TO:

RE:

FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
NO, 2014041310602

Department of Enlorcement
Financiul Industry Regulatory Authority (“FINRA™)

Constal Equities, Inc, (BD No. 23769),
Respondent

Pursuant 1o FINRA Rute 9216 ol FINRA's Code of Procedure, Coustal Equities, Inc. (“Couastal™
or the “Firm” or “Respondent”™) submits this Letter of Acceptance, Waiver and Consent
("*AWC™) Jor the purpose of proposing i seitlement of the alleged rule violations described
betow. This AWC is submitted on the condition that, if accepted, FINRA will not bring uny
future actions against the Firm alleging violations based on the sume luctual findings described

herein.

L
ACCEPTANCE AND CONSENT

Coastal hereby seeepls and consents, without admilling or denying the findings,
and solely for the purposes of this proceeding and any other proceeding brought
by or on behall of FINRA, or to which FINRA is a party, prior to a hearing und
without un ndjudication ol any issue of law or fact, 1o the cntry of the following
findings by FINRA:

BACKGROUND

Coastal has been 8 FINRA member since 1989. The Firm has approximately 40
offices and about 90 registered personnel. Its main office is in Wilmington,
Delaware,

RELEVANT DISCIPLINARY HISTORY

Coastal has no relevant disciplinary history with the Securities and Exchange
Commission, any self~regulalory organization, or any state securities repulator,

OVERVIEW

I‘rom October 2013 (o September 2014 (the “Relevant Period™), Coastal fatled to
estublish. maintain, und enforce a reasonably-designed supervisory system lor ity
representatives’ sales of Jeveraged, inverse, and inverse-leveraged exchange-
traded {unds (“Nan-Traditional ETFs"), in violation of NASD Rule 3010 and
FINRA Rule 2010.




o

FACTS AND VIOLATIVE CONDUCT

Non-Traditional LTFs ure designed to return o multiple of’an underlying index or
benchmurk, the inverse of that benchmark, ar both, over only the course of one
truding session-—usually u single day. As o resull, und as stated in FINRA
Regulatory Notice 09-3 1, the performance of Non-Traditional ETFs over periods
of time longer than n single trading session “can difTer significantly from the
performance . . . of their underlying index or benchmark during the sume period
of time.” Because of these risky and the inherent complexity ol the products,
FINRA hus advised broker-dealers and their representatives that Non-Traditional
LETIs “typically are not suitable far retail investors who plan to hold them for
more than one truding session, purticularly in volatile murkets,” /el

During the Relevant Period, Coastal representatives sold Non-Traditional ET)s to
customers, muny of whom held these products for longer than one trading session.

Constal's procedures required the I'irm to perform due diligence on cuch new
product sold to customers to ensure that the Iirm and its representatives
understood the nature of the product und its potentinl risks and rewards. The
procedures also required the Firm, on un ongoing basis, lo determine whether the
specilic product was performiny as anticipated, whether market conditions had
affected performance, and whether only authorized and suitably trained
representatives were selling the product. The procedures required the Firm to
document these reviews. Coastal could not demonstrate that, during the Relevunt
Period, it had complied with these procedures.

Coastal"s procedures also required its representatives to collect a signed
“quadification agreement” from cach customer prior to executing any Non-
Traditional ETF transaction lor that customer. According to the procedures, the
qualificution agreement would describe product features and risks, and
memorialize the customer's acknowledgement of acceptance of the risks. During
the Relevant Peried, Coastal did not enforce this procedure and collected no
qualification agrecments from its customers.

During the Relevant Period, the Firm had no exception reports specific to Non-
Traditional ETVs, and failed to implement a system to monitor Non-Traditional
ETF holding periods and losses,

By viriue of the foregoing, Coastal violated NASD Rule 3010 and FINRA Rule
2010.

B. Coastal also consents to the imposition of the following sanctions:
* acensure, and
« a%15,000 fine.

Coastul agrees to pay the monetary sanction upon notice that this AWC has been

I




aceepted and that such payment is due und payable. Coastal has submitted an
[Flection of Payment form showing the method by which the Firm proposes to pay
the fine imposed.

Coastal specifically and voluntarily watves any right to cluim that the Firm is
unable to puy, now or at any time hereafier, the monetary sunction imposed in this
multer.

The sunctions imposed herein shall be effective an a date set by FINRA stalf.
1L
WAIVER OF PROCEDURAL RIGHTS

Coustal speeifically and voluntarily waives the lollowing rights granted under FINRA's Code of
Procedure:

A To have o Complaint issued specifying the allegations agninst the Firm;

B. To be notified of the Complaint end huve the opportunity to answer the
ullegutions in writing;

C. To defend against the allegations in a diseiplinary hearing before a hearing panel,
10 have a writlen record of the hearing made and to have a writlen decision issued;
und

D. To appeal any such decision to the National Adjudicatory Council ("NAC™) and
then to the U.S, Sceurities and Exchange Commission and a U.S. Court of
Appeuls.

Further, Constal specitically and voluntarily waives any right to claim bias or prejudgment of the
Chierl Legal Officer, the NAC, or any member of the NAC, in connection with such person’s or
body’s participation in discussions regarding the terms and conditions of this AWC, or other
consideration of this AWC, including acceptance or rejection ol this AWC.

Coastal further specifically and voluntarily waives any right to claim that a person violated the
ex parte prohibitions of FINRA Rule 9143 or the separation of functions prohibitions of FINRA
Rule 9144, in connection with such person’s or body’s participation in discussions regarding the
terms and conditions of this AWC, or other consideration of this AWC, including its acceptance
or rejection.

111
OTHER MATTERS

Coastal understands that:




Submission ol this AWC is volunlary und will not resolve this matter unless and
urttil it hus been reviewed and acceepted by the NAC, u Review Subcommitiee of
tle NAC, or the OfTice of Disciplinary Alluirs (“ODA™), pursuunt to FINRA Rule
9216:

I this AWC is not accepted, its submission will not be used s evidence to prove
any of the allegmtions agrinst the Firm;

If" uccepted:
1. this AWC will become part of Coastal’s permanent disciptinary record und

may be considered in any fulure actions brought by FINRA or uny other
regulator against the Firm,

2, this AWC will be mude availuble through FINRA's public disclosure
program in accordance with FINRA Rule 8313;

3. FINRA may make a public announcement concerning this agreement and
the subject matier thereol in auccordunce with FINRA Rule 8313; and

4, Coaslul may not take any action or make or permit to be made any public

statement. incleding in regulatory filings or otherwise, denying, directly or
indirectly. any finding in this AWC or ercate the impression that the AWC
is without [actul busis. The Firm may not take any position in any
procecding brought by or on behalf of FINRA, or to which FINRA isa
party. that is inconsistent with any part of this AWC. Nothing in this
provision uffects the Firms: (i) testimonial obligations; or (i) right 1o
tuke legal or lactual positions in litigation or other legal proceedings in
which FINRA is nat a party; und

Coastal may attach a Correclive Action Statement (o this AWC that is a statement
ol demonstrable corrective steps tuken (o prevent future misconduet. The Firm
understaads that it may not deny the charges or make any statement that is
inconsistent with the AWC in this Statement. This Statement does not constitute
factual or lcgal lindings by FINRA, nor does it reflect the views of FINRA or its
staff,



Fhe tundersigned, on behall of the Firm, certifies that o person duly authorized to act on its behall
has read and understunds ull of the provisions of this AWC and has been given a full opportunity
to ask questions nboul it; that the Firm has agreed 1o its provisions voluntarily; and that no ofTer,
threat, inducement, or promise ol any kind, ether thon the terms set forth herein and the prospect
of wy oiding the issuance of'a Complainl, has been mude to induce the Firm to submit it.
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Date © '’

Reviewed by:

nu Sirkis* Gloor
unsel for Respondent

Miles & Stockbridge P.C.

100 Light Street

Baltimore, MD 21202

Tel.: (410) 385-3849

Lmail: dgloorsd milesstockbridge.com

Accepted by FINRA:

June 9, 2017
Date

Coastal Lquitivs, Ine, (BD No. 23769).
Respondent

By: T E

_
Nul’?l'l.;. ﬁ"ﬁLﬂ,C') j‘Lnn l"r"

Title: C o

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

Mkt . bg

Matthew M. Ryan (%4
Principal Regional Counsel

FINRA Department of Enforcement
1601 Market Street, Suite 2700
Philadelphia, PA 19103-2339

Tel.: (215) 209-7094

Fax: (215) 209-7022

Email: matthew.ryan@ finra.org






