maintaining the exemption or indicating a G-37 filing. 
 
Our Municipal Securities Principal will review all G-37 and G-38t filings on an annual basis to 
determine whether we have been in compliance at all times, documenting all findings for the 
files, including any corrective measures taken. 
 

30.7 Municipal Securities Transaction Reporting 

 
Reference: 
FINRA Rule(s) 6730 
SEC Rule(s) N/A 
MSRB Rule(s) G-14 
 
When applicable the Firm must report such transaction information within 30 minutes of the 
time of execution, except as otherwise provided below, or the transaction report will be "late." 
The Firm must transmit the report to TRACE during the hours the TRACE system is open ("TRACE 
system hours"), which are 8:00 a.m. Eastern Time through 6:29:59 p.m. Eastern Time. Specific 
trade reporting obligations during a 24-hour cycle are set forth below. Transactions in TRACE-
eligible securities executed on a business day at or after 6:30 p.m. Eastern Time through 11:59:59 



Vanderbilt Securities, LLC WSPs  Page 193

p.m. Eastern Time must be reported the next business day within 30 minutes after the TRACE 
system opens. The Firm must indicate "as/of" and provide the actual transaction date. 
Transactions in TRACE-eligible securities executed on a business day at or after 12:00 a.m. Eastern 
Time through 7:59:59 a.m. Eastern Time must be reported the same day within 30 minutes after 
the TRACE system opens. 
 
Trade data input obligations are as follows: 
 

• In transactions between two members, both members shall submit a trade report to 
TRACE; 

• In transactions involving the Firm and a non-member, including a customer, the Firm shall 
be required to submit a trade report to TRACE. 

 
30.7.1 Transaction Information to Be Reported 

 
Each TRACE trade report shall contain the following information: 
(1) CUSIP number or FINRA symbol; 
(2) Number of bonds as required by paragraph (d) below; 
(3) Price of the transaction (or the elements necessary to calculate price, which are 

contract amount and accrued interest) as required by paragraph (d) below; 
(4) A symbol indicating whether the transaction is a buy or a sell; 
(5) Date of Trade Execution (as/of trades only); 
(6) Contra-party's identifier; 
(7) Capacity — Principal or Agent (with riskless principal reported as principal) as required 

by paragraph (d) below; 
(8) Time of trade execution; 
(9) Reporting side executing broker as "give-up" (if any); 
(10) Contra side Introducing Broker in case of "give-up" trade; 
(11) Stated commission; 
(12) Such trade modifiers as required by either the TRACE rules or the TRACE users guide; 

and 
(13) The lower of yield to call or yield to maturity. The Firm is not required to report yield 

when the TRACE-eligible security is a security that is in default; a security for which the 
interest rate is floating; a security for which the interest rate will be or may be 
increased (e.g., certain "step-up bonds") or decreased (e.g., certain "step-down 
bonds") and the amount of increase or decrease is an unknown variable; a pay-in-kind 
security ("PIK"); any other security where the principal or interest to be paid is an 
unknown variable or is an amount that is not currently ascertainable, or any other 
security that the Association designates if the Association determines that reporting 
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yield would provide inaccurate or misleading information concerning the price of, or 
trading in, the security. 

 
30.7.2 Transactions Exempt from Reporting 

 
The following types of transactions shall not be reported: 
 

(1) Transactions that are part of a primary distribution by an issuer. 
(2) Transactions in TRACE-eligible securities that are listed on a national securities 

exchange, when such transactions are executed on and reported to the exchange and 
the transaction information is disseminated publicly, and transactions in TRACE-eligible 
securities that are listed and quoted on NASDAQ, when such transactions are reported 
to NASDAQ and the transaction information is disseminated publicly. 

(3) Transactions where the buyer and the seller have agreed to trade at a price substantially 
unrelated to the current market for the TRACE-eligible security (e.g., to allow the seller 
to make a gift). 

 
30.7.3 Compliance with Reporting Obligations 

 
The DP shall report all TRACE eligible transactions as required by the rule. Monthly, the DP will 
access FINRA Report Center site, in order to retrieve the TRACE reports. These reports shall be 
kept on file in order to view the Firms reporting pattern. A pattern or practice of late reporting 
without exceptional circumstances may be considered conduct inconsistent with high standards 
of commercial honor and just and equitable principles of trade, in violation of Rule 2010. 
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31 COMMISSIONS AND MARKUPS 

 
Reference: 
FINRA Rule(s) 2121 
SEC Rule(s) Release 34-24368 
MSRB Rule(s) G17, G30 
 
In securities transactions, whether in "listed" or "unlisted" securities, if the Firm buys for its own 
account from his customer, or sells for its own account to his customer, it shall buy or sell at a 
price which is fair, taking into consideration all relevant circumstances, including market 
conditions with respect to such security at the time of the transaction, the expense involved, and 
the fact that the Firm is entitled to a profit.  If the Firm acts as agent for its customer in any such 
transaction, it shall not charge the customer more than a fair commission or service charge, 
taking into consideration all relevant circumstances, including market conditions with respect to 
such security at the time of the transaction, the expense of executing the order and the value of 
any service it may have rendered by reason of his experience in and knowledge of such security 
and the market therefor. 
 
The question of fair mark-ups or spreads is one that has been raised from the earliest days of the 
National Association of Securities Dealers ("Association"). No definitive answer can be given and 
no interpretation can be all-inclusive for the obvious reason that what might be considered fair 
in one transaction could be unfair in another transaction because of different circumstances. In 
1943, the Association's Board adopted what has become known as the "5% Policy" to be applied 
to transactions executed for customers. It was based upon studies demonstrating that the large 
majority of customer transactions were effected at a mark-up of 5% or less. The FINRA Board of 
Governors has reviewed the policy on numerous occasions, concluding: “It shall be deemed a 
violation of Rule 2010 and Rule 2121 for the Firm to enter into any transaction with a customer 
in any security at any price not reasonably related to the current market price of the security or 
to charge a commission which is not reasonable.” 
 

31.1 General Considerations 

 
Since the adoption of the "5% Policy" the Board has determined that: 
(1) The "5% Policy" is a guide, not a rule. 
(2) The Firm may not justify mark-ups on the basis of expenses which are excessive. 
(3) The mark-up over the prevailing market price is the significant spread from the point of view 
of fairness of dealings with customers in principal transactions. In the absence of other bona fide 
evidence of the prevailing market, the Firm’s own contemporaneous cost is the best indication 
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of the prevailing market price of a security. 
(4) A mark-up pattern of 5% or even less may be considered unfair or unreasonable under the 
"5% Policy." 
(5) Determination of the fairness of mark-ups must be based on a consideration of all the relevant 
factors, of which the percentage of mark-up is only one. 
 

31.2 Relevant Factors 

 
Some of the factors which the FINRA Board believes should be taken into consideration in 
determining the fairness of a mark-up are as follows: 
 
1. The Type of Security Involved 

 
Some securities customarily carry a higher mark-up than others. For example, a higher 
percentage of mark-up customarily applies to a common stock transaction than to a bond 
transaction of the same size. Likewise, a higher percentage applies to sales of units of direct 
participation programs and condominium securities than to sales of common stock. 
 

2. The Availability of the Security in the Market 
 

In the case of an inactive security the effort and cost of buying or selling the security, or any other 
unusual circumstances connected with its acquisition or sale, may have a bearing on the amount 
of mark-up justified. 

 
3. The Price of the Security 

 
While there is no direct correlation, the percentage of mark-up or rate of commission generally 
increases as the price of the security decreases. Even where the amount of money is substantial, 
transactions in lower priced securities may require more handling and expense and may warrant 
a wider spread. 
 
4. The Amount of Money Involved in a Transaction 

 
A transaction which involves a small amount of money may warrant a higher percentage of mark-
up to cover the expenses of handling. 
 
5. Disclosure 
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Any disclosure to the customer, before the transaction is effected, of information which would 
indicate (A) the amount of commission charged in an agency transaction or (B) mark-up made in 
a principal transaction is a factor to be considered. Disclosure itself, however, does not justify a 
commission or mark-up which is unfair or excessive in light of all other relevant circumstances. 
(6) The Pattern of Mark-Ups 
While each transaction must meet the test of fairness, the Board believes that particular 
attention should be given to the pattern of a member's mark-ups. 
(7) The Nature of the Firm's Business 
The Board is aware of the differences in the services and facilities that are needed by, and 
provided for, customers of members. If not excessive, the cost of providing such services and 
facilities, particularly when they are of a continuing nature, may properly be considered in 
determining the fairness of the Firm’s mark-ups. 

31.3 Transactions to Which the Policy is Applicable 

 
FINRA’s Mark-up policy applies to all securities, whether oil royalties or any other security, in the 
following types of transactions: 

1. A transaction in which the Firm buys a security to fill an order for the same security 
previously received from a customer. This transaction would include the so-called 
"riskless" or "simultaneous" transaction. 

2. A transaction in which the Firm sells a security to a customer from inventory. In such a 
case the amount of the mark-up would be determined on the basis of the mark-up over 
the bona fide representative current market. The amount of profit or loss to the Firm from 
market appreciation or depreciation before, or after, the date of the transaction with the 
customer would not ordinarily enter into the determination of the amount or fairness of 
the mark-up. 

3. A transaction in which the Firm purchases a security from a customer. The price paid to 
the customer or the mark-down applied by the Firm must be reasonably related to the 
prevailing market price of the security. 

4. A transaction in which the Firm acts as agent. In such a case, the commission charged the 
customer must be fair in light of all relevant circumstances. 

5. Transactions wherein a customer sells securities to, or through, a broker/dealer, the 
proceeds from which are utilized to pay for other securities purchased from, or through, 
the broker/dealer at or about the same time. In such instances, the mark-up shall be 
computed in the same way as if the customer had purchased for cash and in computing 
the mark-up there shall be included any profit or commission realized by the dealer on 
the securities being liquidated, the proceeds of which are used to pay for securities being 
purchased. 
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31.4 Transactions to Which the Policy is Not Applicable 

 
The Mark-Up Policy is not applicable to the sale of securities where a prospectus or offering 

circular is required to be delivered and the securities are sold at the specific public offering 
price. 

 
IF THERE IS EVER A QUESTION as to whether a commission markup being charged to a client on 
an equity transaction violates FINRA’s “5% Guideline,” the matter should be IMMEDIATELY 
brought to the attention of a principal of the Firm. 
 
Furthermore, any markups on products other than equities should be cleared with a supervising 
principal. Our review of customer account files will include looking for justifications on any 
markups deemed to be “out of the ordinary” by the CCO based on surveillance reports and other 
analysis. 
 

31.5 Principal vs. Agency Transactions 

 
Broker/dealers can act either as a “broker/agent” (executing orders on an “agency” basis for 
customers on an exchange or in the OTC market) or as a “dealer/principal” (actually buying 
securities in the name of the broker/dealer and selling securities to customers from its own 
inventory). 
 
At or before completion of a securities transaction, customers must be advised as to the 
broker/dealer’s role in the transaction (i.e. agent or principal). In addition, the broker/dealer 
must disclose if it acted as agent for the parties on both sides of a transaction (due to the 
potential conflict of interest). Agent broker/dealers typically charge commissions (disclosed on 
the confirmations). As an agent, a broker/dealer may purchase a security in the appropriate 
market on behalf of its client or it may, alternatively, execute a “riskless” principal transaction 
(whereby the Firm purchases the security from another firm or customer AFTER it has received 
an order from a customer). It then sells the security to the customer. 
 
A riskless principal transaction is similar to an “agency” trade due to the fact that the 
broker/dealer acts as an intermediary only and assumes no market risk. For the broker/dealer’s 
limited role in the transaction, it is compensated by a “mark-up” or “mark-down” from its cost, 
based on the price paid to acquire the shares. In neither the “agency” nor “riskless principal” 
transaction may a broker/dealer include its profit as part of a “net” price. For agency transactions, 
the commission is required to be indicated on the client confirm and for riskless principal 
transactions, the mark-up or mark-down must be indicated on internal records. 
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When a broker/dealer acts as a “principal,” the Firm is permitted to mark-up or mark-down the 
price of a security, including the mark-up or mark-down in the total price of the security. The 
computation of a mark-up (on the sale to a customer) or a mark-down (on a purchase from the 
customer) is effected by various factors, including, but not limited to: 
 

 the type of the security 
 the level of difficulty in obtaining the security 
 the size of the transaction 

 
The DP is responsible for reviewing all principal transactions to determine the appropriateness 
of the mark-up or mark-down. 
 
FINRA Rule 2232 
MSRB Rule G-15 G-30 
 
VSLLC does not purchase or sell bonds (municipal, corporate, treasury, etc.) for its’ own account.  
Bond trades are effected on a riskless principal basis.  VSLLC, when acting in a principal capacity 
in a transaction with a customer and is charging a mark-up or mark-down, will mark-up or mark-
down the transaction from the prevailing market price (“PMP”).  The PMP for a transaction is 
established by referring to the firm’s contemporaneous cost as incurred, or contemporaneous 
proceeds as obtained. Consistent with applicable MSRB rules. 
 
Transactions are reported through our clearing firm’s systems.  Our clearing firm generates 
customer confirmations which include but are not limited to the following trade information as 
required under FINRA and MSRB rules: 
 

 Price 
 Yield 
 Yield to call (if applicable) 
 Mark-up/Mark-down “MU/MD” (whichever is applicable) 
 The dollar amount of the MU/MD 
 The percentage amount of the MU/MD from the PMP 
 The time the trade was executed 
 A URL to the EMMA website for trade data information 
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32 CERTIFICATES OF DEPOSIT 

 
Reference: 
FINRA Rule(s) 2010, 2020, NtM 02-69 
SEC Rule(s) 17a-3 
MSRB Rule(s) N/A 
 
All registered person’s offering brokered Certificates of Deposit (“CDs”) must ensure that clients are 
aware of and understand the difference in the characteristics of a traditional and a brokered CD; 
primarily the level of risk.  In addition, registered persons must also ensure that clients receive 
adequate disclosure of the risk factors prior to purchase. Failure to offer adequate disclosure to clients 
will result in appropriate disciplinary action, which may include immediate termination. 
Sales supervisors will perform reviews, which will include but should not be limited to product 
suitability, risk characteristics of the particular product, risk tolerance of the client, personal and 
financial profiles of the client, familiarity of registered persons with the product, training the registered 
person received, length of time the registered person has sold the type of product and time in the 
industry. 
 
The compliance department will periodically review the parameters used by the sales supervisor. The 
purpose of this review is to monitor the supervisors’ reviews, training guidelines, and the processes 
used in testing the overall effectiveness of the various components.  In addition, all CD related retail 
communications will be routed through the supervisor chain for review. 
 
Any complaints must be referred to compliance.  The sales supervisors will provide any requested 
information or support to aid in the compliance department’s investigation. 
 
Registered persons must be familiar with the contents of FINRA Notices to Members 93-87, 02-28 and 
02-69.   If there are any questions, the assigned supervisor or the compliance department should be 
contacted. 
 

32.1 Traditional Certificates of Deposit 

 
Reference: 
FINRA Rule(s) 2010, 2120, NtM 02-69 
SEC Rule(s) 17a-3 
MSRB Rule(s) N/A 
 



Vanderbilt Securities, LLC WSPs  Page 201

Traditional CDs typically are issued by a bank directly to a client, carry a fixed interest rate over a 
fixed duration of time, and are insured by the Federal Deposit Insurance Corporation (FDIC) up 
to $100,000 against insolvency by the depository institution. As such, they are generally 
considered by the investing public to be a simple and conservative product that carries few risks. 

32.2 Brokered Certificates of Deposit 

 
Reference: 
FINRA Rule(s) 2010, 2020, NtM 02-69 
SEC Rule(s) 17a-3 
MSRB Rule(s) N/A 
 
FINRA and the NYSE have provided guidance to their members that offer non-traditional 
certificates of deposit (“CD”) products.  Typically, these products are long-term CDs that carry a 
maturity date of more than one year, are callable at the discretion of the issuer, and trade in a 
secondary market. 
 
These CDs generally have a maturity of several years – in some cases, 20 years – and sometimes 
carry a higher yield.  But they may also have any number of additional features that affect the 
rate of return and degree of risk for purchasers; for example, they may have variable interest 
rates, may be callable by the issuing bank, sometimes trade in a secondary market, and are 
subject to transaction costs not typically associated with a traditional CD. 
 
Importantly, these long-term CDs carry market risk to their principal value, unlike traditional bank 
CDs. 
 
Supervisors must ensure that registered persons who want to offer these types of products are 
adequately trained since marketing, the ability to identify attractive CDs, and knowledge of the 
secondary market, may be important to the return and risk of the product.  Since federal deposit 
insurance runs between the client and the issuing institution, these unconventional CD products 
may not provide federal deposit insurance coverage for the client. 
 
Depending on the product’s structure, the client may only have an unsecured, uninsured claim 
against the broker.  Clients’ entitlement to federal deposit insurance may also be dependent 
upon the broker keeping adequate records of ownership.  Depending on various factors, these 
CD products can, as a legal matter, be securities.  FINRA Regulation advises members to account 
for these CD products at fair market value on client account statements. 
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32.3 Other Non-Traditional Brokered CDs 

 
Reference: 
FINRA Rule(s) 2010, 2020, NtM 02-69 
SEC Rule(s) 17a-3 
MSRB Rule(s) N/A 
 
Other nontraditional CDs include those with returns that are linked to market indices or 
benchmark interest rates, such as the S&P 500 or LIBOR.  An option-hedge is an example of a 
strategy used to hedge some of the market risk of this type of product. 
 
However, there are other risks.  If market interest rates decrease, the issuer typically exercises a 
call option, if available, and refunds the principal.  Thus, the client no longer obtains the higher 
rate of interest and may have to reinvest the principal at the now lower available interest rate.  
On the other hand, if the market interest rates increase, the client will bear the risk of loss in 
selling the instrument in the secondary market.  In a step-down CD, the interest rate will be 
lowered at stated intervals if market interest rates have fallen.  If market interest rates rise, the 
client again bears the risk of loss of principal value. 
 

32.4 Brokered CDs May Be Securities 

 
Reference: 
FINRA Rule(s) 2010, NtM 02-69 
SEC Rule(s) N/A 
MSRB Rule(s) N/A 
 
Generally, as long as a banking institution issues the brokered CDs sets all of their features, and 
FDIC insurance applies to them, brokered CDs are considered bank products, not securities.  There 
are various conditions under which a brokered CD may be considered a security, examples are: 
 

 If a broker materially alters the terms and features of a brokered CD, it becomes a 
different investment vehicle that could be considered a security.  One example is offering 
a different interest rate than the interest rate set by the issuing depository institution. 

 If a broker buys a large denomination CD, fractionalizes it, and sells the fractions to 
investors, these actions could make the fractionalized CDs securities. 

 If a broker affirmatively offers to clients’ certain expertise and skills that go beyond the 
sale of brokered CDs as incentives to purchase the brokered CDs, such as marketing and 
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the ability to identify attractive CDs, these features may make the brokered CDs 
securities. 

 If a broker, as an incentive to purchase brokered CDs, offers and/or maintains a secondary 
market for clients to rely upon to provide additional liquidity to their brokered CDs, this 
feature may make brokered CDs securities. 
 

32.5 Risk Factors of Brokered CDs 

 
Registered persons must disclose to prospective purchasers all material risks associated with 
long-term CD products and should distinguish those risks from those that apply to traditional 
CDs. FINRA Regulation has brought disciplinary actions against broker-dealers and individuals 
involving disclosure of risks in connection with the sale of these CD products. 
 

32.5.1 Loss of Principal 
 
Traditional CDs are purchased directly from an issuing bank. They come in fixed denominations 
for a fixed duration and pay a set interest rate at regular intervals.  The issuing bank usually will 
impose a penalty if a purchaser redeems the CD before maturity.  The terms of the CD make 
explicit the penalty, typically a loss of interest earned and/or a modest loss of principal. 
 
By comparison, a client who purchases a long-term CD from a broker or deposit broker could risk 
a greater loss of principal if the CD is sold before maturity. This is because the seller is generally 
just a custodian of the CD on behalf of the issuing bank. As such, a client cannot simply redeem 
the CD early and pay an early withdrawal penalty. Instead, the deposit broker must sell the CD in 
the secondary market. Two primary market factors may cause a significant loss of principal in 
these circumstances. 
 
Fluctuations in interest rates may affect the value of the CD, generally, as with other long-term 
fixed income investments, when interest rates rise, the market value of a long-term CD declines. 
In addition, changes in market interest rates will affect whether step-down or step-up features 
come into play, and whether a CD issuer will exercise its call option. 
 
There may be limited liquidity for these products due to the small size of the secondary market.  
Actually, there is no guarantee of the continued existence of a secondary market for some of 
these products.  When transactions do occur in the secondary market, sellers generally will incur 
a transaction cost, such as a commission to the broker-dealer. 
Clients should also be informed whether the CDs are registered with the Depository Trust 
Corporation (DTC).  Most CDs are registered with the DTC as “master CDs.” The issuing bank, 
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assisted by the Firm, registers the master CD with DTC and it is then assigned a CUSIP number. In 
general, the master CD is divided into units of $1,000 for sale to clients. 
 
After registration, the CDs are eligible for DTC’s book-entry delivery and custody services, which 
enables clearing and settlement of CD transactions in client accounts in the same manner as 
securities held by DTC. The CDs may also be transferred to accounts at other member firms. CDs 
that are not registered with DTC have additional risks since clients must depend upon the CD 
brokers to maintain accurate documentation of transactions, record ownership of the CDs in their 
books and with the issuing banks, make interest payments and collect their principal when the 
CDs reach maturity. If a CD broker becomes insolvent or cannot make good on its obligations for 
other reasons, clients may not be able to collect interest or principal payments and the CDs may 
be subjected to claims from the broker’s creditors. 
 
The risk of owning non-DTC eligible CDs is significantly increased if the CD broker purchases CDs 
from banks and then fractionalizes them for sale to clients. These risks should be disclosed to 
clients.  For these reasons, long-term CDs generally are inappropriate products for clients who  
have a short-term investment horizon or who may need the principal before maturity. In any 
event, it is essential that clients be informed of the face maturity date of any CD, even where, as 
discussed below, the CD has call features that may effectively shorten that maturity period. All 
of these material risk factors, when present, must be disclosed to a prospective purchaser. 
 

32.5.2 Call features 
 
Long-term CDs often include a provision that allows the issuing bank to “call” the CD prior to 
maturity at a specified price.  Brokers and their RRs must explain in detail any call features of the 
CD product, particularly where, as is often the case with long-term CDs, the call option is solely 
at the discretion of the issuer and the client does not receive a corresponding option to “put” the 
CD back to the issuer at a set price. Purchasers should be told that under certain market 
conditions—i.e., when falling interest rates would cause the CD to trade at a premium in the 
secondary market—the issuer likely will exercise its call option, as it can obtain deposits at lower 
interest rates. 
 
Long-term CDs that contain step-down interest rates and call provisions are less favorable to 
investors than traditional CDs without those features. This fact also should be disclosed to 
investors. 
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32.5.3 Insurance 
 
Federal deposit insurance generally covers deposits of up to $100,000 in the aggregate for each 
depositor in each bank, thrift, or credit union. Therefore, the purchaser of an insured CD is 
insured against insolvency of the issuing depository institution. In certain circumstances, deposit 
brokers may be considered the depositor for federal insurance purposes. Therefore, members 
that act as deposit brokers must keep adequate books and records to establish the chain of 
ownership of any brokered CD products. Failure to maintain such books and records may be a 
violation of SEC and FINRA rules and regulations and can jeopardize the ability of a client to 
establish entitlement to federal deposit insurance in the event of a depository institution’s 
insolvency. 
 
Also, federal deposit insurance does not protect purchasers against insolvency of deposit 
brokers. Consequently, if the long-term CD product being offered is dependent upon certain 
conduct by the deposit broker—e.g., using expertise to locate attractive CDs, marketing, or 
maintaining a secondary trading market—purchasers incur additional risk with respect to the 
broker that must be disclosed. For example, if the deposit broker purchases the CD from the 
issuing depository institution and then sells portions of the CD to investors, the investor may have 
no insurance coverage at all. In addition, clients should be informed that should they choose to 
sell a long-term CD in the secondary market prior to its maturity date, there is no insurance 
coverage for any principal losses incurred. 
 

32.5.4 Training 
 
Registered persons must understand the characteristics and risk factors associated with all 
investment products, including unconventional CDs, before soliciting clients.  The firm’s 
compliance department will on at least an annual basis review the compliance programs, 
supervisory procedures, and continuing education offerings to ensure that registered persons are 
properly trained and educated about CDs. The compliance department may revisit these issues 
in audits, compliance meetings, and the continuing education programs in degrees as warranted 
by the sales mix, regulatory focus and activities of registered persons. 
 

32.5.5 Account Statements 
 
The firm reviews its clearing firm’s policy regarding the price of CDs. While it is desirable to price 
CDs at fair market value on client account statements, this is beyond the control of the Firm.  
However, the Firm will share any pricing data with its clearing firm should the price information 
become materially inaccurate. 
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32.5.6 CD Valuation 
 
If a CD’s carry value becomes materially inaccurate the Firm will obtain estimated values from 
several sources.  Sources may include commercial pricing services or a valuation matrix to 
ascertain a theoretical market price.  Registered persons should disclose to their clients if the 
values of CDs on their account statements are estimated and that their actual value may differ if 
clients elect to sell their CDs in the secondary market. 
 
When it is hard to determine a reasonable market valuation for CDs in client accounts, the broker-
dealer will segregate those CDs on the account statement and include a disclosure on the account 
statement covering the following points: the secondary market for CDs is generally illiquid; an 
accurate market value could not be determined by the broker-dealer; the actual value of the CDs 
may be different from their purchase price; and a significant loss of principal could result if CDs 
are sold prior to maturity. 
 

32.5.7 Maturing Traditional CDs 
 
Registered persons must disclose to non-institutional clients the varying risks of investing the 
proceeds of deposits, such as maturing Certificates of Deposit, in a security (such as a mutual 
fund, CMO or variable insurance product). 
 
All registered persons should attempt to emphasize that the securities product alternatives have 
certain associated risks, are not FDIC insured and, while potentially providing more attractive 
investment returns, are not the same as CDs. 
 
Additionally, further disclosures should be made, as applicable and/or if appropriate.  There is no 
guarantee of a stable net-asset value (ie money market funds).  A rise in interest rates could result 
in a decline in the value of the client’s investment (ie fixed income or bond funds). There is a 
higher degree of risk to capital (ie equity funds). 
  



Vanderbilt Securities, LLC WSPs  Page 207

33 PRIVATE PLACEMENTS 

 
Reference: Securities Act of 1933: 
Regulation D, Rule 501-506, Regulation A 
FINRA Rule(s) 2111, 2010 
SEC Rule(s) 101-9, 15c2-4 
MSRB Rule(s) N/A 
 
“Private Placement" as used herein refers to the offer and sale of any security not involving a 
public offering.  Private offerings are not the subject of a registration statement filed with the 
SEC under the Securities Act.  Private Placements are done in reliance upon Section 4(2) of the 
Securities Act of 1933 as it has been construed (i.e., the Private Offering Exemption) or under 
Regulation D as promulgated by the SEC in 1982, or both. Regulation D (as variously amended), 
sets forth certain guidelines for compliance with the Private Offering Exemption.  Sales personnel 
involved in the Private Placement process must have a working familiarity with Regulation D and 
must stay current with all amendments thereto. 
 
To qualify as a Private Placement, an offering by an issuer must meet either the requirements of 
Section 4(2) of the Securities Act as developed through SEC interpretation and court decisions or 
must follow the conditions set out under Regulation D of the Securities Act.  Persons claiming the 
exemption from the Securities Act carry the burden of proving that our activities came within 
that exemption. 
 
Regulation D is a series of eight rules, Rules 501-508, establishing three transactional exemptions 
from the registration requirements of the Securities Act of 1933.  Rules 501-503 set forth 
definitions, and specific exemptions are set out in Rules 504-506. Rule 507 sets forth a 
disqualifying exemption, and Rule 508 provides a safe harbor for insignificant deviations. 
 
SEC regulations governing Private Placements include the following: 
 

1. Regulations governing Private Placements do not exempt offerings from the 
anti-fraud and civil liability provisions of various federal securities laws. 

2. Further, Regulations governing Private Placements in no way relieves issuers of 
their obligation to furnish investors with whatever material information may be 
needed to make any required disclosures not misleading. 

3. Similarly, notwithstanding exemption from federal level registration, Regulations 
governing Private Placements in no way alleviate an issuer's obligation to comply 
with applicable state law. 

 



Vanderbilt Securities, LLC WSPs  Page 208

Regulations governing Private Placements are interpreted as providing "transactional" 
exemptions to issuers only.  Thus, except for the case of a 504 offering exclusively in states 
requiring registration and disclosure, an investor whose purchase was exempt from registration 
cannot resell his/her interest without establishing an independent basis of exemption. Vanderbilt 
will, under no circumstance, engage in secondary trading of Private Placements. The Firm will 
provide transfer paperwork and direct investors to contact third party firms for assistance. 
 
The three exemptions are not intended to be mutually exclusive; a reliance on one exemption is 
not deemed to be an election to the exclusion of any other applicable exemption. 
 
Finally, the exemptions of Regulations governing Private Placements may not be claimed with 
respect to any plan or scheme to evade the registration provisions of the Act. 
 
A business entity will be treated as a single accredited investor unless it was organized for the 
specific purpose of acquiring the securities offered, in which case each beneficial owner of the 
security is counted separately. 
 
Existing securities regulations often impose substantially more onerous limitations on issuers 
than do Regulations governing Private Placements.  Issuer's counsel must be consulted regarding 
the requirements of the securities laws of each state in which an offering is going to be sold. 
 

33.1 Sales Practices for Private Placements 

 
All offerees and purchasers must have access to the same kind of information concerning the 
issuer which would appear in a SEC registration statement; these persons must be able to 
comprehend and evaluate such information.  It must be kept in mind that any offer to an offeree 
who would not qualify, as well as a sale to a purchaser who would not qualify, may destroy the 
Private Placement exemption and result in a violation of Section 5 of the Securities Act. 
 
The issuer and any parties acting for the issuer, including the Broker-dealer, must take all 
reasonable steps to insure that the information given to the offerees and purchasers is complete 
and accurate.  This is reasonable basis suitability or "due diligence."  All information passed on in 
the course of the Private Placement, either orally or by memorandum (or offering circular), is 
subject to the anti-fraud provisions of the federal securities laws.  The fact that the offering 
memorandum is not reviewed by the SEC does not lower the standards for accuracy which would 
be applicable to any registered offering. 
 
All of the offerees must have access to meaningful current information concerning the issuer (i.e., 
the partnership).  The fact that an offeree has considerable financial resources or is a lawyer, 
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accountant or business person, and thus may be considered sophisticated, does not override the 
need for appropriate information to be made available.  While there is no specific limitation on 
the number of offerees, the greater the number of offerees, the greater the likelihood that the 
offering will not qualify for the exemption. As such even though securities regulations permit 
general solicitation subject to certain requirements, the Firm prohibits, retail communications, 
general promotional seminars or public meetings in connection with a private offering.  This 
limitation does not preclude meeting with offerees to discuss the terms of the offer or to present 
information concerning the issuer or the offer. 
 
Purchasers in a Private Placement must acquire the securities/property for investment and not 
for the purpose of further distribution. 
 
Whether or not investment intent was present will be determined from all the circumstances 
surrounding the acquisition.  Such circumstances would include the financial capability of the 
purchaser to hold the securities for the long term and whether the purchaser signed a letter of 
investment intent.  The amount of time the securities have been held (the holding period) is one 
of the factors in a hindsight determination that investment intent existed at the time of purchase.  
A two (2) year holding period is deemed to be the bare minimum. Other holding periods may 
apply in the case of 1031 exchanges. 
 
It is essential that current and accurate information about the purchasers be obtained in order 
to make judgments as to suitability, ability to evaluate and understand the terms of the offering, 
and the investment intent of the purchaser. 
 
FINRA Notice to Members 03-71, 05-18 and Regulatory Notice 10-22 remind members of their 
obligations to conduct adequate due diligence/reasonable-suitability analysis; perform customer 
specific suitability analysis in connection with any recommended transactions; provide a 
balanced disclosure of both the risks and rewards associated with a particular product; prohibit 
splitting commissions with unregistered individuals or firms; implement appropriate internal 
controls; and train registered persons regarding the features, risks and suitability of the product. 
 
To meet these obligations, Vanderbilt will do the following: 
 

 Appropriately trained and qualified individuals will conduct a reasonable investigation to 
understand the features of a product including, but not limited to: creditworthiness of 
the issuer; principal, return, and/or interest rate risks and the factors associated with 
those risks; tax consequences, and costs/fees associated with the product by using the 
information contained in the Offering Memorandum and any other additional 
information deemed necessary. 
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 Vanderbilt will undertake the task of verifying investor-specific suitability by utilizing the 
documentation submitted such as the Purchaser Questionnaire, the Addendum entitled 
“Investor Suitability Requirements”, financial statements and at times, the investor’s 
credit history. That being said, the RR whose client is investing in a particular product will 
do the primary investor-specific suitability analysis, reporting any issues or concerns to 
the DP. 

 Vanderbilt will not pay fees or commissions to an entity that is not registered with FINRA 
or the SEC as may be applicable based on the product type. 

 Vanderbilt will make every reasonable effort to ensure that SEC and FINRA rules and 
regulations are followed by requiring all registered personnel to have either a Series 7 or 
Series 22, supervisory personnel must be Series 24 licensed, establishing training 
programs (educational brochures, videos, lectures, explanatory memoranda and Web-
based seminars) to incorporate such rules, set forth a supervisory system to monitor 
compliance with the regulatory rules in the Written Supervisory Procedures and 
document the steps taken to adhere to the procedures by requiring supervisory review 
be evidenced and done in a timely manner. 

 
Funds submitted by a Purchaser in a Private Placement shall be made payable to the appropriate 
Escrow Account or in the care of an Escrow Agent. Buyer and seller shall agree with respect to 
the handling of monies associated with the transaction, and the RR shall verify that the agreed 
steps have in fact been followed. Checks received that may not comply with any condition herein, 
and which may come into the possession of the RR must be immediately forwarded to the 
attention of the Supervisor, for further forwarding to/reissuance by the Purchaser. Under no 
circumstances shall the Broker-dealer, and/or its representative, take custody of a customer 
check including a check made payable to the issuer. 
 

33.2 Private Placement Offering Memorandum 

 
To meet the requirement of Regulation D or the requirements of Section 4(2) of the Securities 
Act (the Private Placement exemption), the issuer (i.e. the partnership) is almost always required 
to make extensive disclosures regarding the nature, character and risk factors relating to an 
offering.  The disclosure document is the "Offering Memorandum" which, in the normal course, 
is provided by a document based upon information provided to counsel by the General Partner.  
While a properly executed Private Placement is exempt from the registration provisions (i.e., 
Section 5 of the Securities Act) of the federal securities laws, the transaction (and the disclosures 
made or a lack thereof) is subject to the anti-fraud provisions. Therefore, the offering 
memorandum in a particular Private Placement must not be materially misleading in terms of 
disclosures which have been made (or which should have been made), to ensure that Vanderbilt 
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will have no violated or aided or abetted violations of the anti-fraud provisions of the federal 
securities laws. 
 
The DP is responsible for ensuring that all purchasers have signed the subscription or purchase 
agreement as required, all agreements are complete and on file, and all agreements are retained 
in a separate file and clearly marked for the offering. 
 

33.3 Due Diligence Review 

 

It is important for Vanderbilt to exercise reasonable care in verifying the accuracy and 
completeness of the statements made in the Offering Memorandum.  For this purpose, 
"reasonable care" is considered to be the degree of care required by a "prudent man in the 
management of his own property."  A reasonable attempt should be made to verify the data in 
the offering memorandum.  The amount of investigation required varies with the facts and 
circumstances of a particular offering.  The DP is responsible for the execution of the due 
diligence function as it applies to private offerings.  NOTE: States may also individually set policy 
with respect to due diligence requirements and these should be carefully reviewed by the DP 

Failure to inquire about aspects of the offering and obtain independent documentary verification 
may subject the Firm to FINRA sanction, as well as potential civil liability.  Furthermore, "although 
the existing requirements specifically relate to publicly offered direct participation programs, 
they offer sound practical guidelines for the inquiry which should be undertaken with respect to 
all Private Placements." 
 
In performing its due diligence, the following due diligence steps will be taken by Vanderbilt: 
 

 All offering memoranda shall be reviewed for completeness of suitability language and 
disclosures. 

 Escrow account agreements (on best efforts, all or none, mini/maxi offerings) shall state 
clearly the return of funds to each investor should the specifically stated contingency not 
be met. 

 Upon the contingency being met, a copy of the bank statement shall be reviewed for 
verification. 

 Vanderbilt shall review the investment documents to verify the purchaser’s investment 
qualifications. 

 A thorough due diligence review shall be undertaken, including but not limited to an 
inquiry and analysis of any third party due diligence report(s), red flags, or other available 
resources. 
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 A record of the steps taken should be maintained in order to verify the adequacy of the 
disclosures made to investors, the suitability of the product to the investor, and the 
availability of the private offering exemption. 

 
The Designated Principal must review and maintain all due diligence documents in a separate file 
for each offering. 
 

33.4 Supervision 

 
The DP is responsible for monitoring, supervising, and approving all private offering activities. 
The Firm will review all documentation, reports, and information relating to the Firm’s Private 
Placement activities including but not limited to: 
 

 Compliance with Regulation D 
 Suitability of the product for any potential investor 
 Delivery of all relevant disclosure documents 
 Customer account documentation 
 Approval of Product (Due Diligence) 
 Approval of Investment/Transaction 

 

33.5 Suitability 

 
In recommending the purchase, sale, or exchange of a private security offering, the Firm will 
make all reasonable efforts to ensure that, based on information provided: 
 

 Customer has a significant financial position enough to realize the extent of financial 
benefits, to include tax benefits, as described in the prospectus 

 Customer has a sufficient net worth to sustain the potential risks of the program 
 Program is otherwise suitable for the customer, including consideration of the 

concentration that may result from the purchase. 
 Documentation is retained to evidence the determination of suitability 

 
The Firm acknowledges that participation in a private offering of securities may include the use 
of signed subscription agreements to determine customer suitability and whether the customer 
meets the definition of an accredited investor. In the event that subscription agreements are not 
required, the Firm requires that each registered person is responsible for completing an 
Accredited Investor Questionnaire in place of the subscription agreement. The DP is responsible 
for ensuring that all suitability questionnaires are properly completed and that all documentation 
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is maintained in a separate file.  The Investor Suitability Questionnaire is located in the Forms 
Section of the WSP Appendix, or is otherwise available to RRs by contacting the DP. 
 

33.6 Disclosures 

 
Vanderbilt will determine whether a reasonable effort was made to disclose all material 
information to the customer to accurately evaluate the program. The following is a list of some 
of the minimum disclosure requirements: 
 

 Description of compensation, costs, expenses, loads and other fees relevant to the 
offering 

 Physical aspects of the offering including collateral, size and substance, property 
condition, as applicable 

 Tax aspects including legal opinions if applicable 
 Financial projections, financial condition reports, reviews, audits or other related 

materials, as available 
 Financial stability, background and experience of the sponsor, including any disclosure 

events such as litigation, bankruptcy or other matters of concern 
 Offering sponsor conflicts of interest and risk factors 
 Offering risk factors 
 Appraisals and other pertinent reports 

 

33.7 Firm’s Disclosure of Control Relationship with the Issuer 

 
Pursuant to FINRA Rule 2262, if the Firm is “controlled by, controlling, or under common control 
with, the issuer of any security,” then the Firm must disclose such control relationship to the 
customer prior to the customer entering into any contract or making any investment in the 
offering.  This disclosure will be a written disclosure and will be provided to the customer at or 
before the completion of the transaction. 
 
Please note:  At this time, Vanderbilt does not plan on participating in any offerings with an issuer 
where the Firm is controlled by the issuer, under common control with the issuer or any issuer 
that Vanderbilt controls.  If this becomes the case, proper written disclosure will be made to the 
customer. 
 

33.8 Investor Payments for Private Placements/Securities    Transactions 

 



Vanderbilt Securities, LLC WSPs  Page 214

All client payments will be made payable to the issuer and sent directly to the issuer. 

 

33.9 Private Placement Advertising Guidelines 

 
Although recent rule making allows for General Solicitation of private offerings under certain 
conditions, Vanderbilt does not permit general solicitations of Reg D Private Placements 
 
In conducting a Private Placement offering, Representatives shall adhere to the following 

guidelines: 
 

 Cold calling is not permitted 
 General solicitation by means of advertisements is not permitted 
 No seminars or meetings may be held with regard to any current offering unless each 

invitee is known and qualified in advance 
 No mention of any specific offering or past performance may be made at generic seminars 
The DP shall review written and electronic communications, websites, marketing materials 
and other communications with the public for evidence of violation of this policy.  Violators 
shall be subject to discipline at the CCO’s discretion. 
 

33.10   Rule 144A Restricted Securities 

 
SEC Rule 144A covers the buying and selling of Private Placement of securities with Qualified 
Institutional Buyers. Restricted securities are exempt from SEC registration requirements and 
cannot be traded on public markets.  The Designated Principal must: 
 

 Review potential investors to ensure they meet the requirements of a Qualified 
Institutional Buyer 

 Provide written notification to all purchasers disclosing the nature of the 144A transaction 
and confirming that it is the Firm’s understanding that the investor is a Qualified 
Institutional Buyer as defined by Rule 144A 

 Make RRs aware that the restricted securities are to be sold only under the restrictions of 
Rule 144A. 

  

33.11   Conditions to be Met 

 
There are four conditions that a reseller of restricted securities must satisfy to rely on Rule 144A.  
The four conditions are: 
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 Reoffer or resale is made only to Qualified Institutional Buyers or to an offeree or 

purchaser that the reseller (and any person acting on its behalf) reasonably believes is a 
qualified institutional buyer 

 Reseller (or any person acting on its behalf) must take reasonable steps to ensure that the 
buyer is aware that the reseller may rely on Rule 144A in connection with such resale 

 Securities reoffered or resold (a) when issued were not the same class as securities listed 
on a national securities exchange or quoted in a US automated inter-dealer quotation 
system and (b) are not securities of an open-end investment company, unit investment 
trust, or face amount certificate company that is, or is required to be, registered under 
the Investment Company Act of 1940 

 In the case of securities of an issuer that is neither a 1934 Act reporting company nor 
exempt from reporting pursuant to Rule 12g3-2(b) of the Exchange Act, the holder and a 
prospective buyer designated by the holder must have the right to obtain from the issuer, 
upon the holder’s request, certain reasonably current information; and such buyer must 
receive, upon the buyer’s request of the holder or issuer, certain reasonably current 
information about the issuer from the issuer, seller or a person acting on behalf of either 
of them at or prior to the resale. 

 
Information is considered reasonably current if: (a) the balance sheet is as of a date less than 16 
months before the date of the resale, the P&L statements and retained earnings are for the 12 
months preceding the date of such balance sheet, and if the balance sheet is not as of a date less 
than 6 months before the date of the resale it will be accompanied by additional statements of 
profit and loss and retained earnings for the period from the date of the balance sheet to a date 
less than 6 months before the date of resale; (b) the statement of the nature of the issuer’s 
business and its products and services offered is as of a date within 12 months to the date of 
resale; and (c) if regarding foreign private issuers, the required information should meet the 
timing requirement of the issuer’s home country or principal trading markets. 
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34 STRUCTURED PRODUCTS 

 
The CCO is responsible for the review and approval of all Structured products. All must be 
reviewed and approved PRIOR to offering to customers of the Firm.  RRs are apprised of 
current approved products available for recommendation through the Home Office Bond 
Department. 
 
The following requirements are mandatory regarding Structure products: 
 

o RRs may recommend ONLY those products currently approved, a list of which may 
be obtained from the Bond Department. 

o RRs must complete structured products training prior to recommending any 
product. 

o Prior to each recommendation, the Bond Desk emails the Disclosure forms, 
including a concentration worksheet to the RR for further completion by the 
appropriate party. Note that the customer must sign the disclosure forms prior to 
submission to the Home Office. 

o Compliance processes suitability review, and if approved, sends copy of the 
Acknowledgement Form to Bond Desk for execution. 

o Bond Desk checks account for available funds, and if not shown in account, calls 
RR for verification before placing Indication of Interest. 
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35 Prior to closing, Bond Desk must verify actual availability of funds, or the Indication 
of Interest must be withdrawn DIRECT PARTICIPATION PROGRAMS 

 
Reference: Securities Act of 1933: 
Regulation D, Rule 501-506, Regulation A 
FINRA Rule(s) 2111, 2340 
FINRA Rule(s) NTM 01-08, 04-05  
FINRA Rule(s) RN 08-81, 08-77, 09-09 
MSRB Rule(s) N/A 

Direct Participation Program 

35.1 Product Background 

Direct Participation Program (“DPP”) is an investment option that allows the investor to 
participate in the cash flow and tax benefits associated with the company that issues the security.  
Common types of DPP investments currently offered by the Firm include oil and gas programs, 
tax credit programs, real estate programs including non-traded REITS, Tenant in Common 
Interests (TICs) and Delaware Statutory Trusts (DSTs), equipment leasing programs, and other 
programs of a similar nature.  These DPP products are typically structured to provide the investor 
with a variety of distinct investment and tax characteristics. The Firm acknowledges that non-
traded non-public offerings do not fall under the category of DPPs. Nonetheless, the Firm takes 
the position that privately offered partnerships have features and attributes substantially similar 
to DPPs and therefore shall fall under the Firm’s general guidelines for DPPS. 

Tax Credit Program: Designed to provide either tax credits or passive losses over a long-term for 
clients who expect to remain in a high tax bracket. 
 
Oil & Gas Program: Designed to provide significant tax write-offs in the early years of the 
program for clients with large taxable incomes. 
 
Equipment Leasing Program: Designed to provide cash flow with a reduced taxable income due 
to a portion of each payment allocated as a return of capital for the client. 
 
Real Estate Program: Designed generally to provide greater long-term capital appreciation than 
periodic cash-flow for the client. 
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Tenant in Common Interests (TICs) and Delaware Statutory Trusts (DSTs): Income producing, 
1031 Exchange programs designed to allow for deferred capital gains on commercial or other 
income Real Estate. 

DPP investments are purchased on an application basis during an initial offering period and are 
not traded actively on the secondary markets.  All DPP products offered by the Firm are subject 
to a full due diligence review, evaluation and approval process prior to being classified as an 
Approved Product.  The Due Diligence process employed for DPPs is the same as for Private 
Placements offered by the Firm. (see an earlier section) 

35.2 Registered Representative Suitability 
 
Registered Representatives are required to take an educational course prior to offering a DPP 
product to their client.  It is important that the RR understands and knows the product that may 
be offered to a qualified client. 
 

35.3 Suitability Considerations  

The RR must have “reasonable grounds” to believe that the investment recommendation is 
suitable based on information obtained from the client.  DPP products may only be offered to 
clients who meet the specific suitability requirements defined in the DPP offering document. 
Special attention to the investor’s state of residence should be given by the RR since many of 
these DPP suitability requirements have been established in accordance with individual state 
statues.  When recommending a DPP investment the following specific client suitability factors 
must be adequately explained, documented and considered:  The financial position is or will be 
appropriate to enable them to realize to a significant extent the benefits described in the offering 
document, including the tax benefits where they are a significant aspect of the program; 

• Sufficient net worth to sustain the risks inherent in the program, including potential 
loss of the entire investment; 
• Concentration of other illiquid assets and investments within reasonable terms for 
the investor; 
• Adequate cash on hand or other resources available given the lack of liquidity 
associated with DPP products; and 
• The investment is otherwise suitable for the client. 

 
The firm requires that DPP transactions be reviewed and approved by both the DP (a home office 
Sales Principal or the CCO) and the RR’s Supervising Principal in the following situations: 
 

• Transaction will exceed 30% of the client’s illiquid assets; 
• Transaction will exceed 10% of the of the client’s net worth in a single program; 
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• Liquid net worth is less than $150,000 or the DPP Program’s minimum investment, 
whichever is greater; 
• Annual Income is less than $45,000; and 
• Other parameters at the discretion of the CCO and/or the DP, each of which is 
authorized to assign additional requirements and conditions on a product by product 
basis. 

Given the importance of client suitability factors associated with DPP products, The RR may be 
required to provide additional written suitability documentation in support of the investment 
recommendation. 

Increased suitability scrutiny should be given by the RR to transactions where the investor is close 
to the minimum suitability requirements or has evidenced low-risk tolerance, to first-time 
investors and those who have little or no previous DPP investment experience, or to investors 
with conservative or other limiting risk profile(s). 
 

35.4 Evidencing Suitability Information 

 
All information considered by the RR as a basis for the investment recommendation should be 
fully documented and maintained with the branch office records.  The RR’s Supervisor must have 
adequate client suitability information available to establish a reasonable basis to approve the 
transaction at the branch level as a first level of oversight.  The RR’s Supervisor may reject the 
transaction for any reason he/she deems relevant.  Upon the RR’s Supervisor’ review and 
approval, the transaction application must be provided to the Home Office where the DP renders 
final acceptance and approval of the transaction. If the documentation is incomplete, the Home 
Office will not process the transaction and will return the documents and product application to 
the RR.  As further detailed below, for each DPP transaction at a minimum the Firm requires that 
the RR provide the Home Office with the following suitability documents, which a Home Office 
Sales Principal will review and evaluate during the transaction review and approval process: 
 

• New Account Form (for purposes of establishing the client profile even though in 
most cases a “new account” is not opened; 
• Evidence of the delivery of the product offering documents; 
• The applicable Vanderbilt Client Disclosure and Suitability Statement; and 
• DPP Client Suitability Explanation (if applicable) 
All other documents required by the product/program sponsor 
. 

35.4.1 Client Suitability Documentation 
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In connection with the client suitability assessment for a DPP purchase, the RR shall collect and 
consider the suitability information contained on the Vanderbilt New Account Form (NAF), 
including any updates. In the event the NAF on file is more than 3 years old, the RR must attain 
an updated form.  Although the primary suitability documents are the subscription documents, 
and specialized forms such as the DPP Suitability and Disclosure form that collect additional 
information including that information described above, the DP shall also require a complete and 
current NAF. The client must sign the Account Update Form, and the RR must submit the original 
to the Home Office for further processing. 

35.4.2 Product Offering Document 

 

A current prospectus or offering circular issued by the sponsor must be given to the client when 
a DPP product is first considered and/or recommended. This document should be reviewed and 
evaluated with the client concerning product information such as important features, conflicts 
and risks of the product, tax aspects, financial stability and experience of the of the sponsor, 
minimum suitability requirements for investors, description of physical properties, items of 
compensation and expenses, appraisals and other pertinent reports.  The client evidences receipt 
and delivery of the offering document by signing the applicable Vanderbilt Suitability Statement, 
as described below. 

35.4.3 DPP Disclosure and Suitability Statement 

The firm’s DPP Disclosure and Suitability Statement provide the client with important investor 
information about the general risks factors of the product. Importantly, it also documents client 
suitability information particular to a DPP investment, and used in the suitability determination 
process. 

35.4.3.1 Understanding Each Section of the DPP Disclosure and Suitability Statement 

The Direct Placement Program (DPP) Disclosure and Suitability Statement is divided into the 
following basic headings: 

35.4.3.2 Client Information 

 
Provides basic information about the client and transaction 
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35.4.3.3 Source of Funds for Investment 

 
Indicates the source of funds for the purchase 
 

35.4.3.4 Concentration of Illiquid Assets 

 
Records the client’s existing illiquid assets 
Records the client’s existing DPP, including the pending transaction 
Records the client’s adjusted net worth (net worth less home, furnishing & autos) 
Calculates the percentage of total illiquid assets to adjusted net worth 
 

35.4.3.5 Client Representations 

 
Confirms general risks factors understood by client 
Confirms receipt of a copy of the document and product offering document 
Client acknowledges the transaction is consistent with their financial goals 
Requires client signature 
Client is provided a copy 
 

35.4.3.6 Representative Acknowledgement 

 
For Internal Use Only – Client does not need a copy 
Confirms reasonable basis to believe the transaction is suitable 
Confirms if the transaction will exceed concentration guidelines established by the Firm 
Requires Representative signature 
 

35.4.3.7 Sales Principal Review 

 
For Internal Use Only – Client does not need a copy 
Requires Sales Principal signature to evidence approval of the transaction 
May also require Supervising Principal signature to evidence approval 
 

The Direct Placement Program (DPP) Disclosure and Suitability Statement is available through the 
Firm’s network, or by contacting a supervisor or the CCO. 
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35.4.3.8 Recordkeeping 

The RR submits the original, signed Disclosure and Suitability Statement to the Home Office, and 
maintains a copy in the Branch Office records. 

35.5 DPP Client Suitability Explanation 

If the proposed transaction will result in a concentration of Client Net Worth that will exceeds 
30% of total illiquid assets, or if other risks factors are taken into consideration the designated 
supervisor may require DPP Client Suitability Explanation. 

The DPP Client Suitability Explanation documents the client’s understanding that the transaction 
exceeds the recommended illiquid concentration guidelines established by the Firm (i.e., trade 
parameters), and also be used to document other suitability considerations. In addition, the DPP 
Suitability Explanation requires The RR’s written explanation of the specific suitability factors 
used to evaluate the transaction, which may include: 

• Specific reasons for the purchase/benefit to client; 
• Client sophistication; 
• Additional client assets; and/or 
• Any other relevant factors considered with the recommendation. 

 
The RR is required to obtain the client’s signature on the DPP Client Suitability Explanation, 
provide the client with a copy and remit to the DP for consideration. The RR must also sign and 
submit the form to the DP before the transaction will be processed. The DP shall remit the 
completed and reviewed form to the home office so that it is maintained among other 
documents in the central client file. 

35.6 DPP and Unlisted REIT Securities Customer Account Statements 

 
The DP is responsible for ensuring that customer account statements include a per share 
estimated value of a direct participation program (DPP) or unlisted real estate investment trust 
(REIT) security, developed in a manner reasonably designed to ensure that the per share 
estimated value is reliable, including required disclosures as applicable. 
 

(1) A per share estimated value for a DPP or REIT security will be deemed to have been 
developed in a manner reasonably designed to ensure that it is reliable if the clearing firm 
uses one of the following per share estimated value methodologies. 
 
(A) Net Investment 
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At any time before 150 days following the second anniversary of breaking escrow, the 
member may include a per share estimated value reflecting the “net investment” 
disclosed in the issuer's most recent periodic or current report (“Issuer Report”). “Net 
investment” shall be based on the “amount available for investment” percentage in the 
“Estimated Use of Proceeds” section of the offering prospectus or, where “amount 
available for investment” is not provided, another equivalent disclosure that reflects the 
estimated percentage deduction from the aggregate dollar amount of securities 
registered for sale to the public of sales commissions, dealer manager fees, and estimated 
issuer offering and organization expenses. When the issuer provides a range of amounts 
available for investment, the Firm’s clearing firm may use the maximum offering 
percentage unless the Firm has reason to believe that such percentage is unreliable, in 
which case the Firm shall use the minimum offering percentage. 
 
(B) Appraised Value 
At any time, the Firm/clearing firm may include a per share estimated value reflecting an 
appraised valuation disclosed in the Issuer Report, which, in the case of DPPs subject to 
the Investment Company Act of 1940 (“1940 Act”), shall be consistent with the valuation 
requirements of the 1940 Act and the rules thereunder or, in the case of all other DPPs 
and REITs, shall be: 
 

(i) based on valuations of the assets and liabilities of the DPP or REIT performed at 
least annually, by, or with the material assistance or confirmation of, a third-party 
valuation expert or service; and 
(ii) derived from a methodology that conforms to standard industry practice. 

 
(2) Disclosures: The DP shall verify that the following disclosures are made on customer 

statements for customers holding DPPs 
(3)  

(A) An account statement that provides a "net investment" per share estimated value for 
a DPP or REIT security under paragraph (c)(1)(A) shall disclose, if applicable, prominently 
and in proximity to disclosure of distributions and the per share estimated value the 
following statements: "IMPORTANT—Part of your distribution includes a return of capital. 
Any distribution that represents a return of capital reduces the estimated per share value 
shown on your account statement." 
(B) Any account statement that provides a per share estimated value for a DPP or REIT 
security shall disclose that the DPP or REIT securities are not listed on a national securities 
exchange, are generally illiquid and that, even if a customer is able to sell the securities, 
the price received may be less than the per share estimated value provided in the account 
statement.  
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36 TENANTS IN COMMON “TIC” (1031 EXCHANGES) 

 
Under section 1031 of the Internal Revenue Code, an investor in income-producing or rental real 
estate may exchange the investment for another investment in income-producing or rental real 
estate of equal or greater value and defer payment of capital gains if the initial investment has 
since appreciated in value. In order to qualify under section 1031, an investor must acquire an 
interest in real estate in the exchange, not an interest in a partnership. 
 
Because of the difficulty of finding equal and offsetting properties for each investor, sponsors 
have offered interests in larger real estate offerings to pools of investors, in the form of TIC 
interests. This way an owner of income-producing or rental real estate can exchange the value of 
the original investment for an interest in the TIC offering at an equal value. If, however, the pool 
of investors is treated as a partnership under the principles of federal tax law, the exchange will 
not qualify under Section 1031, and the taxes in the investors’ profits will not be deferred under 
that section. See IRS Revenue Procedure 2002-22, 1 C.B. 733, which addresses the conditions 
under which the IRS will consider a request for a ruling that a TIC interest in real estate is not an 
interest in a partnership. 
 

36.1 Application of FINRA Rules to TIC 1031 Exchanges (TICs) 

 
TICs are a type of NCI (non-conventional investment), and are considered securities subject to 
FINRA rules. Therefore, the Firm must ensure that those products are offered and sold in a 
manner consistent with its general sales conduct obligations, and must address any special 
circumstances presented by the sale of those products. Under the oversight of its CCO, Vanderbilt 
meets this obligation through its efforts to: 
 

 Conduct appropriate due diligence; 
 Perform a reasonable-basis suitability analysis; 
 Perform customer specific suitability analysis for recommended transactions; 
 Ensure that promotional materials it uses are fair, accurate, and balanced; 
 Implement appropriate internal controls; and 
 Provide appropriate training to registered persons involved in the sale of these 

products. 

36.2 Suitability and Due Diligence 

 
Before recommending a TIC exchange, Vanderbilt requires that the RR must have a clear 
understanding of the investment goals and current financial status of the investor. In many cases, 
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a TIC interest will constitute a significant portion of an investor’s total assets. Concentration of 
an investor’s assets in a single asset class, however, is not suitable for many investors. For each 
customer, Vanderbilt requires that the RR consider the risks from over-concentration against the 
benefits of tax deferral and the investment potential of the underlying real estate asset(s). 
Vanderbilt carries out this requirement through the use of a point of sale concentration 
worksheet. 
 
TICs are illiquid securities, with no secondary market. Therefore, it is important that a potential 
investor be aware of this and that the RR selling the product be sure the customer has other 
liquidity available or does not have a high need for liquidity as part of their investor profile.  As 
noted above, compliance with this requirement is documented by the RR’s completion of the 
concentration worksheet and other applicable suitability forms, then attaining the customer’s 
signature and verification. 
 
TICs are considered a Non-Conventional Investment (NCI). Therefore, Vanderbilt must take 
special care to ensure that all registered persons understand the features of the product in order 
to be in a position to perform the required suitability analysis before executing a transaction. 
 
As fees charged in connection with a TIC exchange increase, the money saved as a consequence 
of tax deferral will be offset. Accordingly, RRs should consider the effect of fees on each TIC 
exchange. Given the importance of that tax treatment (deferral), Vanderbilt or the RR should 
obtain a “clean” legal opinion that a TIC “should” or “will” qualify for exchange under Section 
1031. Vanderbilt, as part of its due diligence responsibilities is required to ascertain the specific 
tax risks of the TIC exchange and inform the investor of the risks involved, especially if a legal 
opinion is not obtained by the sponsor. Evidence of this review, performed under the oversight 
of the CCO, is retained among the due diligence files. 
 
FINRA staff believes that it is not appropriate for RRS and firms that recommend a TIC transaction 
simply to rely on representations made by the sponsor in an offering document. For this reason, 
Vanderbilt will make reasonable investigation to ensure that the offering document does not 
contain false or misleading information. This investigation could include background checks of 
the sponsors’ principals, review of the agreements (e.g. property management, purchase and 
sale, lease and loan agreements) and property inspection. Vanderbilt will seek to determine 
whether any projected yields can reasonably be supported by the property operations.  
 

36.3 Payment of Referral Fees 

 
The Firm prohibits the payment of commissions and fees to entities that operate (or based on 
the proposed activities, would operate) as unregistered broker-dealers. For instance, under Rule 



Vanderbilt Securities, LLC WSPs  Page 226

2420, Vanderbilt may not pay a real estate agent who is not registered as a broker-dealer for 
participating in the transfer of a TIC interest that is structured as a security, nor it pay such real 
estate agent for referring TIC business that involves securities. Vanderbilt’s CCO will perform 
periodic reviews to ensure the proper payment (and restriction of payment) of referral fees. 
 

36.4 Licensing, Supervision and Recordkeeping 

 
Because TICs are typically structured as direct participation programs (“DPPs), associated persons 
who sell them generally must have passed either the Series 7 or Series 22. Most states require 
the Series 63 State Agent’s License. Also, as with any security, a TIC transaction via the associated 
DPP forms must be reviewed and approved by a qualified principal with Series 24 or 39. 
 
Vanderbilt’s supervisory system is executed under the oversight of its CCO, and incorporates 
these comprehensive written supervisory procedures reasonably designed to ensure compliance 
with all applicable rules, including suitability and sales practice requirements related to TIC 
transactions. 
 
Vanderbilt has established procedures to comply with the applicable requirements in SEC Rule 
17a-3 and 17a-4, and FINRA Rule 3110 using the methods describe in the record keeping section 
of this manual. 
 

36.5 Solicitations of TIC Interests 

 
TIC transactions are conducted without registration under the Securities Act of 1933 as private 
placements, most in reliance on Regulation D under that statute. Although general solicitation 
may be permissible under Reg D, Vanderbilt does not permit RRs to engage in general 
solicitations of TIC interests. As a result, neither the issuer nor any person acting on its behalf 
may offer or sell securities based on a general solicitation or general retail communications, 
including communications published in any newspaper or similar media or any seminar or 
meeting whose attendees have been invited by any general solicitation or retail communications. 
 
A critical factor in determining whether a communication is appropriately limited, and thus not 
a “general solicitation,” is the existence of an adequate pre-existing relationship between the 
Firm and the TIC offeree. This pre-existing relationship will enable Vanderbilt to evaluate the 
potential TIC investor’s sophistication and financial circumstances.  Evidence of review of the pre-
existing relationship is performed at the Vanderbilt home office under the oversight of the CCO, 
and is performed prior to acceptance of any TIC transaction. 
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37 CORPORATE SECURITIES UNDERWRITING 

 
This chapter outlines procedures for participating in corporate securities underwritings and a 
summary of key rule requirements. The term "Syndicate Supervisor" is used in this chapter to 
denote the person responsible for supervising underwritings and delegating responsibilities to 
other employees, where appropriate. 
 

37.1 Deal File 

 
At the initial involvement in a potential underwriting, regardless of Vanderbilt's role, the 
Syndicate Supervisor will establish a "deal file" for the prospective underwriting. Following is a 
list of items that should be considered for inclusion in the deal file, depending on Vanderbilt's 
role in the offering: 
 

 Letter of Intent with Issuer 
 Evidence of due diligence performed (see below) 
 Approval/Acceptance of participation in Underwriting 
 Final Registration Statement 
 Agreement Among Underwriters 
 Underwriting Agreement 
 Purchase Agreement (for competitive deals) 
 Selected Dealer Agreement (selling agreement) 
 Regulatory filings 
 Preliminary and Final Prospectus 
 Indications of Interest 
 Reviews for IPO certifications 
 Road show materials and lists of potential investors who attended and received 

preliminary prospectuses 
 When acting as Managing Underwriter: 

o Record of providing participants with prospectuses 
o Stabilizing activities 
o Designated orders 
o Other records of syndicate management activities 
o Underwriting Checklist 

At the discretion of the Syndicate Supervisor, drafts may be discarded and final documents 
retained in the file. Attorney-Client privileged communications may be maintained in a separate 
file. 
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37.2 Managing Underwriter 

 
As managing underwriter, Vanderbilt is responsible for dealing with the issuer, drafting a 
registration statement, developing the prospectus and other offering documents, forming the 
syndicate (if others will participate), submitting required regulatory filings, and running the 
syndicate. If Vanderbilt acts as co-manager and the other co-manager takes the lead in the 
offering, some of Vanderbilt's responsibilities will be more limited with the lead manager 
assuming many of the syndicate responsibilities. 
 

37.2.1 Letter of Intent 
 
Vanderbilt and the issuer will usually sign a Letter of Intent which is a non-binding agreement 
that defines the framework of the potential offering. 
 

37.2.2 Due Diligence 

Responsibility 
 Syndicate Supervisor 

 

Resources 

 Information from issuer 
 Information from outside sources 
 Review by outside counsel or others engaged by Vanderbilt 
 Review conducted by Vanderbilt personnel 

 

Frequency 
 As required for each potential underwriting 

 

Action 

 Engage outside counsel or others to assist with due diligence 
review, if appropriate 

 Evaluate information on the company 
 Determine structure of issue and potential pricing 

 

Record 
 Central file of due diligence performed, including evidence of 

supervisory review 
 
Vanderbilt has the primary responsibility for evaluating the potential issuer and the structure of 
any proposed offering and when and how to bring the issue to market. The extent of due 
diligence review and the subjects reviewed will vary depending on the issuer, knowledge of and 
past experience with the issuer, whether the issue is an IPO, and any number of factors that may 
affect the due diligence process. The types of reviews conducted may include: 
 



Vanderbilt Securities, LLC WSPs  Page 229

 Review financial reports 
 Review Final Prospectus 
 Review Regulatory Filings for timeliness and accuracy 
 Review blue sky filings for timeliness, accuracy, and to verify valid states for offering 

purposes 
 Evaluate the issuer's business model and how it fits into its business sector 
 Review information available from financial and other publishers 
 Independent verification of management's representations (contact with issuer's 

customers; lenders, vendors, lower-level employees, etc.) 
 Reviewing news articles and industry publications regarding the issuer, its market, and 

competition 
 Review the company's internal documents such as operating plans, product literature, 

corporate records, financial statements, contracts and lists of distributors and customers 
 Physical inspection of the company's facilities 
 Contact with the issuer's auditor and other experts knowledgeable about the company 
 Written company assurances as to the accuracy of records and financial statements 
 Contact with outside directors 
 Interviews of key personnel or customers 
 Updating due diligence as needed until effectiveness of the offering 

 

37.3 Net Capital Considerations 

 
If an underwriting commitment may impact Vanderbilt's Net Capital, the Syndicate Supervisor is 
responsible for contacting the FINOP regarding Vanderbilt's prospective commitment and noting 
in the deal file that net capital requirements will be satisfied for the prospective deal. 
 

37.4 Forming The Underwriting Group 

 
If other dealers will be invited to participate in the underwriting, Vanderbilt will: 
 

 Extend invitations to other dealers 
 Execute with participants, depending on their invited role: 
 Agreement Among Underwriters (defines rights and obligations of the underwriters with 

respect to each other) 
 Underwriting Agreement (agreement between underwriters and the issuer committing 

to purchase the security in a negotiated underwriting) 
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 Purchase Agreement (agreement between the issuer and underwriting firms in a 
competitive bidding) 

 Selected Dealer Agreement (selling group agreement, also covers underwriters whose net 
take-down exceeds their underwriting commitment) 

  

37.5 Agreement Among Underwriters 

 
The Agreement will include the following provisions regarding any shares trading at a premium 
to the public offering price that are returned by the purchaser to a syndicate member after 
secondary market trading commences: 
The shares will be used to offset the existing syndicate short position, or 
If no syndicate short position exists, the Firm must either: 
Offer returned shares at the public offering price to unfilled customers' orders using a random 
allocation methodology, or 
Sell returned shares on the secondary market and donate profits from the sale to an unaffiliated 
charitable organization with the condition that the donation be treated as an anonymous 
donation to avoid any reputational benefit to the member. 
 

37.6 Underwriting Compensation 

Responsibility 
 Syndicate Supervisor 

 

Resources 
 Underwriting agreement with issuer and/or other documents 

regarding potential compensation 
 

Frequency 
 As required for each underwriting 

 

Action 

 Review compensation for fairness and reasonableness and 
ensure compensation is within rule guidelines. 

 Identify any patterns of consistent compensation levels among 
underwritings; such patterns may indicate a failure to negotiate 
each deal individually to determine pricing of Vanderbilt's 
services. 

 Adjust compensation if necessary to comply with firm and rule 
requirements and remind personnel of requirements if 
inconsistencies are identified. 

 Ensure compensation is disclosed in the prospectus. 
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Record 
 Central file including executed underwriting agreement among 

other records, such as evidence of compensation review. 
 
Vanderbilt will review underwriting compensation issues to ensure compliance with FINRA's 
Corporate Financing Rule. Underwriting compensation earned by Vanderbilt is determined 
through negotiation with the issuer and is reviewed by FINRA based on documents and 
information provided by the managing underwriter before the issue may be offered to the public. 
FINRA's Corporate Financing Rule regulates underwriting compensation and prohibits unfair 
arrangements in connection with public offerings of securities. 
 

37.7 Lock-Up Agreements 

 
For an offering of equity securities, the issuer and its officers, directors, and principal security 
holders may enter into agreements ("lock-ups") promising not to sell any additional securities of 
the same class, or any securities convertible or exchangeable into the same class, for a specified 
period of time after the date of the prospectus. Securities subject to a lock-up restriction cannot 
be sold during the offering or sold, transferred, assigned, pledged, or hypothecated, or be the 
subject of any hedging, short sale, derivative, put, or call transaction that would result in the 
effective economic disposition of the securities. The restricted securities may not be sold for a 
period of 180 days immediately following the date of effectiveness or commencement of sales 
of the public offering. 
 
Lock-up agreements include language that restrictions on sale apply to issuer-directed shares. At 
least two business days before the release or waiver of any lock-up or other restriction on the 
transfer of the issuer's shares, Vanderbilt as lead manager will notify the issuer of the impending 
release or waiver and announce the impending release or waiver through a major news service 
unless the release or waiver is effected solely to permit transfer of securities that are not for 
consideration and where the transferee has agreed in writing to be bound by the same lock-up 
agreement terms in place for the transferor. The announcement may be made by the managing 
underwriter, another member, or the issuer as long as the announcement complies with FINRA's 
rule requirement. 
 

37.8 Reports to Issuer of Indications of Interest and Final Allocation 

 
The book-running lead manager must provide information about the demand for the issuer's 
securities to the issuer. As book-running lead manager, Vanderbilt will provide the following to 
the issuer's pricing committee (or if no committee exists, to the issuer's board of directors): 
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 A regular report of indications of interest including the names of interested institutional 
investors and the number of shares indicated by each and a report of aggregate demand 
from retail investors; and, 

 After settlement date of the new issue, a report of the final allocation of shares to 
institutional investors including the names of purchasers and the number of shares 
purchased by each, and aggregate sales to retail investors. 

 
37.8.1 Greenshoe 

 
A greenshoe ("over-allotment option" in the prospectus) gives underwriters the right to sell 
additional shares in a registered securities offering if demand for the securities is in excess of the 
original amount offered. The greenshoe enables an issuer to place additional shares on the 
market under the original underwriting's conditions. The greenshoe is a condition of the offering 
agreed to between the underwriter and the issuer prior to the offering. A reverse greenshoe gives 
the underwriter the right to sell shares back to the issuer and may be used as a stabilization 
method where the underwriter buys shares in the open market and then sells them back to the 
issuer. 
 
The syndicate manager is responsible for exercising a greenshoe when appropriate for a 
particular offering that includes this option. 
 

37.8.2 Preliminary and Final Prospectuses 
 
The preparation and filing of the prospectus includes: 
 

 Preparation of the preliminary prospectus 
 Filing preliminary prospectus with regulators 
 Providing preliminary prospectus with invitations to other potential participants 
 File prospectus with SEC 
 Print final prospectus with price information if printed prospectus is required 

Provide final prospectuses to participants if printed prospectus is required 
 

37.8.3 Regulatory Filings and Notifications 

Responsibility 
 Syndicate Supervisor 

 

Resources 
 Underwritings 

 
Frequency  As required depending on type of filing 
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Action 

 Determine restricted period for the securities to determine 
filing requirement 

 File information with FINRA 
 Request Underwriting Activity Report (UAR) 

 
Record  FINRA Gateway filings (retained electronically) as applicable 

 
Underwritings are subject to FINRA notification requirements. All public offerings (including 
unregistered offerings unless there are restrictions on resale) are subject to regulatory filing 
requirements. 
 

 Covered security means any security that is the subject of a distribution, or any reference 
security. 

 Distribution means an offering of securities, whether or not subject to registration under 
the Securities Act, that is distinguished from ordinary trading transactions by the 
magnitude of the offering and the presence of special selling efforts and selling methods. 

 Rule 101 prohibits distribution participants (underwriters, selling group members, etc.) 
from engaging in manipulative activity that would influence the price of the security in a 
distribution. 

 Rule 102 prohibits issuers and selling security holders from engaging in manipulative 
activity that would influence the price of the security in a distribution. 
 

37.8.4 Registration Statement 
 
The registration statement is prepared and filed as follows: 
 

 Coincident with due diligence and approval of Vanderbilt 's role managing the 
underwriting, begin the process of drafting the registration statement. 

 Finalize registration statement and file Form S-1 with the SEC. 
 File registration statement with SROs. 
 File interim amendment to registration statement, if necessary, with SEC. 
 Registration statement becomes effective. 

 
37.8.5 Regulation M Notification Requirements 

 
Distribution participants are required to file Regulation M notifications with FINRA. The 
following are responsible for filing the required notification which may be assumed by another 
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firm if the obligation to file is in writing. 
 

 The firm acting as manager (or in a similar capacity); if no member firm acts as manager, 
each firm participating in the distribution is required to file 

 A firm that is an issuer or selling security holder 
 A firm that intends to impose a penalty bid or effect a syndicate covering transaction 

 
Vanderbilt must update any submitted notification as necessary (e.g., the manager would update 
for any distribution participants added after the restricted period commenced; if a deal was 
oversubscribed; the over-allotment was exercised; etc.). 
 
Firms with an obligation to file notification under FINRA and NASDAQ requirements are only 
required to file with FINRA. 
 

37.8.6 Summary Chart of Notification Required 
Notification 
Requirement 

Rule Form Deadline for Filing 

Determination of 
applicable restricted 
period, including 
contemplated 
commencement of 
restricted period 

5190(c)(1)(A) 
Regulation M 
Restricted Period 
Notification 

No later than the 
business day prior to 
the first complete 
trading session of the 
applicable restricted 
period 

Determination that no 
restricted period applies 
under the "actively 
traded" securities 
exception 

5190(d)(1) 
Regulation M 
Restricted Period 
Notification 

No later than the close 
of business the next 
business day following 
the pricing of the 
distribution 

Pricing of distribution 
(applicable to 
distributions subject to a 
restricted period and 
distributions of "actively 
traded" securities) 

5190(c)(1)(B) 
5190(d)(2) 

Regulation M 
Restricted Period 
Notification 

No later than the close 
of business the next 
business day following 
the pricing of the 
distribution 

Cancellation or 
postponement of 
distribution (applicable 
where prior notice of 
commencement of 

5190(c)(1)(C) 
Regulation M 
Restricted Period 
Notification 

No later than the 
business day prior to 
the first complete 
trading session of the 
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restricted period has 
been provided) 

applicable restricted 
period 

Intent to effect syndicate 
covering transaction 

5190(e)(1) 

Regulation M Notice 
of Intent to Impose 
a Penalty Bid and/or 
Effect a Syndicate 
Covering 
Transaction 

Prior to effecting 
transaction 

Confirmation of 
syndicate covering 
transaction 

5190(e)(2) 
Regulation M 
Trading Notification 

Within one business 
day of completion 

Intent to impose penalty 
bid 

5190(e)(1) 

Regulation M Notice 
of Intent to Impose 
a Penalty Bid and/or 
Effect a Syndicate 
Covering 
Transaction 

Prior to effecting bid 

Confirmation of penalty 
bid 

5190(e)(2) 
Regulation M 
Trading Notification 

Within one business 
day of bid 

 
37.8.7 NASDAQ IPO Process 

 
NASDAQ has an IPO process to price a new issue when it comes to market. The lead underwriter 
is responsible for calling NASDAQ to communicate the IPO offering price by 6:45 p.m. E.T. on the 
day of pricing (the night before trading will begin). The offering price will be used by NASDAQ as 
the first bid (represented by the lead underwriter's MPID) in the NASDAQ Market Center at the 
start of IPO trading. 
If the lead underwriter does not provide price information by the deadline, pricing will default to 
the IPO process. 
 

37.8.8 TRACE-Eligible Securities 
 
For IPOs of TRACE-eligible securities, FINRA Operations will be provided with new issue 
notification prior to the execution of the first transaction in the distribution or offering. For new 
issues that are priced and commence on the same business day between 9:30 a.m. E.T. and 4:00 
p.m. E.T., as much information as available prior to execution of the first transaction must be 
provided, and all other information must be provided within 15 minutes of the time of execution 
of the first transaction. 
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For deals where there is no managing underwriter, the underwriting group is responsible for filing 
the required information or, if there is no underwriter, the initial purchaser. "Underwriter" 
includes firms acting as agents for issuers of new TRACE-eligible securities. 
 

37.9 Blue Sky Considerations 

 
The syndicate supervisor is responsible for determining whether the issue qualifies for the NSMIA 
exemption from blue sky requirements and if it does not, making the necessary filings and 
registering the issue with individual states. 

37.10 Road Shows 

Responsibility 
Syndicate Supervisor 

 

Resources 

Proposals for road shows 

Proposed invitees 

 

Frequency 
As required 

 

Action 

Review road show presentation and approve or disapprove 

Provide preliminary prospectuses for invitees 

For video or internet road shows, ensure all requirements are 
completed 

 

Record 
Scripts, invitation lists, attendee lists, presentation materials used and 
any and all other related records. 

 

Vanderbilt may conduct road shows and invite broker-dealers and potential investors to review 
the proposed underwriting. Those invited may include institutional investors, securities firms, 
trading and sales personnel, research analysts, and qualified individual investors. 
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Video and Internet Road Shows 
 
Following are some of the requirements that apply when road shows are conducted via video or 
the internet: 
 

• The registration statement will be on file with the SEC. 
• The audience is limited to pre-selected or pre-qualified investors; for internet road 

shows, password access will be required. 
• The viewer will be provided a prospectus before or concurrently with the 

transmission. 
• Transmission is protected against downloading, copying, and printing. 
• Viewers are required to represent they will not copy or distribute the transmission to 

others. 
• The road show will be transmitted in its entirety, except for minor editing to eliminate 

dead time or to correct mistakes. Viewers may prematurely end the transmission at 
their option. 

• Audio-visual materials (such as slides) will be presented for approximately the same 
amount of time as in a traditional show. 

• The road show will not be transmitted to any one viewer more than a limited number 
of times or restricts the viewer's access to a limited time period. 

• The road show will display a Rule 134(b) legend stating that because the registration 
statement is not yet effective, the securities cannot yet be sold and offers to buy 
cannot yet be accepted. 

• Compliance should be consulted regarding specific electronic road show 
requirements. 

 

37.11  Pricing The Underwriting 

 
The deal will be priced considering a wide range of factors, which may include: 
 

 The company's real or expected growth 
 Company's operating history 
 Quality of company's management 
 Company's approach to research and development 
 Prospects for the industry in which the company operates 
 Market comparable, such as price-to-earnings ratio of a similarly-situated company that 

is publicly traded 
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 Growth prospects for the company's products and services and the expected impact on 
those 

 General conditions of the securities market at the time of the offering 
 

37.12 Aftermarket Activities 

 
37.12.1 Stabilizing Activities 

 
Vanderbilt may engage in stabilizing activities to prevent or retard the decline in the price of the 
security. Refer to the chapter OTC EQUITY TRADING AND MARKET MAKING, the section 
Distribution of Securities and the subsection Stabilizing Bids. Potential stabilizing activities will be 
disclosed in the prospectus. Only one stabilizing bid may be entered. Stabilizing transactions will 
be identified as such when entered. Stabilizing transactions will comply with price requirements 
in the market where entered. The syndicate supervisor will notify each syndicate or group 
member of the name and class of the security stabilized and the time when the first stabilizing 
purchase was effected and when stabilizing was terminated. 
 

37.12.2 Penalty Bid and Syndicate Covering Transactions 
 
A penalty bid (reclaiming the selling concession) may be imposed on a syndicate member when 
the securities originally sold by the syndicate member are purchased in a syndicate covering 
transaction. If penalty bids may be imposed, it will be disclosed in the IPO registration statement. 
The appropriate SRO(s) will be notified when a penalty bid is imposed. Vanderbilt, as managing 
underwriter, will maintain records of any penalties or disincentives assessed on its associated 
persons in connection with a penalty bid. 
 

37.12.3 Records of Stabilizing, Penalty Bid, and Syndicate   Covering Activities 
 
The syndicate supervisor is responsible for maintaining the following records in a separately 
retrievable format: 

 name and class of security stabilized or where syndicate covering transactions were 
effected or a penalty bid is imposed 

 price, date, and time at which each stabilizing purchase or syndicate covering transaction 
was effected by Vanderbilt or any participant in the syndicate or group and whether any 
penalties were assessed 

 names and addresses of members of the syndicate or group 
 commitments or, for a standby or contingent underwriting, the percentage participation 

of each syndicate or group member 
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 dates when any penalty bid was in effect 
 

37.12.4 Settlement of Syndicate Accounts 
 
Final settlement will be effected within 90 days following the syndicate settlement date. 
Syndicate members will be provided with, no later than the date of final settlement of the 
syndicate account, an itemized statement of syndicate expenses. 
FINRA Uniform Practice Dept. will be notified of any anticipated delay in closing a firm 
commitment offering beyond the closing date in the offering document or any subsequent delays 
in the closing date previously reported to FINRA. 
 

37.12.5 Designated Orders 
 
Vanderbilt will maintain records of designated orders including: 

 name of person making the designation 
 identity of brokers or dealers designated 
 identity and amount of securities for which each broker/dealer is designated 
 date of commencement and termination of the offering 

 

37.13   Syndicate Member Procedures 

Responsibility 
Syndicate Supervisor 

 

Resources 

Invitations to participate as a syndicate group member 
Prospectus 
Registration statement 
Other information provided by the managing underwriter 

 

Frequency 
As required for each underwriting 

 

Action 

Review agreement, related documents, and accept or decline 
Notify Compliance of proposed deal for consideration whether to add 
the security to Vanderbilt 's Restricted List and notify Compliance when 
price and trading restrictions are lifted 
Notify Research if necessary 
Allocate available securities 
Provide prospectuses to purchasers, if required 
Handle returned shares trading at a premium in the aftermarket by 
returning them to the Syndicate Manager to offset an existing 
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syndicate short position or, if none exists, allocate to unfilled customer 
requests or sell them in the market and donate profits 

 
Record Centralized file, by offering, including related documentation 

 

When invited to participate as a syndicate member, the syndicate supervisor will review the deal, 
accept or decline, and oversee the distribution of securities sold by Vanderbilt. 
 

37.13.1 Returned Shares of an Issue Trading at a Premium 
 
If new issue shares are returned by a purchaser when the shares trade at a premium in the 
aftermarket, the returned shares will offset the existing syndicate short position. If no short 
position exists, Vanderbilt will: 
 

Offer returned shares at the public offering price to unfilled customers' orders using a 
random allocation methodology, or Sell returned shares on the secondary market and 
donate profits from the sale to an unaffiliated charitable organization with the condition 
that the donation be treated as an anonymous donation to avoid any reputational 
benefit to Vanderbilt. 

 
37.13.2 Tombstone Ads 

 
Vanderbilt may publish tombstone announcements of participation as a syndicate member. 
Tombstone ads must be approved by Compliance prior to publication. 
 

37.13.3 Research 
 
If Vanderbilt issues research regarding the subject company, participation as a syndicate member 
requires compliance with SRO rules regarding research activities. The syndicate supervisor is 
responsible for notifying the Research Department of pending deals since issuance of research 
reports may be restricted. 
 

37.14 Selling Group Member Procedures 

Responsibility  Syndicate Supervisor 
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Resources 

 Prospectus 

 Registration statement 

 Other information provided by the managing underwriter 

 

Frequency  As required for each underwriting 

 

Action 

 Review agreement, related documents, and accept or decline 

 Notify Compliance of proposed deal for consideration whether 
to add the security to Vanderbilt's Restricted List and notify 
Compliance when price and trading restrictions are lifted 

 Notify Research if necessary 

 Allocate available securities 

 Return unsold allotment to managing underwriter 

 

Record 
 Centralized file containing, at minimum, prospectus, 

registration statement, evidence of supervisor consideration 
and review 

 
This section describes procedures when Vanderbilt participates in an underwriting as a selling 
group member. 
 

37.14.1 Returning Unsold Allotment 
 
As a selling group member, Vanderbilt has no financial commitment to sell underwritten shares 
and will return unsold allotments, unless the terms of the selling agreement dictate otherwise. 
Unsold shares will be returned to the managing underwriter within the timeframe specified by 
the selling group agreement. 
 

37.14.2 Tombstone Ads 
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Vanderbilt may publish tombstone announcements of participation as a selling group member. 
Tombstone ads must be approved by Compliance prior to publication. 
 

37.14.3 Research 
 
It is noted that as of the time of this manual, Vanderbilt does not engage in research and does 
not have a research department. If Vanderbilt issues research regarding the subject company, 
participation as a selling group member requires compliance with SRO rules regarding research 
activities. 
 

37.15 Special Purpose Acquisition Companies (SPACs) 

Responsibility 
 Designated Supervisor 

 

Resources 
 Information from sponsors/managers 

 

Frequency 
 As required when a SPAC will be offered 

 

Action 

 Review background of SPAC sponsor/managers 

 Review registration statement 

 Review/approve proposed marketing materials 

 Confirm disclosures are provided for potential investors 

 

Record 
 Centralized file containing related records, including evidence 

of supervisory review. 
 
As of the time of this draft of the procedures, Vanderbilt does not intend to participate in any 
offering of an SPAC. If it does, however, it will follow the procedures below: 

 
SPACs are shell companies that raise capital through IPOs for the purpose of merging 
with or acquiring an operating company. This section outlines the differences between 
SPACs and traditional equity IPOs. Under the oversight of and subject to training 
implemented by the Syndicate Supervisor, RRs are responsible for understanding the 
features of a SPAC before recommending purchase to a potential investor and 
communicating the differences to the investor. 
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 Traditional IPO SPAC 

Revenue or 
operating 
history of issuer 

Available and 
subject to 
underwriter 
due diligence 

No history 

Operates as 
blank check 
company 

n/a 
Yes - no specific business plan or purpose; may have 
indicated plans to engage in a merger or acquisition 
with unidentified companies 

Due diligence 

Underwriter 
conducts due 
diligence on 
issuer 

No due diligence on targeted acquisitions since they 
are not identified at time of offering 

Penny stock n/a 

May issue penny stock; if so, investor funds must be 
held in escrow and returned if an acquisition does 
not occur within 18 months of the initial registration 
statement. Most SPACs structure to be exempt from 
penny stock designation which means escrow does 
not apply. 

Price 
Offered at price 
per share 

Offered at unit price 

Dissolution n/a 

Typically, must complete an acquisition within 18 to 
24 months and use at least 80% of its net assets for 
any acquisition; if it does not, it must dissolve. Upon 
dissolution, investors receive a pro rata share of the 
assets in escrow which usually is all of principal 
invested but without a share of returns on the assets 
since those are used for operating expenses of the 
SPAC. 

Secondary 
market trading 

Listed or OTC 
market for 
shares 

SPACs sell as units which typically are comprised of 
common stock and a warrant which trade separately 
within weeks of the IPO. Common shares often trade 
at a discount to cash held in escrow; warrants are 
exercisable only upon successful completion of any 
acquisition and will expire worthless if the SPAC is 
liquidated. 

Targeted 
acquisitions 

n/a 
Subject to shareholder vote; investors receive proxy 
materials outlining the proposed acquisition which 
may or may not be approved. After a target is 
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announced, it may be weeks before audited 
financial statements regarding the target are 
available through the preliminary proxy filing. 
Acquisition terms and arrangements may change 
during the proxy filing and review period. SPACs 
typically require 60% shareholder approval of an 
acquisition; some require as high as 80% of 
shareholders. 

Completed 
acquisition 

n/a 

SPAC sponsors may have a conflict of interest to 
complete acquisitions. They do not receive a pro 
rata distribution if the acquisition is not completed 
and are typically prohibited from selling their shares 
in the secondary market prior to completion of an 
acquisition. SPAC managers have a strong incentive 
to buy a company since they will get 20% of the 
company at a nominal price. 

 
37.15.1 SPAC Suitability 

 
RRs must conduct a suitability analysis before offering a SPAC to an investor. This includes 
understanding the features and risks of the SPAC and communicating them to the investor. 
Potential investors should have no current need for the funds invested since SPACs are longer-
term investments that tie up funds without any immediate return. 
 

37.15.2 SPAC Risk Disclosures 
 
The following risks must be disclosed to potential investors. This may be accomplished by 
communicating this information directly or through written disclosures/preliminary 
prospectuses provided at the time of solicitation. 
 

 SPAC managers may be unqualified or incompetent with no history of operations or past 
performance of the SPAC. 

 No acquisition may occur and the SPAC will be liquidated. While investors have some 
protection since escrowed funds are returned on a prorated basis (with no guarantee of 
full principal return) and may be able to sell units on the secondary market, there is an 
opportunity cost of waiting for acquisitions to be completed. 
 

37.15.3 Secondary Market 
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Buying units in the secondary market involve other considerations. The common stock value may 
depend on whether or not an acquisition target has been announced and whether an announced 
target is an attractive investment. Release of more information about a target sometimes results 
in decline in the price of the common stock. 
 
Warrants are suitable only for sophisticated investors with speculative investment objectives 
who are willing to assume the risk the warrants may expire worthless. Buying warrants after a 
targeted acquisition is announced includes the risk of increased price at the time of the 
announcement and potential price decline during a period of delay and release of information 
about the target. 
 
FINRA research indicates SPAC share prices outpace the market on the day an acquisition target 
is announced and significantly lag the market after the acquisition is completed. 
 

37.16 Communications Around the Time of Registered Offerings 

 
Issuing communications (other than the prospectus) to investors around the time of an offering 
may constitute "gun-jumping." Certain types of communications are permitted or are exempt 
from gun-jumping restrictions under federal rules. This section summarizes key elements of 
communications about offerings. The rules are complex and technical; questions should be 
referred to Compliance. 
 

37.16.1 Categories of Issuers 
 
Permitted communications depend, at least in part, on the category of the issuer, summarized 
below (the rules should be consulted for details regarding eligibility and ineligibility). 
 
Well-known seasoned issuer: An issuer current and timely in its '34 Act reports for at least one 
year and has either $700 million of worldwide public common equity float, or has issued $1 billion 
of non-convertible securities (other than common equity) in registered offerings for cash in the 
preceding three years. 
 
Seasoned reporting issuer: An issuer eligible to register as a primary offering of securities on 
Form S-3 (among other requirements). To be Form S-3 eligible for a primary offering, a company 
must have an aggregate market value of $75 million or more of common equity held by non-
affiliates. 
 
Non-reporting and unseasoned issuers: An issuer that does not fall within the above categories 
(this category is subject to specific restrictions). 
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Ineligible issuers: Issuers that are ineligible as defined in Rule 405 and where communications 
outside the prospectus are not permitted. Rule 164 regarding free writing prospectuses also 
excludes investment companies registered under the Investment Company Act of 1940 and 
offerings involving an issuer registering a business combination transaction. 
 

37.16.2 Other Definitions 
 
Free writing prospectus: A written communication (including electronic communications) 
outside the statutory prospectus that after the filing of the registration statement, may be filed 
with the SEC, with certain conditions depending on the type of issuer. 
 
Written communications: All methods of communication other than oral communications are 
defined as "written." Written communications include any communication that is written, 
printed, a radio or television broadcast, or graphic communication. Graphic communication 
excludes communications that are carried live and in real-time to a live audience, regardless of 
the method of transmission. All electronic communications (other than telephone and other live, 
in real-time communications to a live audience) are "written." 
 
Electronic roadshows: Live electronic roadshows, even though transmitted to a live audience via 
an electronic medium, are not considered "written" material. Electronic road shows that are not 
live are considered free writing prospectuses. Electronic road shows for IPOs of common equity 
or convertible equity securities do not have to be filed with the SEC if a version of the bona fide 
electronic road show is made readily available to an unrestricted audience. No other road shows 
are subject to filing with the SEC. 
 

37.17 Permitted Offering Activity and Communications 

 
The following is an overview of permitted communications. 
 

 Well-known seasoned issuers may engage, at any time, in oral and written 
communications, including the use of a free writing prospectus. 

 All reporting issuers may, at any time, continue to publish regularly released factual 
business information and forward-looking information. 

 Non-reporting issuers may, at any time, continue to publish factual business information 
that is regularly released and intended for use by persons other than in their capacity as 
investors or potential investors. 
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 Communications by issuers, more than 30 days before filing a registration statement, are 
permitted, if they do not reference the securities offering that is the subject of a 
registration statement. 

 All issuers and offering participants may use a free writing prospectus after the filing of 
the registration statement, subject to conditions. The statutory prospectus has to 
accompany or precede the free writing prospectus for unseasoned or non-reporting 
issuers, if the issuer or an offering participant prepares or pays for the free writing 
prospectus. 

 Some routine communications are permitted, including an offering schedule or about 
account opening procedures. 

 Research reports may be issued under the safe harbors of Rules 137, 138, and 139. 
 Media interviews are permitted if they meet the conditions of Rule 433 and conditioned 

on whether the issuer or participant paid for the media communication. 
 

37.17.1 Free Writing Prospectus 
 
Any free writing prospectus distributed in a manner reasonably designed to lead to "broad 
unrestricted dissemination" [described in Securities Act Rule 433(d)(1)(ii)] is subject to NASD 
Rules 2210 (Communications with the Public) and 2211 (Institutional Sales Material and 
Correspondence). Free writing prospectuses are subject to the following: 
 

 Review and approval by a registered principal prior to distribution. 
 Filing with FINRA within 10 days of first use if the securities covered are investment 

companies or public direct participation programs (DPPs). 
 For FWPs provided to institutional investors [defined in Rule 2211(a)(3)], approval prior 

to distribution is not required. 
 
Unrestricted dissemination includes posting an FWP on an unrestricted website or releasing it to 
the media. Posting to a restricted website or an FWP sent directly to customers (regardless of the 
number of customers) does not constitute broad unrestricted dissemination. 
 

37.18 New Issue Allocations and Distributions 

 
The following sections outline policies and procedures that govern the sale of new issues of 
equity securities. A "new issue" refers to an initial public offering of an equity security [as defined 
in Section 3(a) (11) of the Exchange Act] made pursuant to a registration statement or offering 
circular. 
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37.19   Fixed Price Offerings 

 
Offerings must be sold at the stated public offering price to buyers, i.e., preferences cannot be 
granted to purchasers. A reduced price below the stated price is prohibited other than to those 
that are the Firm participating in a selling syndicate or selling group. This prohibition applies until 
the termination of the offering or until, after making a bona fide public offering of the securities, 
securities remain unsold. 
 
The Firm of a selling syndicate or selling group may sell securities in the offering to an affiliated 
person (subject to restrictions under Rule 5130) if the securities are not sold at a reduced price. 
The prohibition does not apply to research provided under a soft dollar arrangement under 
Section 28(e) of the '34 Exchange Act. 
 
A "reduced price" includes any direct or indirect offer or grant of a selling concession, discount, 
or other allowance, credit rebate, reduction of any fee (including any advisory or service fee), any 
sale products or services below reasonable commercially available rates for similar products and 
services (except research as described below) or any purchase of or arrangement to purchase 
securities from the person or account at more than their fair market price in exchange for 
securities in the offering. 
 
"Fair market price" refers to a price or range of prices at which a buyer and a seller, each 
unrelated to the other, would purchase the securities in the ordinary course of business in 
transactions that are of similar size and similar characteristics and are independent of any other 
transaction. 
 

37.19.1 Indications of Interest 
Indications of interest are accepted prior to the effective date of the underwriting. Indications of 
interest are not orders and do not become orders until the Syndicate Supervisor confirms that 
securities are available to satisfy indications; RRs are responsible for re-confirming the customer's 
purchase of the securities at the time the issue is effective and allocated to customers. There is 
no assurance of an adequate quantity of securities to meet indications of interest. 
 

37.20 Prospectuses and Confirmations to Purchasers 

Responsibility 
 Syndicate Supervisor. 

 
Resources  Indications of Interest. 
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 Record of purchasers. 

 

Frequency 
 As required. 

 

Action 

 Provide preliminary prospectuses to RRs when available 

 Notify Operations to include the required disclosure on 
confirmations sent to purchasing customers 

 If a final prospectus is required to be sent to investors, obtain 
prospectuses and forward to appropriate Operations 
personnel for sending. 

 

Record 
 Centralized file, by offering, containing related records 

including evidence of supervisory review 
 

37.20.1 Confirmations and Notices of Allocations of Shares 
 
Written confirmations and notices of allocations of shares offered and may be sent after the 
effectiveness of a registration statement (for an issue complying with Rule 172) without being 
accompanied or preceded by a final prospectus. Written communication from a broker-dealer to 
a customer, or from an underwriter to participating dealers in the selling group, may notify them 
of the basic terms of the transaction or their allocations of the securities. Notices of allocation 
may include the identity of the securities; CUSIP number; amount allocated; price; date or 
expected date of settlement; and incidental information. 
 
When final prospectuses are not required, purchasers will be provided, no later than two 
business days after the sale a notice that the sale was made pursuant to a registration statement 
or in a transaction in which a final prospectus would not have been required to have been 
delivered in the absence of Rule 172. 
 

37.20.2 Preliminary and Final Prospectuses 
 
Under the authority and oversight of the Syndicate Supervisor, preliminary prospectuses will be 
provided to RRs if available and must be provided to customers submitting an indication of 
interest in the new issue. To evidence compliance, a log recording the distribution including the 
date, recipient, and the prospectus number shall be retained in each office from which the 
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offering was made. Regularly the Syndicate Supervisor shall review these records to verify 
compliance. Any RR’s failure to follow this procedure shall be reported to the CCO. 
The issuer is not required to print and physically deliver a final prospectus to investors, if the 
issuer files the prospectus with the SEC within a prescribed period of time and complies with 
certain other conditions. For issuers that are required to provide prospectuses, copies will be 
obtained and forwarded to purchasers by the managing underwriter, with confirmation to 
Vanderbilt. 
 

37.20.3 Purchases During the Post-Effective Period 
 
There is no obligation to provide a prospectus to purchasers in the post-effective period if the 
issuer is a reporting company under Section 13 or 15(d) of the '34 Act; is a shelf offering (other 
than the first bona fide offering); or if the registration statement is on Form F-6. This exemption 
does not apply to blank check companies. 
For issues not included above, customers who purchase in the post-effective period and where 
the issue satisfies the requirements of Rule 172, will be provided with the required notice (see 
Confirmations and Notices of Allocations of Shares, above) within two business days of the sale. 
This requirement applies for a period of 25 calendar days after the offering date. 
 
For issues that do not qualify under Rule 172, purchasers during the period of 25 calendar days 
after the offering date will be sent a copy of the final prospectus. 
 

37.20.4 Term Sheets 
 
Term sheets may be provided to prospective purchasers and will meet the requirements of a 
plain English summary that includes most material terms of the proposed offering. Bullet points 
will cross-reference detailed information in the prospectus or other offering document. 
 
Term sheets may also be provided to new issue purchasers who have received a preliminary 
prospectus. The term sheet is included with the customer's confirmation and supplements the 
preliminary prospectus to disclose final terms such as price and effective date. 
 

37.20.5 Electronic Delivery of Prospectuses 
 
Where Vanderbilt determines to provide prospectuses through electronic media, the following 
guidelines apply: 
 

 The prospectus itself may be sent to the investor by disk, tape, email, or similar method. 
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 If a prospectus is posted on Vanderbilt's web site, separate written notice by email or 
regular mail will be forwarded to the investor. 

 Customers must agree to accept electronic delivery and consent retained in the 
customer's records. 

 Delivery must be evidenced (confirmation document has been downloaded, record of 
hyper link access; etc.) 

 Current updated versions of the preliminary prospectus may be posted on Vanderbilt's 
website available to all potential investors. Notice of updates is sent to investors expected 
to purchase the offered securities. 

 Final prospectuses will be posted to the website and written notice mailed to purchasers 
notifying them how they may access the prospectus. 

 When a prospectus is amended, (1) a postcard or email will be sent to investors notifying 
them of the availability of the amended prospectus or (2) a paper copy of the amendment 
will be sent to investors. 

 

37.21 Restrictions on Purchase and Sale of IPOs of Equity Securities 

Responsibility  Syndicate Supervisor. 

 

Resources  Indications of interest for IPOs. 

 

Frequency  As required, when equity IPOs are offered. 

 

Action 

 Review indications to determine no purchasers are restricted 
persons. 

 If potential purchasers are restricted, notify RR and offer the 
shares to a qualified purchaser. 

 

Record 
 Central file containing all indications for a particular IPO, in 

addition to retention of the indication in the client file if 
applicable. 

 
When selling IPOs, the distribution of shares must be a bona fide public offering and fair 
distribution to the public. This means sales will not be made to benefit insiders in the securities 



Vanderbilt Securities, LLC WSPs  Page 252

industry or to other closely-related parties that might unfairly benefit at the expense of public 
customers. This section describes key elements of FINRA rule that limits the types of investors 
that may purchase equity IPOs. 
 
The Rule applies to IPOs of equity securities excluding new issues in the following types of equity 
securities: 
 

 Restricted securities 
 Exempt securities 
 Commodity pools 
 Rights offerings, exchange offers, or offerings involving a merger or acquisition 
 Investment grade asset-backed securities 
 Convertible securities 
 Preferred securities 
 Investment company securities 
 Securities that have a pre-existing market outside the United States (ADRs or share form) 
 Business development companies 
 Direct participation programs (DPPs) 
 Real estate investment trusts (REITs) 
 Foreign investment companies (with certain limitations) 

 
The Rule should be consulted for specific details. Questions regarding restrictions should be 
directed to the Syndicate Supervisor or to Compliance. 
 

37.21.1 Restricted Persons 
 
Equity IPOs may not be purchased by "restricted persons" as defined in FINRA Rule 5130 including 
accounts where the restricted person has a beneficial interest. Restricted persons include: 

 Broker-dealers 
 Broker-dealer personnel (includes officer, director, general partner, associated person, or 

employee) 
 Immediate family members of the above ("immediate family" is defined under 

"Definitions" at the end of this section) 
 Employees and immediate family members of employees of an affiliate of Vanderbilt 

selling the IPO 
 Finders and fiduciaries to the managing underwriter for the particular IPO or immediate 

family member of a finder or fiduciary 
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 Portfolio managers (any person who has authority to buy or sell securities for a bank, 
savings and loan institution, insurance company, investment company, investment 
advisor, or collective investment account) and their immediate family members 

 Persons who have ownership in a broker-dealer including: 
o Direct owners (any person listed, or required to be listed, on Schedule A of Form 

BD) unless ownership is less than 10% 
o Indirect owners (any person listed or required to be listed on Schedule B of Form 

BD) unless ownership is less than 10% 
o Persons listed or required to be listed on Schedule C of Form BD 
o Persons that directly or indirectly own 10% or more of a public reporting company 

listed or required to be listed in Schedule A or persons that directly or indirectly 
own 25% or more of a public reporting company listed in Schedule B of Form BD 
(other than reporting companies listed on an Exchange, the NASDAQ National 
Market, or that is a limited business broker-dealer) 

o Immediate family members of the above, with some exclusions in the Rule 
 
Excluded from the definition of "restricted person" is an employee or immediate family member 
of an employee of a "limited business broker-dealer" which is defined as any broker-dealer whose 
business is limited solely to the purchase and sale of investment company/variable contract 
securities and direct participation program securities. 
 

37.21.2 General Prohibitions 
 
The following summarizes the general prohibitions that apply to the sale of equity IPOs. 

1. Restricted persons are not allowed to purchase IPOs, unless there is an available 
exemption. 

2. A broker-dealer or associated person (AP) may not purchase an equity IPO in an account 
where Vanderbilt or AP has a beneficial interest. 

3. A broker-dealer may not continue to hold new issues acquired as underwriter or selling 
group member except when the issue is under-subscribed (described in a later section). 
 

37.22 Certification of Non-Restricted Status Required from All    Purchasers 

Responsibility 

 Syndicate Supervisor 

 Compliance - annual negative consent 
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Resources 

 Indications of interest 

 IPO certifications 

 

Frequency 

 As required, when equity IPOs are offered 

 Annual - negative consent letter 

 

Action 

 Determine whether proposed purchaser has submitted the IPO 
certification 

 If not, contact RR or otherwise obtain the required certification 

 For accounts lacking certification, exclude from IPO purchasers 

 Compliance - arrange for annual negative consent and change 
the customer's eligibility to purchase IPOs if the customer's 
non-restricted status has changed 

 

Record  Centralized file including annual negative consent as applicable 

 
An IPO may not be sold to an account unless, during the prior 12 months, Vanderbilt has received 
certification that the account is eligible to purchase new issues. This includes certification from 
conduit accounts (discussed below). Neither Vanderbilt nor an RR cannot rely on a certification 
that it has reason to believe is not accurate. 
 

37.22.1 Initial and Annual Certification 
 
Prior to the first purchase of an equity IPO, the prospective purchaser must sign and submit the 
IPO Certification form that certifies that the underlying beneficial owners are not restricted 
persons. The account will be considered non-restricted based on the customer's certification. 
After receiving the IPO Certification, Vanderbilt will annually send a negative consent letter 
asking the customer to notify Vanderbilt if the initial certification is no longer accurate. 
 

37.22.2 Conduit Accounts 
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Certification must be obtained when a potential IPO purchaser is a "conduit" account, which 
includes, for example, an investment partnership or corporation, a foreign investment company, 
an investment adviser, and an account for which a bank or trust company is acting as a conduit. 
The conduit is required to certify that the beneficial owner or ultimate purchaser is not a 
restricted person. 
 

37.22.3 Third-Party Vendor Certifications 
 
Vanderbilt may use a third party that obtains certification that potential purchasers are eligible 
to buy IPOs. Under this approach, the Syndicate Supervisor is responsible for confirming that the 
third party has procedures in place that comply with FINRA Rule 5130 and for signing an 
agreement with the vendor. When a third party is used, Vanderbilt's records will include 
verification of IPO purchasers' eligibility against the third party's records and at least annual 
review that the third party's procedures comply with FINRA requirements. Record of third party 
certifications is retained in the deal file. 
 

37.22.4 Exemptions 
 
Equity IPOs may be sold to the following types of accounts and are not subject to restricted 
person prohibitions or requirements. 
 

 Registered investment companies. 
 Common trust funds with investments from 1000 or more accounts and that do not limit 

interests in the fund principally to trust accounts of restricted persons. 
 Insurance company general, separate, or investment accounts provided that: 

o the account is funded by premiums from 1000 or more policyholders, or, if a 
general account, the insurance company has 1000 or more policyholders; and, 

o the insurance company does not limit the policyholders whose premiums are used 
to fund the account principally to restricted persons, or if, a general account, the 
insurance company does not limit its policyholders to restricted persons. 

 De minimis exemption for purchase by an account if the beneficial interests of restricted 
persons do not exceed the aggregate 10% of the account. 

 Publicly traded entities listed on a national securities exchange or traded on the NASDAQ 
Global Market (NGM) or are foreign issuers that meet the quantitative designation criteria 
for listing on a National securities exchange or NGM. This exemption does not include 
sales to publicly-traded broker-dealers or a publicly-traded affiliate of a broker-dealer. 

 Foreign investment companies organized under the laws of a foreign jurisdiction that are 
listed on a foreign exchange or authorized for sale to the public by a foreign regulatory 
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authority provided that no person owning 5% or more of the investment company is a 
restricted person. 

 ERISA benefit plans qualified under Section 401(a) of the Internal Revenue Code (IRC) 
provided the plan is not sponsored solely by a BD. 

 State or municipal government plans subject to state and/or municipal regulation. 
 Tax-exempt charity organized under Section 501(c)(3) of the IRC. 
 Church plans described in Section 414(e) of the IRC. 

 
37.22.5 Issuer-Directed Securities 

 
Issuers often direct the un 
derwriter to offer shares to certain persons. Issuer-directed securities may not be sold to: 

 a broker-dealer. 
 an account in which any restricted person (broker-dealer personnel/immediate family 

and finders/fiduciaries as defined by the rule) has a beneficial interest. This applies unless 
such a person or an immediate family member is an employee or director of the issuer, 
the issuer's parent, or a subsidiary of the issuer or the issuer's parent. A parent/subsidiary 
relationship exists if the parent has the right to vote 50% or more of a class of voting 
security of the subsidiary, or has the power to sell or direct 50% or more of a class of 
voting security of the subsidiary. 
 

The following are exempt from the restrictions on sales of IPOs. 
 

1. Shares are specifically directed by the issuer and are part of an offering in which no 
broker-dealer: 

o underwrites any portion of the offering; 
o solicits or sells any new issue securities in the offering; and 
o has any involvement or influence, directly or indirectly in the issuer's allocation 

decisions with respect to any of the new issue securities in the offering. 
 

2. Offering shares are part of a program sponsored by the issuer, or an affiliate of the issuer, 
that meets four conditions: 
 

o the opportunity to purchase a new issue under the program is offered to at least 
10,000 participants; 

o every participant is offered an opportunity to purchase an equivalent number of 
shares or will receive a specified number of shares under a predetermined formula 
applied uniformly across all participants; 
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o if not all participants receive shares under the program, the selection of the 
eligible participants is based on a random or other non-discretionary allocation 
method; and 

o the class of participants does not contain a disproportionate number of restricted 
persons. 
 

3. The issuer-directed exemption also applies to new issues directed to eligible purchasers 
as part of a conversion offering conducted in accordance with the standards of the 
governmental agency or instrumentality having authority to regulate the conversion 
offering. 

 
37.22.6 Anti-Dilution 

 
A restricted person that is an existing equity owner of an issuer may purchase shares in the IPO 
in order to maintain its equity ownership position. To qualify for this exemption, the restricted 
person must meet the following criteria: 
 

 the account held shares for a period of at least 1 year prior to the offering; 
 the sale of the new issue does not increase the account's percentage equity ownership in 

the issuer above the ownership level as of 3 months prior to the filing of the registration 
statement for the offering; 

 the sale of the new issue to the account does not include any special terms; and, 
 the new issue is held for at least 3 months following the effective date of the offering. 

 
37.22.7 Stand-By Purchasers 

 
Prohibitions on sales of IPOs do not apply if made pursuant to a stand-by agreement that meets 
four conditions: 
 

• the stand-by agreement is disclosed in the prospectus; 
• the stand-by agreement is subject to a formal written agreement; 
• the managing underwriter represents in writing that it is unable to find any other 

purchasers for the securities; and, 
• securities sold under a stand-by agreement are subject to a 3-month lock-up period. 

 
37.22.8 Firm Account 

 
Vanderbilt is not permitted to retain shares in an initial IPO that is oversubscribed. If a customer 
cancels his or her indication of interest, the shares will be reallocated to fill another customer's 
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interest. If, in the unusual circumstance another buyer cannot be found, Compliance must be 
contacted regarding proper placement of the securities, which, if retained in a firm account, will 
be held for a minimum of 60 days. 
If Vanderbilt is unable to sell all shares for which it has committed and the issue is under-
subscribed, Vanderbilt may place those shares in a firm account. 
 

37.22.9 Definitions Applying to New Issue Allocations and Distributions 
 
The following are selected Rule definitions; the Rule should be consulted for other definitions. 
 
Beneficial interest: Any economic interest such as the right to share in gains and losses. This 
excludes receipt of a management or performance-based fee for operating a collective 
investment account, or other fees for acting in a fiduciary capacity. 
 
Collective investment account: Any hedge fund, investment partnership, investment 
corporation, or any other collective investment vehicle engaged primarily in the purchase or sale 
of securities. This does not include a family investment vehicle or investment club. 
 
Flipped: The initial sale of new issue shares purchased in an offering within 30 days following the 
offering date of the offering. 
 
Immediate family member: Parents, in-laws, spouse, siblings, and children. The definition also 
includes anyone else to whom the person provides material support. 
 
Investment banking services: Include, without limitation, acting as an underwriter, participating 
in a selling group in an offering for the issuer or otherwise acting in furtherance of a public 
offering of the issuer; acting as a financial adviser in a merger, acquisition or other corporate 
reorganization; providing venture capital, equity lines of credit, private investment, public equity 
transactions (PIPES) or similar investments or otherwise acting in furtherance of a private offering 
of the issuer; or serving as placement agent for the issuer. 
 
Material support: Directly or indirectly providing more than 25% of a person's income in the prior 
calendar year. Members of the immediate family living in the same household are deemed to be 
providing each other with "material support." 
 
New issue: Any initial public offering of an equity security as defined in Section 3(a) (11) of the 
Exchange Act made through a registration statement or offering circular. FINRA Rule 5130(i)(9) 
excludes a number of offerings from this definition (refer to the rule for details) including sales 
under Rule 144, 144A, 505, or 506; offerings of exempt securities; commodity pools; rights 
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offerings; exchange offers; investment-grade asset-backed securities; convertible securities; 
preferred securities; investment companies; ADRs; and DPPs. This list does not include all exempt 
securities listed in the FINRA rule. 
 
Penalty bid: An arrangement that permits the managing underwriter to reclaim a selling 
concession from a syndicate member in connection with an offering when the securities originally 
sold by the syndicate member are purchased in syndicate covering transactions. 
 
Restricted person: Defined at the beginning of this section. 
 

37.22.10 Disclosure of Interest in Distribution 
 
At or before completion of a transaction in a primary or secondary distribution with managed 
accounts or other accounts where a fee is charged, the customer will be provided with written 
notice of the existence of Vanderbilt's participation in the distribution. 
 

37.22.11 State Blue Sky Requirements 
 
The Syndicate Supervisor is responsible for reviewing purchasers, prior to confirming 
transactions, to ensure the issue is sold only to purchasers in states where the issue is blue skied 
or is eligible for sale under an exemption. 
 

37.22.12 Cancellation Policy 
 
Indications of interest are not orders until the customer is contacted and confirms that securities 
allocated to the customer are accepted. At that point, a confirmation and final prospectus will be 
provided and the customer will be expected to pay for the transaction. 
If the customer then cancels the purchase, Compliance should be contacted to resolve the 
matter, which may include: 
 

 Consideration of whether the customer received a preliminary prospectus prior to 
confirming the purchase. 

 Determination whether the customer should be held responsible for the purchase or the 
purchase cancelled. 

 If cancelled and all other securities were sold in the underwriting, offer the new issue to 
another customer whose interest was not filled. 

 If no other customer is available to purchase the securities, cancel the purchase to 
Vanderbilt's account. The RR who sold the shares may be held responsible for any loss 
incurred due to the cancellation. 
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37.22.13 Designated Orders 

 
When the Firm has been designated by a customer, the following information will be retained for 
24 months: 
 

 name of customer making designation 
 identity and amount of securities designated 
 identity of manager or managers of the offering 
 date of commencement of the offering 

 
37.22.14 Flipping 

 
Customers may be limited or prohibited from purchasing future new issues at the Syndicate 
Supervisor's discretion because the customer engages in short-term trading of new issues (selling 
the new issue immediately or shortly after it becomes effective). 
 
Flipping refers to the practice of selling new issues into the secondary market at a profit within 
30 days following the offering date. Vanderbilt and its employees are prohibited from directly or 
indirectly recouping, or attempting to recoup, any portion of a commission or credit paid or 
awarded to an associated person for selling shares of a new issue that are subsequently flipped 
by the customer, unless the managing underwriter has assessed a penalty bid on the entire 
syndicate. Under a penalty bid, Vanderbilt itself is required to forfeit its compensation to the 
managing underwriter(s). 
 

37.22.15 Quid Pro Quo Allocations 
 
Vanderbilt (and its employees) are prohibited from offering or threatening to withhold shares it 
allocates of a new issue as consideration or inducement for the receipt of compensation that is 
excessive in relation to the services provided by Vanderbilt. The rule prohibits a firm from using 
an allocation of a new issue as a means of obtaining a "kick back" from the recipient in the form 
of excessive compensation for services offered by Vanderbilt. The prohibition applies not only to 
trading services but also to any service offered by Vanderbilt. The rule does not prohibit providing 
services where the customer does not pay excessive compensation. 
 

37.22.16 Spinning 
 
FINRA rule prohibits firms from allocating shares to obtain the investment banking business of a 
customer. Vanderbilt and its employees are prohibited from allocating shares of a new issue to 
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any account where an executive officer or director of a public company or a covered non-public 
company, or a person materially supported by such executive officer or director, has a beneficial 
interest: 
 

 If the company is currently an investment banking services customer of Vanderbilt or 
Vanderbilt has received compensation from the company for investment banking services 
in the past 12 months; 

 If the person responsible for making the allocation decision knows or has reason to know 
that Vanderbilt intends to provide, or expects to be retained by the company for, 
investment banking services within the next 3 months; or 

 On the express or implied condition that such executive officer or director, on behalf of 
the company, will retain Vanderbilt for the performance of future investment banking 
services. 

 
These prohibitions do not apply to allocations to any account exempt under FINRA Rule 5130(c) 
listed in the section Restrictions on Purchase and Sale of IPOs of Equity Securities – Exemptions 
in this chapter with the exception of the de minimis exemption if beneficial interest does not 
exceed 10%. The spinning exception applies to persons materially supported by them in 
aggregate do not exceed 25% of such account. 
 
The New Issue Certification includes inquiry whether the potential purchaser is an executive 
officer or director or person materially supported by them. 
 

37.23 Trading Restrictions While Participating in a Distribution 

Responsibility 

 Compliance - Restricted List, review of transactions for 
compliance 

 Designated supervisor - Review for prohibited short sales 

 

Resources 

 Notification from the Syndicate Supervisor regarding pending 
deals 

 Customer transaction reports 

 

Frequency 
 As required 

 
Action  Compliance: 
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o Add to and remove from the Restricted List securities 
subject to Regulation M trading restrictions 

o Review transactions for compliance 

o Where exceptions are identified, contact the RR/RR's 
supervisor regarding the transaction 

o Determine whether the transaction must be cancelled 

 Designated supervisor: 

o Review transactions for five business days beginning 
with the date of the offering and ending with pricing; or 
for the period beginning with the initial filing of the 
registration statement or notification on Form 1-A and 
ending with pricing (whichever period is shorter) to 
identify violating short sales 

o If violating short sales are identified, contact the RR and 
the RR's supervisor and cancel the transactions or take 
other corrective action in consultation with Compliance 

 

Record 
 Evidence of supervisory review for relevant time frame in a 

location deemed appropriate by the CCO. 
 
Trading restrictions apply to securities that are the subject of a distribution and also apply to a 
"reference security," a security into which the distributed security may be converted, exchanged, 
or exercised or where the terms of the distributed security may determine the value of the 
reference security. Bids for and purchases of outstanding nonconvertible debt securities are not 
restricted unless the security being purchased is identical in all terms to the security being 
distributed. Investment grade nonconvertible debt securities, nonconvertible preferred 
securities, and asset-backed securities are excluded from restrictions. 
 

37.23.1 Distribution Participant Restrictions 
 
Orders may not be solicited in the outstanding securities of an issue the subject of an 
underwriting (and reference securities) under certain conditions of Regulation M: 
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 No restriction for securities with average daily trading volume (ADTV, as defined in Rule 
101) of $1 million or more and a public float of at least $150 million 

 One business day restriction for securities with ADTV of at least $100,000 but less than 
$1 million and a public float of at least $25 million 

 Five business days for all other securities 
 
The Syndicate Supervisor will notify the CCO when an issue is subject to these restrictions. The 
CCO will update Vanderbilt's Restricted List and will monitor daily transactions to inquire whether 
transactions are solicited or unsolicited, if not included on the order record. If transactions are 
solicited, Compliance will determine what corrective action is necessary. 
 
The restriction remains in effect until price and trading restrictions are lifted. 
 

37.23.2 Issuer and Selling Security Holder Restrictions 
 
Issuers, selling security holders, and their affiliated purchasers are restricted from engaging in 
bidding for, purchasing, or attempting to induce someone else to bid or purchase for a distributed 
security. 
 

37.23.3 Short Sales 
 
A person may not purchase a security from an underwriter or broker or dealer participating in a 
public offering if the person sold the security short during the "Rule 105 restricted period." The 
Rule 105 restricted period is the shorter of: 
 

 the period beginning five business days before the pricing of the offered securities and 
ending with such pricing; or 

 the period beginning with the initial filing of the registration statement or notification on 
Form 1-A or Form 1-E and ending with the pricing. 
 

Exceptions to the short sale limitation include the following: 
 

• Bona fide purchases: Restricted period short sellers may purchase offered securities if 
they make a bona fide purchase of the same security prior to pricing. A bona fide purchase 
must be: 

• at least equal in quantity to the entire amount of the Rule 105 restricted period short 
sale(s); 

 effected during regular trading hours; 
 reported pursuant to an effective transaction reporting plan; and 
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 made after the last Rule 105 restricted period short sale and no later than the business 
day prior to the day of pricing 
 

In addition, the person may not have affected a short sale that is a reported transaction within 
30 minutes before the close of regular trading hours on the business day prior to the day of 
pricing. 
 
2. Separate accounts: A purchase of the offered security may be made in an account that sold 
short during the Rule 105 restricted period in a separate account if decisions regarding 
transactions for the account are made separately and without coordination of trading or 
cooperation among or between accounts. 
 
3. Investment companies: An individual fund within a fund complex, or a series of a fund, will 
not be prohibited from purchasing the offered security if another fund within the same complex 
or a different series of fund sold short during the Rule 105 restricted period. 
There are conditions that apply to these exceptions; Compliance should be consulted for further 
guidance regarding covering short sales in securities subject to a public offering. 
 

37.24 Prohibited Conduct 

Responsibility 
 Designated Supervisor 

 

Resources 
 Order records regarding IPO purchase and aftermarket 

transactions 
 

Frequency 
 As required, when issues are over-subscribed 

 

Action 

 Review purchases of IPOs vs. aftermarket purchases and sales 
to identify patterns which may indicate prior inducements 

 Contact supervisors and RRs regarding questionable 
transactions 

 If violations are determined, take corrective action in 
consultation with Compliance regarding disciplinary action 
against the RR 

 

Record 
 Record of reviews as appropriate and separate record of any 

related disciplinary action, including escalation to compliance, 
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remedial/punitive steps as applicable, among other related 
documents. 

 
Underwriters often engage in "bookbuilding" which involves seeking information from potential 
investors regarding their interest in the prospective issue including number of shares and price. 
Bookbuilding helps the pricing and success of the new issue. 
 
There are related practices that are prohibited because they constitute attempts to induce 
aftermarket bids and purchases, which negatively affect the integrity of the distribution 
process. The following practices are prohibited, per the SEC: 
 

1. Agreements to purchase shares in the aftermarket in exchange for an IPO allocation, prior 
to completion of the distribution. This includes agreements to purchase shares in another 
less desirable stock to obtain an IPO allocation. 

2. Communicating to customers that expressing an interest in or buying shares in the 
immediate aftermarket would help them obtain allocations of over-subscribed ("hot") 
IPOs. 

3. Soliciting customers before the completion of the distribution about whether and at what 
price and in what quantity the customer intends to place immediate aftermarket orders 
for IPO stock where the clear expectation and understanding is that the customer will 
submit aftermarket orders at the prices and quantities discussed if the customer receives 
an allocation of shares. 

4. Proposing aftermarket prices to customers or encouraging customers who express 
aftermarket interest to increase the prices at which they are willing to place orders in the 
immediate aftermarket. 

5. Soliciting interest from customers in purchasing aftermarket shares in some proportion 
to the customer's IPO allocation. 

6. Soliciting aftermarket orders from customers before all IPO shares are distributed or 
rewarding customers for aftermarket orders by allocating additional IPO shares to such 
customers. 

7. Communicating to customers in connection with one offering that expressing an interest 
or buying in the aftermarket would help them obtain IPO allocations of other over-
subscribed IPOs. 
 

37.25   Market Making Activities 

 
When Vanderbilt is a market maker in an issue in which Vanderbilt is participating in the 
underwriting, one of the two following procedures will be followed: 
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- Vanderbilt will withdraw as a market maker during the restricted period, or, 
- Vanderbilt will engage in passive market making as defined in Rule 103 of Regulation M. 
- Passive market making procedures are discussed in the chapter OTC EQUITY TRADING 

AND MARKET MAKING. 
- The designated supervisor of equity trading is responsible for determining whether 

Vanderbilt will act as a passive market maker and ensuring the required procedures are 
followed. 

-  

37.26 At-The-Market (ATM) Offerings 

 
An "at-the-market" offering is a form of shelf registration that allows a company to sell newly-
issued shares into the market at prevailing market prices from time to time over a period 
extending to 36 months rather than through a traditional underwriting offering a number of 
shares at a price in one event. 
 
The following summarizes key requirements and characteristics of ATM offerings. 
 

 The company files a shelf registration statement on Form S-3 or Form S-3ASR for issuers 
that qualify as well-known seasoned issuers (WKSI). 

 The basic prospectus states that sales of stock may be made from time to time at 
prevailing market prices by the issuer or through a designated agent. 

 The issuer enters into a sales agreement with a broker-dealer that acts as placement 
agent. 

 The issuer may establish terms of sales orders such as minimum required pricing, volume 
limitations, etc. and the terms may be altered at any time. Orders may be executed over 
an ECN or sold in block trades, private sales, and otherwise. 

 Programs may last up to 36 months. 
 The issuer will typically disclose aggregate sales and commission amounts on a quarterly 

basis in a prospectus supplement to update the base prospectus. 
 The terms of an ATM offering generally do not restrict an issuer's ability to issue equity 

securities in traditional underwritten public offerings or PIPE sales. 
 Lock-up provisions in a typical underwritten offering will also restrict sales under an ATM 

offering program, unless otherwise agreed. 
 

37.26.1 Placement Agent Responsibilities 
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Vanderbilt will follow procedures outlined in the section Managing Underwriter in this chapter 
including executing a letter of intent; conducting due diligence; and submitting the deal to the 
Investment Committee for review. Upon acceptance of the deal, Vanderbilt will execute a sales 
agreement with the issuer. 
 

37.26.2 Restrictions on Purchasers of New Issues 
 
The restrictions on purchasers of new issues apply to at-the-market offerings. This restricts 
employees of broker-dealers and others from buying new issue shares. Refer to the section 
Restrictions on Purchase and Sale of IPOs of Equity Securities in this chapter for further details. 
 

37.26.3 Settlement 
 
Vanderbilt will submit a trade blotter to the issuer on an agreed-upon basis (which may be daily). 
The blotter includes all trades made during the preceding period and specifies gross proceeds. 
Vanderbilt will remit proceeds, net of the agreed-upon sales commission, to the issuer on or prior 
to settlement against electronic delivery of the requisite number of shares. 

37.26.3.1 Program Maintenance 

 
The program may last as long as 36 months. As long as it is effective, Vanderbilt will require 
periodic updates (or "bring downs") of its business and legal due diligence including legal 
opinions, negative assurance letters, and comfort letters. The frequency of bring-downs will be 
determined by the designated supervisor and will generally be quarterly, but no less frequent 
than annually. Material events (a change to the issuer's status including acquisitions or mergers; 
significant changes in business strategy or financial condition; etc.) will trigger an immediate 
bring-down to re-evaluate the program. 

37.26.3.2 Stabilizing Activities 

 
Stabilizing is prohibited in an at-the-market offering. Vanderbilt’s Syndicate Supervisor will 
conduct periodic reviews for evidence of stabilizing activity. 
 

37.26.4 Structured Finance Product Rating Requests 

Responsibility  Designated Supervisor 
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Resources  Requests for rating of a structured finance product 

 

Frequency  As required 

 

Action 

 Request rating from an NRSRO 

 Establish a password-protected web site (accessible to other 
NRSROs) that includes the information provided to the NRSRO 
from which a rating is requested 

 

Record  Centralized “NRSRO” file 

 
The Rules for Nationally Recognized Statistical Rating Organizations (NRSROs) impose 
requirements on broker-dealers (and other entities under the Rule) that seek to obtain a rating 
for a "structured finance product." Structured finance product refers broadly to any security or 
money market instrument issued by an asset pool or as part of any asset-backed or mortgage-
backed securities transaction. This includes (but is not limited to) asset-backed securities such as 
residential mortgage-backed securities and other types of structured debt instruments such as 
collateralized debt obligations (CDOs), including synthetic and hybrid CDOs, or collateralized loan 
obligations (CLOs). 
 
When a rating is requested for a structured finance product, Vanderbilt will establish and 
maintain a password-protected web site containing the information provided to the NRSRO 
rating the product. 
 
37.26.5 Intrastate Offerings 

Responsibility 
 Syndicate Supervisor 

 

Resources 
 Information obtained regarding issuer from the issuer or other 

sources 
 

Frequency 
 As required 

 

Action 
 Evaluate issuer information and determine Vanderbilt's 

participation 
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 Review information about potential purchasers to determine 
qualification to purchase and note acceptance or rejection of 
each purchaser 

 
Record  Retain evidence of review in connection with offering DD 

 

37.26.5.1 Introduction 

 
Section 3(a) (11) of the Securities Act of 1933 provides an exemption from the registration 
requirements of the Act for any underwritten security that is offered or sold only to potential 
purchasers residing or doing business within, or, if a corporation, incorporated by and doing 
business within a single state or territory. SEC Rule 147 also includes specific requirements 
regarding the issuer to qualify as an intrastate offering including the following (the rule should 
be consulted for details regarding the requirements): 
 

 Must be incorporated within the state 
 Must maintain its principal executive offices within the State 
 Derive 80% of its revenues from within the State 
 Maintain 80% of its assets within the State 
 80% of the offering proceeds must be used within the State 
 Securities issued in the offering must only be sold to purchasers domiciled within the 

State and who do not intend to sell the securities to non-residents for at least 9 months 

37.26.5.2 Qualifying the Issuer 

 
The Syndicate Supervisor is responsible for ensuring the issuer is qualified under the 
requirements of Rule 147 if the Rule is to be applied as a safe harbor in the offering. The 
supervisor will include documentation in the underwriting file that the requirements of Rule 147 
have been satisfied. 

37.26.5.3 Purchasers 

 
The Syndicate Supervisor is responsible for establishing procedures to review potential 
purchasers to ensure they meet the requirements of Rule 147. A record of the purchasers and 
their qualifications under the rule requirements will be included in a file for the offering as well 
as any written notification to purchasers or affirmations from purchasers that they will not sell 
the securities to non-residents for 9 months after the offering. 
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37.26.5.4 FINRA Rule Obligations 

 
Intra-state offerings are subject to the filing requirements of FINRA Rule 5110 (Corporate 
Financing Rule - Underwriting Terms and Arrangements); the obligations of FINRA Rule 5121 
(Public Offerings of Securities with Conflicts of Interest) and FINRA Rule 5130 (Restrictions on 
Purchases and Sales of IPO Equity Securities). 
 

37.26.6 Regulation S Underwritings 
 
Regulation S provides safe harbor from registration requirements in the U.S. for offers and sales 
of securities outside the U.S. The Regulation includes extensive requirements for compliance and 
should be consulted. This section is provided as a synopsis of some of the restrictions and 
requirements. 
The following restrictions apply to sales under Regulation S: 

 Purchasers may not be a U.S. citizen or U.S. company 
 Purchasers must be outside the U.S. at the time the buy order is originated 
 Securities sold under Regulation S are classified as "restricted securities" within the 

meaning of Rule 144 
 Securities may not be re-sold to U.S. persons (unless they are registered, meet the 

requirements of "Category 1" securities under Regulation S 230.903(b), or are subject to 
an exemption) during the distribution compliance period as defined in Regulation S (40 
days for debt securities; one year for equities ["Category 2 or 3" securities]) 

 Purchasers must agree not to engage in hedging transactions 
 Promissory notes may not be used to pay for securities 

37.26.6.1 Purchaser Questionnaires 

Responsibility  Syndicate Supervisor 

 

Resources  Purchaser questionnaires 

 

Frequency  As required, prior to purchases 
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Action 

 Review Purchaser Questionnaires to ensure they are complete 
and prospective purchasers meet the requirements of 
Regulation S 

 Approve or disapprove Questionnaires 

 

Record 
 Questionnaires are signed and dated by the Syndicate 

Supervisor and retained in a file for the Regulation S offering 
 
Each purchaser of securities under Regulation S will be required to complete Vanderbilt's 
Regulation S Purchaser Questionnaire. The Syndicate Supervisor is responsible for approving the 
Questionnaires prior to the purchase of shares. 

37.26.6.2 Monitor of Purchasers 

 
The Syndicate Supervisor is responsible for establishing procedures to monitor Vanderbilt 
accounts for customers who purchase securities under Regulation S to ensure the securities are 
not sold through Vanderbilt within the restricted period. 
 

Eurobond and Foreign Sovereign Debt Offerings 

Responsibility  Syndicate Supervisor 

 

Resources 
 Information obtained regarding issuer from the issuer or other 

sources 

 

Frequency  As required 
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Action 

 Determine whether seasoning requirements, if any, have been 
met 

 Evaluate issuer information and determine Vanderbilt's 
participation 

 Review information about potential purchasers to determine 
qualification to purchase and note acceptance or rejection of 
each purchaser 

 

Record  Centralized records, maintained by purchaser and by offering. 

 

37.26.6.3 Introduction 

 
The Securities Act of 1933 permits foreign offerings to be sold in the U.S. Vanderbilt may 
participate in the primary offerings of Eurobonds and foreign sovereign debt securities. The 
Syndicate Supervisor is responsible for determining the applicability of the Securities Act to 
foreign offerings. 

37.26.6.4 Seasoning Requirements 

 
Certain foreign issues are subject to "seasoning requirements" prior to being offered in the 
United States. The Syndicate Supervisor is responsible for identifying foreign offerings subject to 
this requirement and ensuring offers are made only after the requirements have been satisfied. 

37.26.6.5 Continuous or Periodic Offerings 

 
For foreign offerings that are offered on a continuous or periodic basis, the Syndicate Supervisor 
will notify traders and RRs when the securities may be offered for sale to customers. The 
supervisor will maintain a record of the basis for determining the offering is eligible for sale and 
the date when eligible. 

37.26.6.6 Suitability 

 
These securities will be offered only to purchasers who are suitable for assuming the additional 
risks in foreign issuers. Purchasers will be provided with a disclosure statement regarding the 
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nature of foreign offerings; the disclosure will confirm Vanderbilt's understanding that the 
purchaser understands the risks and is willing to assume those risks. 

37.26.6.7 Purchases by Non-U.S. Customers 

 
Non-U.S. customers may purchase foreign offerings that do not meet the seasoning requirement 
for sales to U.S. customers. The Syndicate Supervisor is responsible for reviewing purchasers to 
ensure non-U.S. customers are, in fact, not considered U.S. persons. Non-U.S. customers will be 
forwarded a letter confirming Vanderbilt's understanding that the purchaser is not a U.S. person 
for purposes of the transaction. If a foreign purchaser is represented by an investment adviser or 
other agent, the letter will be forwarded to the adviser or agent and will state that the adviser or 
agent has confirmed to Vanderbilt that the ultimate purchaser is not a U.S. person. 

37.26.6.8 Financial and Operations Considerations 

 
The FINOP is responsible for establishing procedures for identifying positions in foreign debt 
instruments for net capital purposes and the ready market test for foreign securities, Regulation 
T, and possession and control considerations. 
 

37.27   Regulation A Offerings 

 

Responsibility 
 Syndicate Supervisor 

 

Resources 
 Information obtained regarding issuer from the issuer or other 

sources 
 

Frequency 
 As required 

 

Action 
 Evaluate issuer information and determine Vanderbilt's 

participation 
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 Establish escrow account when necessary 

 Confirm purchasers are bona fide purchasers where necessary 

 Identify insiders, firm or employee account purchasers and 
obtain affirmation regarding holding period 

 Close escrow account and, if contingency met, immediately 
forward purchaser funds to issuer or, if contingency is not met, 
immediately return funds to potential purchasers 

 
Record  Centralized file by offering. 

 
 

37.27.1 Introduction 
 
This type of offering is available to domestic or Canadian issuers not subject to '34 Act reporting 
requirement or disqualification under "bad boy" provisions of Rule 262. Not available to 
investment companies, blank check companies, or issuers of oil, gas or mineral rights. The 
offering is limited to $5,000,000 within prior 12 months, but not more than $1,500,000 by selling 
security holders. 
 
Regulation A is an amendment to the Securities Act of 1933 and provides for reduced 
requirements for smaller issuers in limited public offerings of issues up to $1.5 million. For a 
Regulation A offering, a limited registration statement is filed with the SEC. Key considerations 
for the Syndicate Supervisor include: 
 

 whether the issuer is disqualified from distributions under Regulation A 
 dollar limitations of the offering 
 offers cannot be made prior to the filing of the registration statement and sales may not 

be effected until the offering statement is qualified 
 

37.27.2 Dollar Limitation of Offering 
 

The Syndicate Supervisor is responsible for ensuring the issue is not oversold relative to the dollar 
amount disclosed in the offering document compared to the limitations provided in the rules. 
The supervisor should consider any "integration" of similar offerings by the same issuer for 
substantially identical purposes for determining whether the issuer meets the dollar limitation 
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under the exemption within a 12-month period of time. The supervisor's review for integration 
may include one of the following or another procedure determined adequate by the supervisor: 
 

 Reviewing the issuer's financial statements for the past 12 months and/or contact directly 
with the issuer 

 Obtaining a representation letter from the issuer that states that no other offerings will 
be distributed in a succeeding 6-month period that would cause the exemption to be lost 

 
The supervisor will retain a written record of this review in the offering's underwriting file. 
 

37.27.3 Initiation of Offers and Sales 
 

The Syndicate Supervisor is responsible for notifying Vanderbilt personnel when a Regulation A 
offering is available for offering and when the registration statement is qualified to permit sales. 
A written record of these notices will be retained in a file for the offering. 
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38 BEST EFFORTS UNDERWRITINGS 

 

Responsibility 
 Syndicate Supervisor 

 

Resources 
 Information obtained regarding issuer from the issuer or other 

sources 
 

Frequency 
 As required 

 

Action 

 Evaluate issuer information and determine Vanderbilt's 
participation 

 Establish escrow account when necessary 

 Confirm purchasers are bona fide purchasers where necessary 

 Identify insiders, firm or employee account purchasers and 
obtain affirmation regarding holding period 

 Close escrow account and, if contingency met, immediately 
forward purchaser funds to issuer or, if contingency is not met, 
immediately return funds to potential purchasers 

 
Record Centralized record, by offering. 

 

38.1 Introduction 

 
Best efforts underwritings may take different forms including "all or none," "minimum-
maximum," or other offerings contingent on the sale of a certain amount of the issuer's 
securities. Two primary concerns are that customer funds be transmitted to the issuer or to an 
escrow account and that only bona-fide purchasers are included in order to meet a stated 
minimum number of shares or units. Where the minimum is not sold within the deadline 
specified by the prospectus, all customer funds must be refunded. 
 
Sales will be made only to bona-fide purchasers to meet any minimum amount of the securities 
to be sold. 
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38.2 Customer Funds - Escrow Account 

 
The Syndicate Supervisor is responsible for establishing procedures for the protection of 
customer funds including the establishment of an escrow account where required. 
 

 Establish an escrow account and execute Vanderbilt’s standard escrow agreement with a 
bank that is not affiliated with Vanderbilt. 

 Maintain copies of bank statements for the escrow account and review the statements 
when received, to ensure funds are not withdrawn prior to the date the contingency is 
met. 

 Ensure customer funds are promptly deposited to the escrow account. 
 Maintain records of all potential purchasers including the quantity to be purchased, when 

funds are received, and when funds are forwarded to the issuer or escrow account. 
 Ensure checks are forwarded to the issuer (where an escrow account is not used) or to an 

escrow account by noon of the business day following receipt. 
 Authorize release of funds to the issuer from an escrow account after the contingency is 

met and after a review of purchasers, as discussed in the next section, has been 
conducted. 

 If the contingency is not met, promptly refund funds to potential purchasers. 
 

38.3 Purchasers 

 
The Syndicate Supervisor is responsible for establishing procedures regarding purchasers of 
securities issued through a best efforts underwriting including the following: 
 

 Where the offering is contingent upon the sale of a certain quantity of the issue, confirm 
that all purchasers are bona-fide purchasers. 

 Identify purchases by issuer insiders, Vanderbilt's proprietary account, or employees of 
Vanderbilt and, for those identified, obtain a written affirmation that the purchaser 
intends to hold the security as an investment or, in conjunction with the issuer, determine 
restrictions on immediate sale by such accounts. 

 Record the review of purchasers in the deal file. 
 

38.4 Prohibited Activities 

 
38.4.1 Misrepresentation of Registration with Regulators 
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Vanderbilt and its RRs will not misrepresent its affiliation with any regulatory body including an 
implication that regulatory registration indicates a regulator has passed upon or approved the 
financial standing, business, or conduct of Vanderbilt or the merits of any security or transaction 
it performs. 
 
Vanderbilt and its employees may not: 
 

 make material misstatements or omissions in the registration statement. 
 fail to comply with applicable registration requirements. 
 fail to provide a final prospectus when required. 
 engage in fraudulent transactions. 

 
38.4.2 Anti-Competitive Activities 

 
The following are prohibited anti-competitive activities: 
 

 The exchange of current price information among competitors to influence another firm's 
pricing of services 

 Directing, requesting, or attempting to influence another member to maintain or adjust 
a price 

 Engaging, directly or indirectly, in any conduct that threatens, harasses, coerces, 
intimidates, or otherwise attempts improperly to influence another firm or employee of 
another firm 

 
38.4.3 Tying 

 
IPOs may not be sold to customers where: 

 the purchase is tied to a promise from the customer to buy additional shares once trading 
begins in the new issue. 

 the purchase of a highly desirable IPO is tied to the customer's promise to buy IPOs with 
less market interest. 

 
38.4.4 Laddering 

 
"Laddering" is another prohibited tying arrangement where an underwriter requires IPO 
investors to submit orders to buy additional shares of the same stock at higher prices after trading 
begins. 
 

38.4.5 After-Market Sales 
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Other prohibited after-market activities include: 
 

 attempts to keep investors from selling IPOs in the aftermarket 
 soliciting after-market orders during an IPO 
 imposing penalties on retail brokers in connection with immediate "flipping" by retail IPO 

investors but not by other categories of IPO participants, such as institutions 
 requiring customers to sell back IPO shares to Vanderbilt 

 
38.4.6 Misrepresenting Pricing 

 
When participating in a primary or secondary distribution of a security which is not admitted to 
trading on a national securities exchange, Vanderbilt or any employee cannot make a 
representation that the security is being offered to a customer "at the market" or at a price 
related to the market unless Vanderbilt is aware of a bona fide market for the security which it 
or any affiliate does not control. 

 


