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I. INTRODUCTION  

A. General 

Colony Park Financial Services, LLC (ñColony Parkò or the ñFirmò) is a broker-

dealer regulated by the Financial Industry Regulatory Authority (FINRA) as well as a 

state Registered Investment Advisor.  The Firm provides comprehensive brokerage and 

advisoryservices to its clients including soliciting and effecting transactions in equity, 

debt, fixed income securities, mutual funds, OTC, options, private placements and 

various other investment products, as well as executing trade orders for institutional 

hedge funds.  The Firm may participate in best efforts underwriting of public offerings on 

behalf of companies listed on the various exchanges as well as placement agent for 

private offerings.  The Firm acts as the placement agent of equity and debt securities 

under Regulation A, Regulation D and Regulation S of the Securities Act of 1933, as 

amended (the ñSecurities Actò) for two hedge funds, GCA Strategic Investment Fund 

Limited, a Bermuda based fund (ñGCA Strategic Fundò) and Global Capital Funding 

Group, L.P., an SBIC (ñGFG Fundò). Global Capital Advisors, LLC, an affiliated entity, 

and Global Capital Advisors, Ltd., the majority-interest holder of Colony Park, are the 

exclusive investment advisors to GCA Strategic Fund and GFG Fund, respectively. 

The guiding philosophy of Colony Park is to conduct our business with integrity, 

both in our dealings with our registered representatives and our clients, and through 

compliance with applicable federal and state securities laws, rules, regulations and 

policies. 

Colony Park is an introducing broker-dealer and Registered Investment Advisor 

registered with the U.S. Securities and Exchange Commission (ñSECò), pursuant to the 

provisions of the Securities Exchange Act of 1934, as amended (the ñ1934 Actò).  It is 

also registered with the securities commission in the states in which it operates.  Colony 

Park is subject to rules, regulations, policies, and guidelines adopted by the SEC, FINRA, 

and state securities regulators for registered broker-dealers and FINRA members. 

Both you, the registered representative, and Colony Park are subject to rules, 

regulations, policies, and guidelines adopted by the SEC, the FINRA and state securities 

regulators for registered broker-dealers and FINRA members.  It is important to 

understand that failure to comply with SEC, FINRA or state securities rules can have 

serious consequences for Colony Park and its registered persons.  These consequences 

can include revocation of Colony Parkôs broker-dealer registration, as well as fines, 

suspension, criminal prosecution, and administrative actions barring or suspending 

individuals from engaging in the securities business.  In addition, you may also be subject 

to letters of caution, fines, and/or termination from Colony Park. 

The rules of the SEC and the FINRA require Colony Park to establish and 

maintain written procedures to supervise its business and the activities of its registered 

representatives and associated persons.  The procedures in this manual are ñreasonably 

designedò to achieve compliance with applicable federal and state securities laws and 

regulations and FINRA rules.  This Compliance Manual (ñManualò) is part of Colony 
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Parkôs supervisory system and is the primary vehicle for communicating to registered 

representatives the rules and procedures Colony Park has adopted for their activities in 

recommending and selling securities.  All registered representatives are required to be 

familiar with all topics discussed in this Manual.  In the case of a rule violation, 

ignorance or good intentions are not acceptable excuses to the FINRA and SEC.  

You should carefully read and familiarize yourself with the policies and 

procedures contained in this Manual and keep a current copy close at hand.  While it is 

not all-inclusive, this Manual is designed to serve as a guide in conducting a securities 

business.  Whenever a compliance issue arises, you should consult this Manual, the 

FINRA Manual or discuss the issue with the Chief Compliance Officer or with the 

appropriate Designated Principal.  The Designated Principals are identified in Section II. 

of this Manual. 

This Manual is the property of Colony Park and may not be duplicated, copied or 

disseminated to any person outside of Colony Park without the prior written consent of 

the Designated Principal. 

II.  SUPERVISION SYSTEM 

A. Designation of Business Location 

Colony Park has 2 OSJôs. The Dunwoody location serves as the home office, 

which also serves as the designated OSJ.  Colony Park also has 2 additional Branches and 

11 non-registered locations. (see Appendix N-1). 

B. Designation of Principals and Other Supervisors 

Global Capital Advisors, Ltd., a Georgia company, owns 98% of the membership 

interests of Colony Park.  Mike Brown and Lewis Lester each own 1% of the 

membership interests.   

The broker/dealer supervisory structure is as follows: 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

   Chief Compliance Officer 

  

Compliance Registered Options Principal  

   President-General Securities Principal   

CEO 
 

Supervisory Designated Principal 
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The designation of supervisors and the assignment of each registered person to a 

Designated Principal is set forth in Appendix N. 

The Supervisory Designated Principal is responsible for the following: 

 Supervising registered representatives, conducting suitability reviews and 

approving trades;  

 Reviewing all incoming and outgoing correspondence; 

 Reviewing and approving the opening of new accounts; 

 Conducting heightened supervision of a registered representative as 

required by the Chief Compliance Officer; 

 Supervising non-registered individuals pursuant to the procedures 

developed by the Chief Compliance Officer; and   

 Monitoring sales practices of registered representatives through quarterly 

meetings, activity reports, exception reports and client file review. 

 

The Compliance Registered Options Principal (ñCROPò) and the Senior 

Registered Options Principal (ñSROPò) shall have the following responsibilities:   

 

The SROPôs responsibilities are:  

 

 Supervision of all client options transactions; 

 Review and approval of option accounts; 

 Review of daily options transactions; 

 Review of selected option accounts on a periodic basis; 

 Supervising clientsô options accounts; 

 

The CROPôs responsibilities are: 

Senior Registered Options Principal 

Financial and Operations Principal 

Registered Representatives 
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 Preparing options advertising and sales literature; 

 Reviewing and approving option advertising and sales literature; 

 Developing options training programs for registered representatives; 

 Reviewing and proposing appropriate action for Colony Parkôs 

compliance with securities laws and regulations with respect to Colony 

Parkôs option business; 

 Furnishing reports directly to Colony Parkôs President;  

 Establishing record keeping requirements for required records of options 

accounts and transactions including approval of accounts and clientsô 

verification of background and financial information; 

 Reviewing of accounts without required approval and placing restrictions 

on accounts until deficiencies are cleared (missing option agreements or 

trading outside approved levels); 

 Maintaining Colony Parkôs central option complaint file; 

 Supervising the preparation of optionïrelated forms including account 

approval forms and agreements, standard options worksheets, and periodic 

account statements; 

 Reviewing Colony Parkôs method of allocation of exercise notices; 

 Establishing procedures to ensure only qualified registered options 

representatives are permitted to solicit or sell options; 

 Reviewing and approving any option programs involving the systematic 

use of one or more option strategies; and  

 Reviewing trusts, pension plans, and other types of fiduciary accounts for 

authority to engage in options transactions. 

In order to comply with FINRA Rule 3012 a designated principal will perform day to day supervisory 

reviews of a producing managers account activity. 

C. General  

It is Colony Parkôs policy to monitor and keep abreast of changes in the law, and 

of any rules, regulatory interpretations, court decisions and changes in the securities 

industry that may require changes to this Manual or to any Firm policy or procedures, and 

to implement, or direct and verify the implementation of, any such changes.  This Manual 

will be revised periodically as required by FINRA rules.  You are required to review and 

become familiar with all such revisions.  Between revisions, additions or changes to 

regulatory requirements, corporate policies, or operating procedures will be 

communicated in Compliance Memoranda.  You should review all new material and file 

the new material in this Manual until the next revision. 

D. Compliance Manual Acknowledgment 
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You must review, understand and implement the policies and procedures set forth in this Manual.  

Following your receipt and review of this Manual, you must execute the Compliance Manual 

Acknowledgment Statement.  This statement is your acknowledgment that you have read, understand, and 

will implement the policies contained herein.  A copy of the Acknowledgment Statement is Appendix B to 

this Manual. 

E. Inspections and Reviews 

Colony Park has the obligation under FINRA rules to conduct on-site inspections 

of the registered representativesô books and records including all incoming and outgoing 

correspondence and e-mail.  On at least an annual basis, and more frequently as needed, 

the Chief Compliance Officer will review business activities for all OSJôs in accordance 

with the Inspection Checklist for compliance with applicable securities laws and Colony 

Park policies and procedures.  Once every three years, or more frequently as needed, the 

Chief Compliance Officer will review business activities for all Branch office locations 

as well as all Non-registered locations in accordance with the Inspection Checklist for 

compliance with applicable securities laws and Colony Park policies and procedures.  

The Inspection Checklist is located in Appendix F to this Manual.  You must cooperate 

fully with all inspections and reviews, including making available all files, accounts, 

books and records related to your securities activities and Colony Park business. 

III.  HIRING, REGISTRATION AND LICENSING  

You cannot act as a registered representative of Colony Park until you: 

 Become registered with FINRA and with the states where you solicit 

business or where your clients are located;  

 Obtain the proper securities licenses; 

 Pass the FINRA exam(s) for the appropriate products; 

 Sign your Colony Park Registered Representative Agreement;  

 Receive written notice from Colony Park that you are approved to solicit 

and/or sell securities; and 

 Sign the Compliance Manual Acknowledgment Statement. 

A. Registration Requirement  

1. Licensing  

You may not engage in soliciting and selling securities in a state unless you are 

registered with FINRA as a representative of Colony Park and have the proper state 

licenses and registrations and you have received written authorization to do so from the 

home office OSJ.  You are strictly prohibited from engaging in any securities activities 

for which you are not appropriately licensed or soliciting any business in connection with 

any security that has not been approved by Colony Park.  See Section IV.B.5.  Any 

questions regarding licensing or registration should be directed to the Chief Compliance 

Officer. 
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The products you may solicit and sell are dependent upon your level of FINRA 

registration as well as what state licensing and appointments you hold. 

Colony Park reserves the right to withdraw sponsorship of any registered 

representative applicant or to suspend his/her ability to sell securities or to engage in any 

securities-related activity. 

2. Form U-4  

Applications for registrations with the FINRA (Form U-4) must be submitted to 

the home office OSJ for processing with the proper FINRA regulatory jurisdiction.  The 

required FINRA fingerprint card must accompany each application.  Colony Park will 

investigate all individuals applying to become registered representatives to determine 

their character, business reputation, qualifications and experience.  Such investigation 

may include written and/or oral contact with the prospective registrantôs previous 

employer(s), obtaining credit reports, contacting credit references, and contacting the 

FINRA Public Disclosure Department to ascertain if any complaints or disciplinary 

actions have been filed against the individual. 

Individuals with a history of customer complaints, disciplinary action or adverse 

arbitration decisions will be subject to Heightened Supervisory Procedures.  Other 

circumstances may warrant special supervisory procedures.  The Chief Compliance 

Officer will determine if heightened or special supervisory procedures are warranted. 

3. Amendments to Form U-4 and Other Changes in Registration 

Once registered with Colony Park you must promptly notify the Chief 

Compliance Officer of any updates or changes to any of the information that appears in 

Form U-4 so that an amendment can be prepared and filed.  Keep a copy of your Form U-

4 with this Manual. 

4. State Registration 

You must be state security registered in the state in which you conduct business 

and also in the state where any of your clients have their legal residence.  Most states 

require successful completion of the Series 63 Uniform Securities Agent State Law 

Examination.  Successful completion of the exam does not confer registered state status.  

Application through Colony Park must be made to the FINRA to obtain each state 

registration.  You must pay careful attention when clients relocate from one state to 

another and make sure you have all necessary licenses and registrations.  Any licensing 

questions should be directed to the Chief Compliance Officer. 

B. Renewal of Licenses and Registrations 

FINRA and state securities registrations must be renewed annually.  Colony Park 

will provide you with a list of your registrations and other renewal information.  You 

simply have to provide the requested information to the home office OSJ. 
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C. Termination of a Registered Representative 

Pursuant to FINRA rules, Colony Park must notify the FINRA of the termination 

of any registered representative (or applicant) within 30 days of his or her departure.  

Terminations may be voluntary or ñfor cause.ò  If you voluntarily resign, you must 

provide a letter of resignation before termination will be processed.  Colony Park may 

immediately terminate any registered representative for cause, as a result of a violation of 

FINRA and/or SEC regulations and/or Colony Park policies.  Terminations are reported 

to the FINRA on Form U-5.  If a termination is undertaken, you will be provided a copy 

of your Form U-5 by the Chief Compliance Officer. 

D. Dual Registration 

A registered representative may not maintain registrations with, or have 

ownership interests in, other broker-dealers unaffiliated with Colony Park, unless 

receiving prior approval from the Chief Compliance Officer. 

E. Suspension of a Registered Representative 

If a registered representative is suspended for any reasons, he or she must cease 

conducting securities transactions or any business immediately.  No compensation will be 

paid during suspension.  The Chief Compliance Officer is responsible for assuring 

compliance with this policy. 

F. Registered Representative Agreement  

You must sign a Registered Representative Agreement, which may be amended 

from time to time.  You will be sent the Agreement upon Colony Parkôs receipt of your 

completed Form U-4.  This Agreement must be signed and returned to the home office 

OSJ before you represent Colony Park in any capacity or engage in any securities-related 

activity. 

IV.  RULES OF PROPER CONDUCT 

The rules of FINRA require that a member, in the conduct of his/her business, 

observe high standards of commercial honor and just and equitable principals of trade.  In 

order to comply with this standard, Colony Park has developed the following Rules of 

Proper Conduct for its registered representatives. 

A. Standard of Conduct 

It is Colony Parkôs policy that all registered representatives conduct business 

under the high standards and principles of the rules governing our industry.  You are 

expected to deal with clients in a fair and honest way. 

 

1. Make Only Suitable Recommendations to Clients 
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ñSuitabilityò is the measure of whether a recommended investment is consistent 

with the clientôs financial needs, investment objectives and risk tolerance.  When you 

recommend the purchase of a security to a client, you must have reasonable grounds to 

believe that the recommendation is suitable for the client on the basis of facts disclosed 

by the client.  The information you are required to know about the client is explained in 

Section VII of this Manual.  

 

Making unsuitable recommendations could subject you to disciplinary action(s) 

by Colony Park and regulatory actions by the SEC, FINRA and/or state securities 

regulators. 

2. Misleading Representations 

You may not effect any transaction in, or induce the purchase of, any security by 

means of any manipulative, deceptive, or other fraudulent activity.  Misleading 

statements and omission of facts designed to induce the purchase of securities are 

considered fraudulent activities and can lead to disciplinary as well as civil and criminal 

actions.  Examples of fraudulent activities include: 

 

 Recommending purchases without regard to suitability; 

 Failing to give the client a balanced representation of the 

investment by omitting facts about the risks of the investment; 

 Using Colony Parkôs name in any manner in such a way as to 

suggest that there is a connection between Colony Park and any 

outside activity (defined below);  

 Creating fictitious accounts or fictitious addresses for clients, to 

facilitate the purchase of a security; 

 Forging the signature or initials of a client or any person 

participating in the sale or purchase of the security, including the 

persons supervising the transaction.  

 

Your descriptions of the investment opportunity should be balanced to disclose 

risk aspects along with investment attributes.   

 

3. High-Pressure Sales Tactics 

You are prohibited from engaging in any high-pressure sales tactics. 

 

4. Guarantees 

 You are prohibited from guaranteeing a client, either verbally or in writing, 

against loss in a security. 

 

5. Client Signatures  
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You are not permitted to sign documents on behalf of clients, even when doing so 

is meant to accommodate a clientôs request. You may not receive a power of attorney 

from any client to sign on behalf of a client.    

 

Clients must sign their own signatures manually on all documents, unless they 

have provided a Power of Attorney or other similar document authorizing someone else 

(other than a Colony Park registered representative) to sign on their behalf.  In such cases 

you must obtain a copy of the Power of Attorney and an original signature from the 

authorized signatory and provide these to the Designated Principal.  You may not forge 

an applicantôs or clientôs signature or initials on any document. 

 

6. Bribes  

You may not offer or solicit inducements to or from employees or representatives 

of other institutions or governmental or political officials to obtain business.  

Entertainment and gifts in reasonable amounts are not included in this prohibition and are 

discussed in the Section entitled ñGifts and Gratuities.ò 

 

7. Insider Trading  

You are prohibited from effecting transactions in your account or for your clients, 

which are based on knowledge of material non-public information.  More information 

about Colony Parkôs Insider Trading Policies appears below. 

 

8. Discretionary Accounts  

No discretionary accounts are permitted unless authorized by the Chief 

Compliance Officer. 

 

9. Use of Personal Address  

 You may not permit clients to send any securities-related material to your 

residence address or to any other address (such as a post office box) that is not the home 

office OSJ, nor may you suggest, advise or recommend that clients send any securities-

related material to any such address. 

 

 You may not send any securities-related material to a client at a post office box, if 

the post office box is not located in the clientôs state of residence, so as to avoid the state 

licensing requirements.  

 

10. Investment Clubs or Joint Accounts with Clients  

You may not participate in the formation, sponsorship, solicitation of interest or 

investment in investment clubs or partnerships, nor may you recommend to clients that 

they participate in or invest in such clubs.   

 

11. Civic and Charitable  
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You may not use Colony Parkôs stationery or facilities for charitable or civic 

purposes without Colony Parkôs approval.  Nor may you offer Colony Parkôs services, or 

direct that your commissions be paid to charities or civic organizations, in lieu of making 

a donation. 

12. Expert Witness  

 You may not testify in judicial or administrative proceedings as an ñexpertò 

witness without written approval from the Chief Compliance Officer prior to the activity.  

If approval is provided, you must make it clear that you are providing personal opinions 

and not testifying on behalf of Colony Park. 

 

13. Securities Other Than Those Approved by Colony Park   

 You may not solicit, recommend or conduct transactions of any securities, nor 

may you recommend any securities that are not approved by Colony Park. 

 

14. Check Delivery To Customers Restricted 

A customer may request that the registered representative or other Firm employee 

personally deliver a check to the customer.  This is not permitted. 
 

15. Solicitation of Proxies 

Registered representatives are not permitted to solicit proxies from customers.  

Federal securities rules prohibit solicitation of proxies except in very limited situations.  

Questions should be referred to the Chief Compliance Officer. 

 

B. Other Activities  

1. Scope of Advice 

You may not, for compensation apart from that which is received from Colony 

Park, provide investment advice to client or prospective client, including 

recommendations for asset allocation, an analysis of a clientôs investment portfolio, or 

recommendations concerning securities not offered by Colony Park. 

 

Similarly, you may not give tax advice to clients since Colony Park is not 

engaged in the practice of providing tax advice.  Clients requiring specific tax guidance 

should be referred to their personal tax advisers. 

 

2. Sharing in Profits/Losses 

You cannot, directly or indirectly, share in any profits or losses realized by a 

client. 

 

3. Personal Accounts with Other Broker-Dealers 
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If you (or an immediate family member) maintain personal securities accounts, 

you must obtain written approval from the Chief Compliance Officer before you open 

any brokerage account or, for existing accounts, upon becoming associated with Colony 

Park (i.e., during the contractual process).  You must fill out and submit the Personal 

Brokerage Account Disclosure form, which is Appendix D to this Manual, to the Chief 

Compliance Officer.  Failure to accurately report your other brokerage accounts, if any, 

may be grounds for disciplinary action.   

 

The Chief Compliance Officer may request duplicate confirmations and 

statements from the other broker-dealers carrying your (or your immediate family 

memberôs) accounts.  Accounts limited exclusively to transactions in unit investments, 

mutual funds and variable products must be reported but are exempt from the 

requirement that duplicate confirmations be provided. 

 

 If you establish a brokerage account at another FINRA member firm, you must 

inform that firm that you are a registered representative of Colony Park.  The notification 

must be done before the account is opened.  After you open the outside brokerage 

account, you will have to request that duplicate account confirmations and statements be 

sent to the Chief Compliance Officer.  (The Chief Compliance Officer, upon request, will 

write a letter to the brokerage firm asking for duplicate confirmations and account 

statements.) 

 

4. Outside Business Activities  

You are not permitted to engage in outside business activities without written 

permission of the Chief Compliance Officer.  You are required to disclose to Colony 

Park, in writing, any outside business activities prior to engaging in such activity.  

However, you are not required to disclose under this section the personal securities 

accounts you or your immediate family members may maintain as described in Section 

IV.B.3. of this Manual.  

 

ñOutside business activityò is defined as any employment, work or business 

activity on behalf of an entity other than Colony Park and/or the receipt of any 

compensation from any person or entity other than Colony Park.  Outside business 

activities may include a wide range of activities including but not limited to the 

following: 

 

 Employment with an outside entity; 

 Serving as an officer, director or partner of a business; 

 Acting as a finder; 

 Referring someone and receiving a referral fee; or 

 Receiving other compensation for services rendered outside Colony Park 

or in connection with non-securities products sold outside Colony Park.  
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Charitable activities are not included in this requirement unless you are 

compensated for such activity.  However, you must receive prior approval from Colony 

Park before serving as an officer or director of a charitable organization. 

 

If you intend to engage in an outside business activity you must disclose, on the 

Outside Business Activities Employment Disclosure Form, which is Appendix C to this 

Manual, the following information: 

 

 Name of the outside employer or association; 

 Nature of the activity that you will be conducting;  

 The type of compensation (compensation may include salary, 

commissions, stock options or warrants, referral fees, consulting fees, 

gifts, gratuities, profit sharing, expense reimbursements,  or being 

provided services or products as remuneration) you will receive; 

 The amount of compensation; and 

 The percentage of time spent on the outside activity. 

 

You must complete a new Outside Business Activities Employment Disclosure 

Form whenever information you have previously provided becomes inaccurate or 

outdated, and whenever you plan to undertake any new outside venture.  You must also 

update your FINRA registration form (Form U-4) to report any activity as a ñproprietor, 

partner, officer, director, trustee, employee or agentò that constitutes an outside business 

activity, whether or not you receive any compensation. 

5. Non-Approved Private Securities Transactions   

You may only sell products that have been approved in advance for sale by 

Colony Park or that are available through Colony Parkôs trade desk, with appropriate due 

diligence documentation.  

Private securities transactions involve the soliciting, purchase, or sale of products 

offered outside the regular course of a registered representatives business or scope of 

approved Colony Park products.  This applies to exempt as well as nonexempt securities.  

An exempt security is one that does not require registration. 

You may personally invest in private securities transactions, which are not 

sponsored by Colony Park only if the transactions are for personal investment purposes, 

and you comply with the provisions described in Section IV.B.3.  You may engage in 

private securities transactions for immediate family members where you receive no 

selling compensation.  In either case, you should provide the Chief Compliance Officer 

with all marketing materials, offering circulars, prospectus, contracts, subscription 

papers, and legal and accounting opinions related to the securities status of the enterprise.  

The Chief Compliance Officer will notify you if you are approved to proceed with the 

transaction. 
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If you want to sell a non-approved private placement or any non-approved 

securities product that is not sponsored by Colony Park, you must give the Chief 

Compliance Officer written notice stating:  

 

 The proposed transaction described in detail; 

 Your proposed role in the transaction; and 

 Whether you have received or may receive selling compensation in 

connection with the transaction. 

 

The Chief Compliance Officer, in writing, will either approve or disapprove of 

your soliciting the sale of the private placement or other non-sponsored security.  Any 

registered representative who solicits the sale of a non-sponsored private placement or 

other security without approval from the Chief Compliance Officer will be subject to 

immediate termination. 

The legal definition of a ñsecurityò covers virtually all arrangements that involve 

an investment of money in a common enterprise with profits to come solely from the 

efforts of others.  A surprisingly large number of common transactions are securities-

related activities.  In addition to transactions involving new offerings of securities that are 

not registered with the SEC, other examples of Private Securities Transactions include: 

 Helping a client raise money for a limited partnership program that 

is not registered with the SEC or your state: 

 Issuing promissory notes to clients for investment purposes; 

 Helping a client dispose of some closely held stock among family 

members; 

 Selling a securities product to a client through another 

Broker/Dealer, or more egregious, using no Broker/Dealer at all; 

 Acting as a general partner and obtaining investors for the 

partnership; or 

 Helping a client or non-client raise money through a private 

placement. 

You should be extremely cautious when sponsors of tax-advantaged or other 

programs assert that their programs are not securities.  Such programs may very well be 

securities despite the fact they are sold through ñprivate placementsò (i.e., are not 

registered under the Federal securities laws).  Do not rely on the opinions of an issuer or 

promoter as to whether an offering includes the sale of a security.  Always check with the 

Chief Compliance Officer prior to participating in any money-raising venture. 

For proposed transaction where you would be soliciting or selling the product: 

 You should include all marketing materials, offering circulars, prospectus, 

contracts, subscription papers, and legal and accounting opinions related 
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to the securities status of the enterprise.  Be sure to submit transactions 

that are deemed not to be for ñcompensation.ò 

 If Colony Park clients are involved with a private securities transaction, 

either directly or indirectly, you are required to disclose the names and 

account numbers of the clients. 

 Any additional memorandum can be included to explain specific details of 

the proposed transaction. 

Colony Park will provide written notice indicating whether it approves or 

disapproves of your participation in the private securities transaction.  If the Chief 

Compliance Officer disapproves the transaction, you may not participate in the 

transaction in any manner, directly or indirectly.  You may not receive compensation 

in any form (commissions, finders fees, consulting fees, etc.) in connection with the sale 

of any non-approved security. 

If participation is approved, Colony Park will supervise these securities activities 

to the same extent as if the transactions were executed on behalf of Colony Park, and 

record the transaction on our books. 

If you receive permission from the Chief Compliance Officer to solicit the sale of 

a non-sponsored private placement or other securities, you will be instructed on what 

procedures to follow (Colony Park must record the transaction on its own books and 

records).  Among other things, you will be required to maintain records as to: 

 

 The client and security involved; 

 The amount and source of compensation; and 

 The issuer, syndication or broker-dealer involved. 

 

Failure to follow the Private Securities Transactions rules is termed ñSelling 

Away.ò  Regulators strictly enforce Private Securities Transactions.  Penalties for not 

following the prior-approval process may include fines, revocation of a registered 

representatives securities license, and/or immediate termination. 

6. Acting as Trustees, Executors or in Other Fiduciary 

Capacities  

You should not act in a fiduciary capacity (e.g., trustee, executor) for a client's 

account unless the account is for a close relative, either a spouse, wife, child, mother or 

father.  Exceptions require the approval of the Chief Compliance Officer who should be 

notified by written memorandum requesting the exception and the reasons for the 

exception. 

 

C. Payments, Compensation and Handling Client Funds 

1. Compensation Sharing/Recording Commissions 
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You may not share your compensation from the sale of a security with any person 

without Colony Parkôs consent.  In addition, Colony Park will not approve the sharing of 

compensation for a security, including finderôs fees with any person, whether a natural 

person or a corporate entity, if the person is not registered with FINRA.  Accordingly, 

you may not share any compensation with unregistered persons.  All compensation must 

be recorded on the books and records of Colony Park.   

2. Rebating 

 You are prohibited from rebating, or offering to rebate, to anyone, directly or 

indirectly, any compensation received from Colony Park. This means that you cannot 

give gifts, other than inexpensive or token promotional gifts, to a client. 

 

3. Arranging Credit for Clients or Lending and Borrowing 

Money for Clients 

You may not lend money to, arrange loans for, or extend credit to clients or 

prospective clients of Colony Park.  You may not borrow money from clients or 

prospective clients of Colony Park.  Additionally, you may not purchase securities from a 

client or prospective client. 

4. Co-mingling of Funds  

You are not permitted under any circumstance to deposit personal funds or 

securities in clientsô accounts or deposit clientsô personal funds or securities in your 

personal or business accounts.  Similarly, depositing a clientôs cash payment (see below) 

and/or checks made payable to you, into an account, and then issuing a personal or Firm 

check for payment is prohibited.   

 

Individual clients are not permitted to combine funds in one account to meet the 

financial requirements to qualify as an ñAccredited Clientò pursuant to Regulation D of 

the Securities Act of 1933.    

 

Violations of these policies will result in disciplinary action up to and including 

termination and regulatory sanctions and civil or criminal prosecution.   

 

5. Payment for Securities  

You are not permitted to accept cash or currency as payment for any security 

purchase.  Clients should be instructed to forward payment for securities purchased 

directly to the Colony Park Financial, or in the case of a private placement, to the 

company or its designee.  If a client forwards a check to Colony Park it will forward the 

check to the proper recipient within 24 hours of receipt of any such check and record the 

receipt of the check. 

  

6. Gifts and Gratuities 
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Gifts of anything of value and gratuities to anyone related to Colony Parkôs 

business are limited to $100 per year per person.  This limitation does not include routine 

business entertainment such as dinners or sporting events where you host the 

entertainment.  In any case, you may not solicit or encourage the offering of a gift or 

gratuity in connection with your sales activities on behalf of Colony Park. 

 

7. Fees and Other Charges  

Registered representatives are not permitted to charge fees or assess other charges 

to clients unless they are expressly permitted by Colony Park. 

 

V. GENERAL RULES FOR PRIVATE PLACEMENT TRA NSACTIONS FOR 

GCA STRATEGIC FUND AND GFG FUND   

Colony Park will act as the placement agent for private placements offered under 

Regulation A, Regulation D, and Regulation S of the Securities Act in two funds, GCA 

Strategic Investment Fund Limited (ñGCA Strategic Fundò) and Global Capital Funding 

Group, L.P. (ñGFG Fundò), two institutional investors for which Global Capital 

Advisors, LLC, an affiliated entity, and Global Capital Advisors, Ltd., are investment 

advisors, respectively.   

 

Colony Parkôs role as the placement agent for these two funds is limited.  Mike 

Brown will conduct a due diligence analysis of the offerings for the limited purpose of 

approving the investment for Colony Park to participate as the broker-dealer.  Global 

Capital Advisors, Ltd. and Global Capital Advisors, LLC have the sole responsibility for 

determining if the offering is a suitable investment for GCA Strategic Fund or GFG Fund 

and conducting the due diligence review to verify the accuracy and completeness of the 

statements made in the Offering Memoranda and any public filings made by the issuer.  

 

Global Capital Advisors, LLC, and Global Capital Advisors, Ltd. are solely 

responsible for obtaining any corrected information from the issuer.  Prior to the closing 

of the offering, Global Capital Advisors, Ltd., and Global Capital Advisors, LLC are 

responsible for verifying that all amendments have been provided and the files are 

accurate and complete. 

 

A. Closing File 

 Global Capital Advisors, LLC and Global Capital Advisors, Ltd. will maintain a 

Closing File for the benefit of Colony Park for each private placement transaction in 

which Colony Park serves as the placement agent for GCA Strategic Fund and GFG 

Fund, respectively.  The Closing File will contain the following documents: 

 

1. Subscription Agreement and all transaction documents; 

2. Due diligence review conducted by the investment adviser; 

3. A list of all investors, and the amount invested; 
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4. An executed copy of all documents executed by either the issuer or the 

investors in connection with the transactions;  

5. Copies of all securities issued with the transaction; 

6. Incoming and outgoing correspondence; and  

7. Documentation showing the suitability evaluation. 

All investors in the GCA Strategic Fund and GCA Fund are accredited investors.  

Global Capital Advisors, LLC and Global Capital Advisors, Ltd. shall be responsible for 

preparing and submitting all other documents required for participation in the offering. 

 

VI.  GENERAL RULES FOR PRIVATE PLACEMENT TRANSACTIONS FOR 

OFFERINGS TO INVESTORS OTHER THAN GCA STRATEGIC FUND 

AND GFG FUND 

A. Private Placements Under Regulation D 

1. The Legal Background 

The term ñprivate placementò as used in this Manual 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 or under the Regulation D 

safe harbor, as promulgated by the SEC, or both.  Regulation D, promulgated in 1982, 

sets forth certain guidelines for compliance with a private offering exemption safe harbor.  

Sales personnel who are involved in the private placement process are expected to have a 

working familiarity with Regulation D. 

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 

interpretations and court decisions or must follow the conditions set forth under 

Regulation D of the Securities Act.  Persons claiming an exemption from the Securities 

Act carry the burden of proving that its activities came within that exemption. 

2. Regulation D Overview 

Regulation D is a series of six (6) rules, Rules 501-506, establishing three 

transactional exemptions from the registration requirements of the Securities Act of 1933. 

Rules 501-503 set forth definitions, terms and conditions that apply generally 

throughout the Regulation.  Specific exemptions are set out in Rules 504-506. 

Rule 504.  This rule permits offerings of up to $1,000,000 essentially without 

restrictions.  So long as a company does not have publicly-listed securities and is not a 

development stage company without a specific business plan or purpose, it may offer 

securities to any type of investor and to any number of investors.  The total offering may 

not exceed $1,000,000, and the offering price of any securities sold in the 12 months 
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prior to the 504 offering will be counted against the $1,000,000 limit.  However, this does 

not mean that an offering under Rules 505 or 506 is prohibited for 12 months after the 

504 offering.  Thus you could do an offering for $1,000,000 under Rule 504 on March 1, 

then do a Rule 506 offering for $6,000,000 on September 1. 

However, the offering is subject to integration with any offerings made within six 

months before or six months after the offering.  The concept of integration will be 

discussed in greater detail below because it applies to all types of Regulation D offerings.   

Rule 504 has no restrictions on the manner of offering and no limitations on resale 

of the securities acquired in the offering. 

Rule 505.  This rule exempts offerings of up to $5,000,000 sold to no more than 

35 purchasers (excluding accredited investors).  Like Rule 504, there is a rolling 12-

month period prior to the 505 offering during which the offering price of other offerings 

must be counted against the $5,000,000 limit.  Rule 505 offerings are subject to 

limitations on the manner of the offering; the offering cannot be made using any form of 

general solicitation or general advertising, including, among other things, any 

advertisements, articles, notices etc. published in any newspaper, magazine, over the 

radio or on television, or any seminar or meeting to which the attendees have been invited 

by a general solicitation or advertising.  In other words, all purchasers must be identified 

through personal contacts.   

In addition, if securities are sold to unaccredited investors, certain specified 

information must be provided to them.  The amount of information, both financial and 

business-related, to be provided depends on the size of the offering, but in all cases is 

fairly substantial and can be as much as would be required for a registered offering.  

Any securities acquired in a Rule 505 offering are considered ñrestricted 

securitiesò and cannot be resold unless they are registered or there is another exemption 

for the resale.  The rule also imposes an obligation to make reasonable inquiry of the 

potential purchasers to confirm that they are acquiring the securities for investment and to 

confirm that the purchasers are aware of the restricted nature of the securities they are 

acquiring.   

Unlike either Rule 504 or Rule 506, anyone who is subject to Regulation 262 (the 

ñbad boyò provisions) is disqualified from relying on Rule 505. 

Rule 506.  There are no limits to the size of a Rule 506 offering.  Many of the 

Rule 506 provisions are similar to Rule 505.  For instance, the offering must be to no 

more than 35 purchasers (excluding accredited investors), there are limitations on the 

manner of the offering and there are limitations on resale of the securities acquired in 

such an offering.  Information must be supplied if non-accredited investors are 

purchasers, and the offer or must inquire as to the investment intent of the potential 

purchasers and confirm that they are aware of the restricted nature of the securities.  In 

addition, under Rule 506, each investor who is not an accredited investor must, either 
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alone or with his purchaser representative, have the business and financial sophistication 

to evaluate the merits and risks of the investment.   

Integration.  Generally offerings that occur within six months of each other are 

subject to being integrated with one another and considered as part of the same offering.  

This is a different rule than the one that requires an issuer to include the amount of 

previous offerings when calculating its limits under Rules 504 and 505.  Integration has 

the potential to create problems because the manner or size of one offering can affect 

another and destroy the exemption for one or both.  For instance, if a Rule 504 offering is 

made on March 1 and a Rule 506 offering is made on June 1 and the two offerings are 

integrated, the 504 offering will be too large.  Or, if the manner in which the Rule 504 

offering was sold deviated from the manner in which a Rule 506 offering can be sold, it 

could disqualify the issuer from relying on Rule 506 for the second offering.   

This six-month rule is a safe harbor and offerings that occur within that period 

may not necessarily be integrated if the pattern of facts and circumstances suggests that 

they should not be.  The types of factors that are considered include whether the 

securities offered are of the same class, if the sales are part of the same plan of financing, 

timing of the sales, what type of consideration is received and whether the sales are being 

made for the same general purpose.   

Accredited Investors.  Rule 501(a) provides detailed definitions of accredited 

investors, including (i) any corporation, Massachusetts or similar business trust, or 

partnership, not formed for the specific purpose of acquiring the securities offered, with 

total assets in excess of $5,000,000.00, (ii) any entity in which all the equity owners are 

accredited investors, (iii) any natural person whose individual net worth, or joint net 

worth with his or her spouse, exceeds $1,000,000, and (iv) any natural person who had an 

individual income in excess of $200,000 in each of the two most recent years or joint 

income with that personôs spouse in excess of $300,000 in each of those years and has a 

reasonable expectation of reaching the same income level in the current year.   

Under Regulation D there is no requirement to provide specific and detailed 

information to accredited investors.  Accredited investors are not counted toward the 

number of purchaser limitations in Rule 505 and 506 and an issuer does not have to 

consider the financial sophistication and experience of the investors under Rule 506.  

Potential purchasers are required to complete a questionnaire before buying any securities 

to establish whether they are accredited investors and whether they have the requisite 

business and financial experience to evaluate the investment. 

3. Additional Compliance Considerations Under Regulation D 

The SEC has pointed out the following regarding Regulation D: 

(1) Regulation D does not exempt offering from the anti-fraud and civil 

liability provisions of the various federal securities laws. 
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(2) Further, Regulation D in no way relieves issuers of their obligation to 

furnish to investors whatever material information may be needed to make 

any required disclosures not misleading. 

 

(3) Similarly, notwithstanding exemption from registration at the federal 

level, Regulation D in no way obviates an issuerôs obligation to comply 

with applicable state law. 

 

(4) Regulation D is interpreted as providing ñtransactionalò exemptions to 

issuers only.  Thus, except for the case of a 504 offering, an investor 

whose purchase was exempt from registration cannot resell his or her 

interest without establishing an independent basis of exemption. 

 

(5) The three (3) exemptions are not intended to be mutually exclusive, that is 

a reliance on one exemption is not deemed to be an election to the 

exclusion of any other applicable exemption. 

 

(6) Finally, the exemptions of Regulation D may not be claimed with respect 

to any plan or scheme to evade the registration provisions of the Act. 

 

Existing state securities regulations often impose substantially more onerous 

limitations on issuers than does Regulation D.  Issuerôs counsel must be consulted 

regarding the requirements of the securities laws of each state in which an offering is 

going to be sold. 

4. Form D 

Notices are required to be filed with the Commission within fifteen (15) days of 

the first sale of securities in an offering under Regulation D.  Notice is on Form D.  It will 

be prepared by issuersô counsel and counsel should review filing requirements with 

individual states. 

5. Private Placement Of Restricted Securities Outside 

Regulation D 

The specific requirements to be satisfied in establishing an exemption under 

Section 4(2) for a private placement are not stated in that section of the Securities Act of 

1933.  By studying SEC interpretations and court decisions dealing with Section 4(2), the 

basic requirements, which a private placement must meet, can be determined.  They are 

summarized below: 

All the offerees and purchasers must have access to the same kind of information 

concerning the issuer, which would appear in an SEC registration statement, and 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. 
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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 ñdue diligence.ò  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.  The fact that an offeree has considerable financial resources or is a 

lawyer, accountant or businessperson, and thus may be considered sophisticated, does not 

obviate 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 less 

likely the offering is to be a private placement.  A private placement cannot be the subject 

of advertising, general promotional seminars or public meetings in connection with the 

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.  After the private 

placement has been completed, a general announcement (such as a tombstone ad) 

concerning it may be made if this is desired. 

Purchasers in a private placement must acquire the securities for investment and 

not for the purpose of further distribution.  If the purchaser acts in such a manner so as to 

participate in a distribution of the securities to the public, either directly or indirectly as a 

link between the issuer and the public, he or she and any other participant will be deemed 

to be an underwriter and the issuer will be deemed to have sold unregistered securities in 

violation of the Securities Act.  

Each of the purchasers must intend to acquire for investment at the time the 

securities are purchased.  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 confirming its investment intent.  The 

amount of the time the securities have been held (the holding period) is one of the factors 

in the hindsight determination that an investment intent existed at the time of purchase.  

A two-year (2) holding period is deemed to be the bare minimum. 

What is really apparent from the foregoing is that current and accurate 

information about the issuer and the offering and the offerees in a private placement 

transaction is absolutely essential for the making of judgments as to suitability, ability to 

evaluate an offering, and investment intent. 

6. Private Placement Offering Memorandum And Other Issuer 

Information  

To meet the requirements of Regulation D, the requirements of Section 4(2) of the 

Securities Act (the private placement exemption) and the anti-fraud provisions of the 

Securities Act, the issuer is required to make extensive disclosures regarding the nature, 
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character, and risk factors relating to an offering.  An Offering Memorandum is generally 

prepared by the issuer to make these disclosures.  Each offering memorandum should be 

numbered before it is delivered to a potential purchaser and a record kept of the recipients 

of each offering memorandum.  While a properly executed private placement is exempt 

from the registration provisions of the federal securities law, the transaction (and the 

disclosures made or a lack thereof) is subject to the anti-fraud provisions of the Securities 

Act.  If the Offering Memorandum in a particular private placement turns out to be 

materially misleading in terms of disclosures which have been made, the broker/dealer 

and its principals may be deemed to have violated or aided or abetted violations of the 

anti-fraud provisions of the federal securities laws. 

7. Due Diligence Review 

Colony Park must exercise reasonable care in verifying the accuracy and 

completeness of the statements made in the Offering Memorandum and any public filings 

made by the issuer.  For this purpose, ñreasonable careò is considered to be the degree of 

care required by a prudent person in the management of his or her own property.  A 

reasonable attempt should be made to verify the data in the Offering Memorandum if one 

is used in the transaction.  The amount of investigation required varies with the facts and 

circumstances of a particular offering.  

The Designated Principal responsible for supervising the private placement is 

responsible for the execution of the due diligence function as it applies to the particular 

private offering.  It should be noted that some states may also individually set policy with 

respect to due diligence requirements and these will be carefully reviewed by the 

Designated Principal.  

The due diligence review will be maintained in the Closing File for each private 

placement for the life of the Firm. 

8. Supplementary or Corrective Material 

During the course of private placement activities on a particular issue, or prior to 

the closing, it may become necessary to update or correct information supplied in the 

private placement memorandum as originally prepared.  The corrected information must 

be brought to the attention of the offerees by means of a cover or transmittal letter which 

describes the changes or additions.  The files maintained with respect to a particular 

offering must contain a record of what has been done.   

Prior to closing an offering, the Designated Principal supervising the private 

placement will verify that all such amendments have been sent to all subscribing offerees 

and that the files are accurate and complete. 

Copies of  all amendments will be maintained in the Closing File for each private 

placement for the life of the Firm. 

9. Offeree Access To Information 



 

 
AO 686239.1 

23 

In most private placement offering memoranda, it is stated that the memorandum 

has been prepared by counsel to the issuer from documents which have been provided by 

representatives of the issuer.  Offerees are invited to meet with representatives of the 

issuer to make an independent investigation and verification of the matters disclosed in 

the Offering Memorandum.  Courts, when reviewing private placements when 

challenged, weight investor access to underlying information about the transaction very 

heavily in the determination of whether there has been compliance with the private 

placement exemption.   

The Designated Principal supervising the private placement should obtain a 

commitment from the issuer that potential purchasers and their representatives shall be 

given access to underlying information about the transaction if they desire to pursue such 

information.  The fact that information is available to offerees should be specifically 

disclosed to the offerees at a conspicuous point in the Offering Memorandum itself or, 

the transaction term sheet. 

10. Private Placement Offering Process 

i. Offering Commencement and Termination  

The commencement date of private offerings is fixed generally at the date of the 

availability of the approved Offering Memorandum for distribution to sales personnel.  

The date is referred to in the Offering Memorandum.  The termination date for a private 

offering is dependent on the type of offering being made.  An ñall or nothingò offering 

contains, by its terms, a fixed date for the termination of the offering.  A ñbest effortsò 

offering may have an indeterminate termination period meaning that the offering 

continues until the full number of units is placed and the subscribers are formally 

accepted by both the issuer and by the Designated Principal supervising the private 

placement. 

The sales objective in a best efforts offering, of course, is that all units will be 

placed.  However, short of all units being placed, it is required that a minimum amount of 

money need be raised which shall be sufficient to meet the purposes set forth in the 

Offering Memorandum, after the funding of all of the organizational and offering 

expenses, without changing the nature of the investment called for by the general terms 

of the offering.  The issuer may be given the option of funding required issuer obligations 

by the making of loans or deferral of fees.   

In such a case where the issuer funds its requirements prior to the placement of all 

of the units, it is the obligation of Colony Park through the Designated Principal 

supervising to assure itself that appropriate disclosure to all offerees (and subscribers) be 

made and to assure itself that the basic nature and character of the transactions called for 

by the terms of the offering are maintained.  If it appears that they cannot be maintained, 

then the transaction must be rescinded and monies paid by subscribers must be refunded. 

ii.  Possible Need for a Purchaser Representative  
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A judgment must be made as to the business sophistication of a purchaser.  If it is 

determined that a particular purchaser is not sufficiently sophisticated in business matters 

to effectively evaluate the investment opportunity, then he or she must be assisted by a 

ñpurchaser representativeò i.e., a person possessing the requisite sophistication (chosen 

by the purchaser) who is able to and does assist in evaluating the investment opportunity 

and who is not an affiliate of the issuer or Colony Park.  If there is doubt about an 

individualôs need for a purchaser representative, the subscriber should be required to 

obtain one. 

iii.  Investment Intent  

Purchasers of a private placement securities must purchase for investment 

purposes and not for the purpose of resale.  The typical subscription document used in 

private placements contains what is called ñinvestment letter language.ò  This 

representation should be personally verified.  Consideration should be given as to 

whether the investment representation makes sense by the registered representative in 

view of the surrounding circumstances of the proposed purchaser. 

iv. Oral Representation  

Offerees, having received a private placement offering memorandum, frequently 

request oral explanations or supplements to the information presented.  Great care should 

be taken in making oral disclosures regarding a private placement.  Deviation from the 

printed material in the Offering Memorandum is prohibited.  Written notes of 

conversations with offerees (and their representatives) should be made, dated and placed 

in the clientôs file. 

v. Acceptance of Offerees as Purchasers  

In all private placement offerings, the subscribers must be formally accepted by 

the issuer.  The acceptance of subscribers is based upon the Purchaser Questionnaire (a 

document signed by the client).  No subscription will be accepted until the Purchaser 

Questionnaire has been reviewed and approved.  The Designated Principal supervising 

the offering should carefully review the contents of this form.  No subscription checks 

may be accepted by Colony Park.  All funds must be sent directly to the issuer or 

appropriate escrow agent.   Colony Park will ensure an independent escrow account is 

established by the Managing Underwriter.  The independent escrow agent will hold all 

funds in escrow until such  time as the appropriate contingency has been met.   In the 

event a check is mistakenly sent to Colony, the procedures set forth in Section XV.D of 

this Manual will be followed. 

Following the acceptance of the subscribers in an offering by both the issuer and 

the Designated Principal supervising the private placement transaction, the offering shall 

be consummated by notification to all involved sales persons or entities. 
 

 

B. Private Placements Under Regulation S 
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1. Legal Background And Overview 

Regulation S, which was adopted in 1990, makes it clear that the registration 

requirements of Section 5 of the Securities Act only apply to offers and sales made in the 

United States.  Regulation S provides two safe harbors for offers and sales made outside 

the U.S.  One safe harbor is for issuers, distributors (i.e., underwriters and dealers) and 

their affiliates, and the other is for resales by persons other than issuers, distributors or 

their affiliates.  There are certain general conditions (the ñGeneral Conditionsò) that 

apply to both safe harbors.   

i. General Conditions  

An offer or sale must be made in an ñoffshore transaction.ò  The offer (i) cannot 

be made to a person in the U.S. and (ii) either (a) the buyer must be (or reasonably 

believed to be by the seller) located outside the U.S. at the time the buy order is 

originated, or (b) the sale must occur on the floor of an ñestablished foreign securities 

exchangeò or on a ñdesignated offshore securities market.ò  Directed selling efforts in the 

U.S. are prohibited. 

ii.  Specific Conditions Applicable to Each Safe Harbor  

Issuer Safe Harbor.  The specific conditions that apply depend on the nationality 

and reporting status of the issuer, the type of security and the type of offering involved.  

There are three categories of transactions.   

ñPrincipally Foreign Transactionsò involve (1) offerings by foreign issuers where 

there is no substantial U.S. market interest in the class of securities being sold, (2) 

offerings of a foreign issuer, or of non-U.S. dollar denominated debt securities by a U.S. 

issuer, (3) offerings of securities backed by foreign governments or (4) securities offered 

pursuant to certain employee benefit plans established and administered outside of the 

U.S.  There are no restrictions on Principally Foreign Transactions except the General 

Conditions.     

U.S. or Quasi-U.S. Issuers are subject to the General Conditions and certain 

additional constraints.  Offers and sales made by U.S. or foreign issuers that are subject to 

the reporting requirements of the Securities Act, or offers and sales by non-reporting 

foreign issuers of debt securities where there is a substantial U.S. market interest in the 

issuerôs securities must comply with the General Conditions and the following additional 

constraints.   

No offers or sales may be made in the U.S. or to a U.S. person during a 40-day 

restricted period.  Each distributor in an offering must agree in writing that all offers and 

sales made during the restricted period must be pursuant to Regulation S (or pursuant to a 

registration statement or to another exemption) and all offering materials used during the 

restricted period must warn that the securities are restricted and may not be offered in the 

U.S. or to a person in the U.S.  Each distributor, dealer or person receiving a selling 

commission must deliver, during the 40-day restricted period, a notice to the buyer that it 

is subject to the same restrictions on offers and sales that applied to the distributor.  
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The final category covers overseas offerings by non-reporting U.S. issuers, debt 

offerings by non-reporting foreign issuers where there is a substantial U.S. market 

interest in that issuerôs securities and offering by closed-ended investment companies.  

These offerings must also comply with the same conditions as U.S. or Quasi U.S. Issuers, 

as well as certain additional restrictions.  Debt securities must be represented by a global 

security that is not exchangeable until the restricted period ends and purchasers other than 

distributors must provide certification of ownership by a non U.S. person or a U.S. person 

who has purchased the securities in an exempt transaction.  In the case of equity 

securities, no offers or sales may be made in the U.S. for one year.  Each purchaser 

during the restricted period must provide the certificate of beneficial ownership referred 

to above and agree not to resell the securities except in compliance with Regulation S (or 

pursuant to registration or another exemption).  The issuer must have a written provision 

that prohibits registering on its books any non-complying transfer of the securities.  

Equity securities sold by domestic issuers must bear a restricted legend.   

Resale Safe Harbor.  This rule is available for persons other than issuers, 

distributors and their affiliates and is also subject to the General Conditions.  Dealers and 

sellers receiving a fee or commission may not knowingly offer or sell to a U.S. person 

during the restricted period and if the seller knows that the buyer is a dealer, it must 

deliver an inter-dealer confirmation warning of the applicable restrictions.  There are no 

additional restrictions on other entities.  This safe harbor is not limited to securities 

originally issued under Regulation S, so U.S. investors can immediately resell securities 

that were privately placed or sold under some other exemption, so long as they comply 

with the General Conditions.   

iii.  Mechanics Of Complying With Regulation S 

The Designated Principal supervising the offering must verify the following for 

each private placement made in reliance on the Regulation S exemption: 

1. All offers and sales conducted under Regulation S shall be made in an 

offshore transaction.  Confirm that all potential investors are not located in the U.S. and 

that they are not U.S. persons. 

2. There may not be any ñdirected selling effortsò made in the U.S. by the 

issuer, a distributor or any person acting on behalf of the foregoing.  Directed selling 

efforts include, but are not limited to any action that could reasonably be expected to 

result in conditioning U.S. market for the security being offered, including placing 

advertisements on radio or television broadcasts or in a publication with a general 

circulation in the U.S., mailing printed material to U.S. investors or conducting 

promotional seminars in the U.S. 

3. Any issuance of equity or debt securities placed in reliance on Regulation 

S are restricted from being offered or sold in the U.S. or to U.S. persons during a 40-day 

restricted period. 
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4. There must not be a substantial U.S. market interest with respect to any 

issuer placement of debt securities. 

5. All offerings under Regulation S must be separated in such a manner so as 

to not be considered a continuous offering.   

 The Designated Principal supervising the offering will document that he/she has 

verified each issue described above and place the documentation in the closing file for the 

private placement. 

 
 

C. Private Placements Under Regulation A 

1. Overview 

Regulation A is a simplified form of registration that is available for small 

companies that are not reporting (publicly-listed) companies under the 1934 Act and that 

are not ñblank checkò companies, that is development companies not formed for a 

specific purpose.    

The maximum offering amount in any twelve month period is $5,000,000, of 

which $1,500,000 can be sold by shareholders of the issuer if the issuer has had net 

income from continuing operations in any of the last two years.  Rule 251(c) of  

Regulation A provides a special safe harbor that makes it clear that offerings under 

Regulation A will not be integrated (combined) with other subsequent offers and sales 

that are: 

 registered,  

 pursuant to the Rule 701 exemption for compensatory benefit plans,  

 under Regulation D,  

 under  Regulation S, or  

 made more than six months after the Regulation A offering is complete.     

 However, this non-integration safe harbor does not affect the requirement that any 

sales in the last twelve  months be counted against the $5,000,000 offering limit. 
 

To proceed under Regulation A, an issuer must prepare and file with the regional 

office of the SEC a simplified form of registration statement or offering circular, which 

will be reviewed by the SEC before it can be distributed to potential investors.  There are 

three types of offering circular format, including a question and answer form.  The same 

anti-fraud rules that apply to Regulation D offerings also apply to offerings under 

Regulation A, so particular care must be taken to confirm the adequacy and accuracy of 

the information in the offering circular.  All oral communication must conform to the 

offering circular.    
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The SEC has provided a ñtest the watersò process that allows issuers to publish or 

deliver a document or broadcast to potential investors before it prepares and files an 

offering circular.  This allows the issuer to avoid preparing and filing the offering circular 

if it appears there is no real interest in the offering.   

A copy of the written document or script must be submitted to the SEC before it is 

used.  The text of the document or script must indicate that no money is being solicited or 

will be accepted and that no sales can be made or commitments accepted until delivery 

and qualification of the offering circular.  The text must also identify the issuerôs 

business, products and chief executive officer.  A coupon, returnable to the issuer, may be 

attached with blanks for the potential investor to complete showing his, her or its interest.  

Once the written document or script has been submitted to the SEC, oral communications 

between the issuer and the potential investor may be initiated. 

State blue sky laws apply to offerings under Regulation A just as they do to 

offerings under Regulation D.  Some, although not all states, have a simplified offering 

procedure that is similar to Regulation A.  You must confirm that an exemption, or a 

short form registration process, is being followed in each state where the issuer operates 

and any potential purchasers are located.  A ñtest the watersò document may be 

considered an offer under state blue sky laws and therefore subject to state registration 

requirements.  Legal counsel should review any plans to use a ñtest the watersò procedure 

in any state before it is instigated.   

Regulation A is not available to any issuers or underwriters that have had certain 

actions or proceedings by the SEC pending or finalized against them (or their affiliates, 

directors, officers or beneficial owners of 10% or more) in the last five years.  Regulation 

A is also not available to any issuers or underwriters if they or any of their affiliates, 

directors, officers or owners of 10% or more has been convicted in the last 10 years of  

any felony or misdemeanor in connection with the purchase or sale of a security or the 

conduct of the business of a broker-dealer, underwriter, investment advisor, etc. or is 

subject to any order, judgment or decree of any court entered into within the last five 

years with respect to the same matters.  Regulation A is also not available if any of such 

persons is suspended or expelled or barred from membership in any national securities 

exchange or association.   

i. Regulation A Offering Considerations 

 The issuer and its counsel will have primary responsibility for preparing and filing 

the offering circular with the SEC.   

 

 Once the offering statement is filed, the following offers of the Regulation A 

securities may be made:   

 

 oral offers; 

 written offers may only be made through use of the preliminary or final 

offering circular; 
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 printed advertisements or radio or television broadcasts if they state from 

whom the offering circular may be obtained and contain no more than the 

following information; 

 the name of the issuer; 

 the title of the securities, the amount being offered and the per unit 

offering price; 

 the general type of the issuerôs business; and 

 a brief statement as to the general character and location of the issuerôs 
property. 

 

Copies of the advertisements or the scripts must be filed with the SEC.   

 No sales may be made until the offering circular is qualified with the SEC.    

 No sales may be made until at least 20 days after the last publication or 

delivery of a ñtest the watersò document or broadcast. 

 A preliminary or final offering circular must be delivered at least 48 hours 

before confirmation of sale. 

 A final offering circular must be delivered with the confirmation of sale 

unless one was delivered earlier.   

 Sales by a dealer that take place within 90 days after the final offering 

circular is qualified must be accompanied by a copy of the current offering 

circular before or with the confirmation of sale.        

D. Registered Representativeôs Responsibilities In A Private Placement 

Transaction 

Before an investor may participate in a private placement, the registered 

representative must: 

 Confirm that the registered representative and Designated Principal are 

registered in the state of the investorôs legal residence;   

 Confirm that the client qualifies as an accredited or non-accredited investor 

pursuant to the terms of the Subscription Agreement; 

 Review the proposed list of clients and their Subscription Agreements with 

the Designated Principal;  

 Provide the approved Private Placement Memorandum to the client; 

 Review the Private Placement Offering Package along with any other 

documents relevant to the transaction;    

 Determine whether the private placement is suitable for each investor based 

upon the NASD guidelines set forth below; and 
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 Obtain the Designated Principalôs final approval for the client to participate in 

the private placement. 

Colony Park will conduct a due diligence investigation of the issuer.  

 

1. Private Placement Memorandum and Amendments 

You must provide the client with a copy of the applicable approved offering 

memorandum for the private placement in, at or prior to the point of the close of the 

transaction, including any amendments to that material.  You are required to keep a copy 

of the offering memorandum you provide to clients and all amendments.  All material 

and new information obtained since the date of the offering memorandum must be 

provided to all potential clients prior to closing the transaction. 

 

2. Private Placement Offering Package 

Prior to the closing of the private placement transaction, the registered 

representative is required to provide the Designated Principal supervising the transaction 

with the Private Placement Offering Package containing the signed Subscription 

Agreement, the New Account Form, a written explanation of suitability for each client 

(unless an accredited registered institutional client), and the offering memorandum and 

amendments as well as any other relevant documents.  The Designated Principal will use 

this information as well as other documents and  information to make a final 

determination as to whether the private placement is suitable for each client and to 

determine whether he/she will approve the closing of the private placement. 

 

3. The Designated Principalôs Review of Private Placement 

Documentation  

The documents the Designated Principal will review vary according to each 

private placement, and include, but are not limited to, due diligence reports, incoming 

and outgoing correspondence, and documents contained in the Private Placement 

Offering Package.  The Designated Principal will use these documents as well as other 

information to make the final determination as to whether the private placement is 

suitable for each investor and to determine whether he/she will approve the clientôs 

participation in the private placement.  The Designated Principalôs signature on the 

blotter will indicate that the private placement is suitable for the client and that the 

transaction has been approved.  A copy of the Private Placement Blotter is Appendix E to 

this Manual. 

 

4. Delivery of Private Placement 

Upon closing, the client must sign a receipt acknowledging delivery of the private 

placement documents.  If the documents are sent directly to the client by the issuer, the 

registered representative should ask the issuer for a copy of the delivery receipt for the 

Closing File.   
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5. Colony Park Trade Blotter 

The registered representative is required to maintain a record of all clients who 

participated in each private placement to which he is assigned.  The information that must 

be recorded is stated on the Private Placement Transaction Blotter which is Appendix E 

to this Manual. 

The Private Placement Transaction Blotter for each transaction must be retained 

by the Firm for six years, two years in a readily accessible area, and a copy will be filed 

in the Closing File for the transaction. 

6. Closing Files 

 Colony will maintain a Closing File for each private placement transaction in the 

home office OSJ.  The Designated Principal will review the Closing File to confirm that 

all required documents are in the file. 

 

The Closing File should contain the following documents: 

 

 Executed Subscription Agreements from all clients; 

 Due diligence documents; 

 Delivery Receipts acknowledging the client received the private placement 

documents; 

 Copies of all correspondence received by Colony or the registered  

representative regarding the transaction;  

 An executed copy of all documents executed by either the issuer or the client 

in connection with the transaction; and  

 A copy of the Private Placement Memorandum and any amendments thereto;  

 

VII.  SUITABILITY ANALYSIS    

ñSuitabilityò is the measure of whether a recommended investment is consistent 

with the clientôs financial needs, investment objectives and risk tolerance.  When you 

recommend the purchase of a security to a client, you must have reasonable grounds to 

believe that the recommendation is suitable for the client on the basis of facts disclosed 

by the client. 

When a registered representative recommends to a client the purchase, sale or 

exchange of a security, a principal must approve the recommendation. 

A. Non-Institutional Investors 

Prior to recommending a security, whether it is a private placement, stock, mutual 

fund, municipal security, option, or penny stock to a non-institutional  investor, FINRA 

Conduct Rule 2310(b) requires the registered representative to make reasonable efforts to 
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obtain information concerning (1) the investorôs financial status, (2) the investorôs tax 

status, (3) the investorôs investment objectives, and (4) such other information used or 

considered to be reasonable by such member or registered representative in making 

recommendations to the investor. 

The term ñnon-institutional investorò shall mean an investor that does not qualify 

as an ñinstitutional accountò under FINRA Rule 3110(c)(4).   

FINRA Rule 3110(c)(4) provides: 

 ñAn institutional account shall mean the account of : 

 

 (A) a bank, savings and loan association, insurance company, or 

registered investment company; 

 

 (B) an investment adviser registered either with the Securities & 

Exchange Commission under Section 203 of the Investment 

Adviser Act of 1940 or with a state securities commission (or 

agency or office performing the functions); or  

 

 (C) any other entity (whether a natural person, corporation, 

partnership, trust, or otherwise) with total assets of at least $50 

million.ò 

 

For non-institutional investors, that registered representative Designated Principal 

will evaluate which, if any, securities are suitable for the investor, taking into account:  

 Investment objectives and goals, financial resources, risk tolerance and 

investment experience and investment horizon; 

 Tax status; 

 Previous investment experience and the complexity of the recommended 

product;  

 Ability to understand the features, benefits and risks of the security involved;  

 Ability to evaluate how market developments would affect the security; and  

 Any other information provided by the investor that would be relevant to 

suitability determination.   

 

B. Institutional Investors 

Prior to recommending a stock, mutual fund, municipal security, option, or penny 

stock or private placement to an institutional investor, the registered representative must 

evaluate if the private placement is suitable for the investor, taking into account the 

FINRA guidelines.  The Designated Principal must review all private placements 

recommended by the registered representatives for suitability.  The FINRA guidelines are 

quoted below: 
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FINRA Conduct Rule IM-2310-3 sets forth the guidelines for the 

registered representative to follow when making recommendations to 

institutional customers.  The Associationôs suitability rule is fundamental 

to fair dealing and is intended to promote ethical sales practices and high 

standards of professional conduct.  Membersô responsibilities include:  1) 

having a reasonable basis for recommending a particular security or 

strategy, 2) as well as having reasonable grounds for believing the 

recommendation is suitable for the customer to whom it is made.  

Members are expected to meet the same high standards of competence, 

professionalism, and good faith regardless of the financial circumstances 

of the customer. 

 

Rule 2310(a) requires that, in recommending to a customer the purchase, 

sale or exchange of any security, a member shall have reasonable grounds 

for believing that the recommendation is suitable for such customer upon 

the basis of the facts, if any, disclosed by such customer as to his other 

security holdings and as to his financial situation and needs. 

 

This interpretation concerns only the manner in which a member 

determines that a recommendation is suitable for a particular institutional 

customer.  The manner in which a member fulfills this suitability 

obligation will vary depending on the nature of the customer and the 

specific transaction.  Accordingly, this interpretation deals only with 

guidance regarding how a member may fulfill ñcustomer-specific 

suitability obligationsò under Rule 2310(a). 

 

While it is difficult to define in advance the scope of a memberôs suitability 

obligation with respect to a specific institutional customer transaction 

recommended by a member, the Board has identified certain factors which 

may be relevant when considering compliance with Rule 2310(a). These 

factors are not intended to be requirements or the only factors to be 

considered but are offered merely as guidance in determining the scope of 

a memberôs suitability obligations. 

 

 

Considerations Regarding the Scope of Membersô Obligations to Institutional 

Customers 
 

The two most important considerations in determining the scope of a 

memberôs suitability obligations in making recommendations to an 

institutional customer are the customerôs capability to evaluate investment 

risk independently and the extent to which the customer is exercising 

independent judgment in evaluating a memberôs recommendation.  A 

member must determine, based on the information available to it, the 

customerôs capability to evaluate investment risk.  In some cases, the 

member may conclude that the customer is not capable of making 
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independent investment decisions in general.  In other cases, the 

institutional customer may have general capability, but may not be able to 

understand a particular type of instrument or its risk.  This is more likely 

to arise with relatively new types of instruments, or those with 

significantly different risk or volatility characteristics than other 

investments generally made by the institution.  If a customer is either 

generally not capable of evaluating investment risk or lacks sufficient 

capability to evaluate the particular product, the scope of a memberôs 

customer-specific obligations under the suitability rule would not be 

diminished by the fact that the member was dealing with an institutional 

customer.  On the other hand, the fact that an customer initially needed 

help understanding a potential investment need not necessarily imply that 

the customer did not ultimately develop an understanding and make an 

independent investment decision. 

 

A member may conclude that a customer is exercising independent 

judgment if the customerôs investment decision will be based on its own 

independent assessment of the opportunities and risks presented by a 

potential investment, market factors and other investment considerations.  

Where the broker-dealer has reasonable grounds for concluding that the 

institutional customer is making independent investment decisions and is 

capable of independently evaluating investment risk, then a memberôs 

obligation to determine that a recommendation is suitable for a particular 

customer is fulfilled.  Where a customer has delegated decision-making 

authority to an agent, such as an investment advisor or a bank trust 

department, this interpretation shall be applied to the agent. 

 

A determination of capability to evaluate investment risk independently 

will depend on an examination of the customerôs capability to make its 

own investment decisions, including the resources available to the 

customer to make informed decisions.  Relevant considerations could  

include: 

 

 the use of one or more consultants, investment advisers or 

bank trust departments; 

 the general level of experience of the institutional customer 

in financial markets and specific experience with the type 

of instruments under consideration; 

 the customerôs ability to understand the economic features 

of the security involved; 

 the customerôs ability to independently evaluate how 

market developments would affect the security; and 

 the complexity of the security or securities involved. 
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A determination that a customer is making independent investment 

decisions will depend on the nature of the relationship that exists between 

the member and the customer.  Relevant considerations could conclude: 

 

 any written or oral understanding that exists between the 

member and the customer regarding the nature of the 

relationship between the member and the customer and the 

services to be rendered by the member; 

 the presence or absence of a pattern of acceptance of the 

memberôs recommendations; 

 the use by the customer of ideas, suggestions, market views 

and information obtained from other members or market 

professionals, particularly those relating to the same type 

of securities; and  

 the extent to which the member has received from the 

customer current comprehensive portfolio information in 

connection with discussing recommended transactions or 

has not been provided important information regarding its 

portfolio or investment objectives. 

 

Members are reminded that these factors are merely guidelines which will 

be utilized to determine whether a member has fulfilled its suitability 

obligations with respect to a specific institutional customer transaction 

and that the inclusion or absence of any of these factors is not dispositive 

of the determination of suitability.  Such a determination can only be made 

on a case-by-case basis taking into consideration all the facts and 

circumstances of a particular member/customer relationship, assessed in 

the context of a particular transaction. 

 

For purposes of this interpretation, an institutional customer shall be any 

entity other than a natural person.  In determining the applicability of this 

interpretation to an institutional customer, the Association will consider 

the dollar value of the securities that the institutional customer has in its 

portfolio and/or under management.  While this interpretation is 

potentially applicable to any institutional customer, the guidance 

contained herein is more appropriately applied to an institutional 

customer with at least $10 million invested in securities in the aggregate 

in its portfolio and/or under management. 
 

VIII.  POLICY FOR MONEY LAUNDERING DETECTION AND 

PREVENTION  

A. Firm Policy 
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It is the policy of Colony Park to prohibit and actively prevent money laundering 

and any activity that facilitates money laundering or the funding of terrorist or criminal 

activities.  Money laundering is generally defined as engaging in acts designed to conceal 

or disguise the true origins of criminally derived proceeds so that the unlawful proceeds 

appear to have derived from legitimate origins or constitute legitimate assets.  Generally, 

money laundering occurs in three stages.  Cash first enters the financial system at the 

"placement" stage, where the cash generated from criminal activities is converted into 

monetary instruments, such as money orders or traveler's checks, or deposited into 

accounts at financial institutions.  At the "layering" stage, the funds are transferred or 

moved into other accounts or other financial institutions to further separate the money 

from its criminal origin.  At the "integration" stage, the funds are reintroduced into the 

economy and used to purchase legitimate assets or to fund other criminal activities or 

legitimate businesses.  Terrorist financing may not involve the proceeds of criminal 

conduct, but rather an attempt to conceal the origin or intended use of the funds, which 

will later be used for criminal purposes.  

 

Colony Park is committed to complying with all of the laws and regulations 

designed to combat money laundering activity, and the funding of terrorist or criminal 

activity.  It is the responsibility of each associate to protect Colony Park and our country 

from illegal activities, including money laundering.  Non-compliance of the applicable 

laws and the Firm policy could result in significant criminal, civil and disciplinary 

penalties for an associate and/or Colony Park.  This manual is intended to provide you 

with information and guidance concerning the prevention of money laundering, which is 

an enforcement priority of the federal government, Treasury Department and the 

Securities and Exchange Commission.  The concept of  ñknowledgeò is extremely broad 

and a broker-dealer can be guilty of money laundering if it intentionally ignores certain 

suspicious activities.  In addition to determining money-laundering activities, financial 

institutions also have a duty to report suspicious activities to the federal government. 

 

Colony Park has developed an Anti-Money Laundering (ñAMLò) Program.  You 

are required to be familiar with the AML Program Procedure Manual as well as the 

policies and procedures set forth in this Manual.   

 

B. AML Compliance Officer Designation And Duties 

The Firm has designated Mark Reinstein as its Anti-Money Laundering (ñAMLò) 

Program Compliance Officer (ñAML Compliance Officerò), with full responsibilities for 

the Firmôs AML Program.  The AML Compliance Officer is responsible for overseeing 

the program, including Currency Transaction Reporting (ñCTRò) and the Bank Secrecy 

Act (ñBSAò) provisions, Office of Foreign Assets Control (ñOFACò) compliance and 

Suspicious Activity Reporting (ñSARò), overseeing communication and training for 

employees and ensuring that proper AML records are kept.  Registered Representatives 

must contact the AML Compliance Officer if he or she has questions or has a suspicion 

that money laundering or terrorist activities are occurring.  (See Section VII.E below 

regarding reporting suspicious activity or red flags.)  

 

C. Customer Identification And Verific ation 
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All employees dealing with customer account activity (e.g., registered 

representatives, back office staff, bookkeepers, etc.) must be diligent for indications of 

suspicious activity and unusual customer account activity, which could be indicative of 

potential money laundering activity.  The AML Compliance Officer will ensure that 

Colony Park screens employees for criminal or other disciplinary history, including the 

fingerprinting of employees where required.  Colony Park will not open private banking 

accounts for customers and may open accounts for foreign banker correspondence subject 

to certain conditions. 

 

Each time a customer account is opened, you will be required to obtain a 

significant amount of information that will aid in the detection of potential money 

laundering activity. (See Section IX, Opening New Accounts).  In addition to the 

information we must collect under FINRA Rules 2110 (Standards of Commercial Honor 

and Principals of Trade), 2310 (recommendations to customers ï suitability), and 3110 

(Books and Records), and SEC Rule 17a-3(a)(9) (Beneficial Ownership Regarding Cash 

and Margin Accounts), you will be required to verify, to the extent reasonable and 

practical, the identity of any customer seeking to open an account and maintain records of 

information used to verify the customerôs identity.   (See Section IX.C.) 

 

D. Red Flags 

All employees should be aware of the ñred flagsò that could indicate a potential 

illegal scheme.  If you believe a customer is involving you and Colony Park in a scam, 

follow the steps outlined in reporting a suspicious activity in Section VII.E, below.  Red 

flags that signal possible money laundering or terrorist financing include, but are not 

limited to: 

 

(1) The customer exhibits unusual concern about the Firm's compliance with 

government reporting requirements and the Firm's AML policies, 

particularly on 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.  

 

(2) The customer wishes to engage in transactions that lack business sense or 

apparent investment strategy, or are inconsistent with the customer's stated 

business or investment strategy.  

(3) The information provided by the customer that identifies a legitimate 

source for funds is false, misleading, or substantially incorrect.  

 

(4) Upon request, the customer refuses to identify or fails to indicate any 

legitimate source for his or her funds and other assets.  

 

(5) 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.  
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(6) The customer exhibits a lack of concern regarding risks, commissions, or 

other transaction costs.  

 

(7) 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 or is otherwise evasive regarding that 

person or entity.  

 

(8) The customer has difficulty describing the nature of his or her business or 

lacks general knowledge of his or her industry.  

 

(9) The customer attempts to make frequent or large deposits of currency, 

insists on dealing only in cash equivalents, or asks for exemptions from 

the Firm's policies relating to the deposit of cash and cash equivalents.  

 

(10) The customer engages in transactions involving cash or cash equivalents 

or other monetary instruments that appear to be structured to avoid the 

$10,000 government reporting requirements, especially if the cash or 

monetary instruments are in an amount just below reporting or recording 

thresholds.  

 

(11) 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. 

 

(12) The customer is from, or has accounts in, a country identified as a non-

cooperative country or territory by the FATF.  

 

(13) The customer's account has unexplained or sudden extensive wire activity, 

especially in accounts that had little or no previous activity.  

 

(14) The customer's account shows numerous currency or cashiers check 

transactions aggregating to significant sums.  

 

(15) The customer's account has a large number of wire transfers to unrelated 

third parties inconsistent with the customer's legitimate business purpose.  

 

(16) 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.  

 

(17) The customer's account indicates large or frequent wire transfers, 

immediately withdrawn by check or debit card without any apparent 

business purpose.  
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(18) The customer makes a funds deposit followed by an immediate request 

that the money be wired out or transferred to a third party, or to another 

firm, without any apparent business purpose.  

 

(19) 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.  

 

(20) The customer engages in excessive journal entries between unrelated 

accounts without any apparent business purpose.  

 

(21) The customer requests that a transaction be processed to avoid the Firm's 

normal documentation requirements.  

 

(22) 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 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.)  

 

(23) The customer's account shows an unexplained high level of account 

activity with very low levels of securities transactions. 

 

(24) The customer maintains multiple accounts, or maintains accounts in the 

names of family members or corporate entities, for no apparent purpose.  

 

(25) The customer's account has inflows of funds or other assets well beyond 

the known income or resources of the customer.  

 

When there is doubt as to the identity of the customer or the validity of the sources of the 

customerôs funds, you must contact the AML Compliance Officer.  The AML officer will 

determine whether the account should be opened, why or why not.   

 

E. Responding To Red Flags And Reporting Suspicious Activity  

 When a registered representative or employee is aware of a red flag, he or she 

shall notify the AML Compliance Officer immediately, unless the violations implicate 

the AML Compliance Officer, in which case the employee shall report to the Chief 

Executive Officer.  Such reports shall be confidential and the employee will suffer no 

retaliation for making them.  Under the direction of the AML Compliance Officer (or the 

Chief Executive Offer) additional information may be collected internally or from third-

party sources, including contacts in the government, freezing the account, and filing a 

SAR.  Employees should be aware that money launders are highly sophisticated and will 

change techniques to avoid detection.   
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1. Reporting of Suspicious Activity is the Responsibility of 

Employees 

When there is a suspicion of money laundering, the employee shall take the following 

steps: 

 

 Will not inform the customer that a potential suspicious activity has 

been identified. 
 

 Will immediately report the suspicion to the AML Compliance 

Officer.  
 

 Will provide all pertinent documents to the AML Compliance 

Officer. 
 

 Will not transact business until authorized by the AML Compliance 

Officer.  
 

 When in doubt whether to submit the suspicion, the employee 

should always talk to the AML Compliance Officer and the AML 

Compliance Officer will determine if appropriate to conduct 

business with a potential customer. 

 

F. Receipt Of Currency Is Prohibited 

Colony Park prohibits the receipt of currency.  See Section IV.C.5. of this Manual.  

1. Currency Transaction Reports (CTR) 

In the event currency has been received, the AML Compliance Officer is required 

to file with FinCEN CTRs for transaction involving currency that exceed $10,000.  With 

respect to currency transactions, multiple transactions must be treated as a simple 

transaction if Colony Park has knowledge that the transactions are by or made on behalf 

of the same person, and they result in either currency received (cash in) or currency 

dispersed (cash out) by Colony Park totaling more than $10,000 in any one business day.  

This applies to any partner, director, officer or employee of Colony Park, or any existing 

system at Colony Park that permits a firm to aggregate transactions.   

 

2. Currency and Monetary Instrument Transport ation Reports 

(CMIR)  

CMIRs are filed for certain transactions involving ñmonetary instruments.ò  

ñMonetary instrumentsò include the following currency; travelers checks in any form; all 

negotiable instruments (including personal and business checks, official bank checks, 

cashierôs checks, third-party checks, promissory notes, and money orders) that are either 

in bearer form, endorsed without restriction, made out to a fictitious payee, or otherwise 

in such form that title passes upon delivery; incomplete negotiable instructions that are 
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signed but with a payees name omitted; and securities or stock in bearer form or 

otherwise in such form that title passes upon delivery.  If the Firm discovers currency is 

received the AML Compliance Officer may be required to file with the Commission of 

Customs a CMIR. 

 

G. Transfers Of $3,000 Or More Under The Joint And Travel Rule 

  When Colony Park is asked to transfer funds of $3,000 or more, the registered 

representative is required to record on the transmittal order at least the following 

information:   

 

1. Name and address of the transmitter and recipient; 

2. Amount of the transmittal order; 

3. Identity of the recipientôs financial institution;   

4.  Account number of the recipient; and    

5.   Confirm that the required verification has been performed. 

 

The registered representative is required to verify the identity of transmitters and 

recipients who are not established customers of the Firm (i.e., customers of the Firm who 

have not previously maintained an account with us or for whom we have not obtained 

and maintained a file with the customer's name, address, taxpayer identification number, 

or, if none, alien identification number or passport number and country of issuance).  The 

registered representative is required to maintain the relevant documentation on the 

customerôs or recipientôs identity and verification in the transmitting customerôs file.     

 

The transfer of funds includes wire transfers, certain interval transfers, as well as 

transmittal orders or instructions made in person or by telephone, facsimile, or electronic 

messages sent or delivered by a customer. 

 

H. Training Of Employees 

The AML Compliance Officer will conduct periodic, but not less than annual, 

training with all pertinent staff members.  This training will include AML efforts, 

including recognition of the signs of money laundering and what to do once the activity is 

identified.  Employees will be instructed in their role in the AML program, how to 

perform those roles, and the disciplinary consequences for non-compliance.  The record 

retention policy surrounding the program will also be covered.  This training will be 

conducted as needed to keep the staff current on all related AML efforts.   

 

I. Monitoring Employee Conduct And Accounts 

Each employeeôs account will be subject to the same AML procedures as 

customer accounts, under the supervision of the AML Compliance Officer.  

 

J. Information Sharing  
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Colony Park recognizes the importance of sharing information relating to money 

laundering and terrorist activity.  The AML Compliance Officer is the only person 

allowed to share information with other entities.  Registered representatives and other 

employees are not allowed to share any information with other entities as there are 

strict confidentiality rules regarding the sharing of information which Colony Park 

and its registered representatives and other employees must comply with in the 

process of reporting suspicious activity.  Information gathering on potential suspicious 

activity shall be made available, as required, to the federal law enforcement agencies and 

securities regulators only by the AML Compliance Officer. 

 

K.  Records Required 

As part of our AML program, our Firm will create and maintain SARs, CTRs, 

CMIRs, FBARs, and relevant documentation on customer identity and verification, and 

funds transfers and transmittals as well as any records related to customers listed on the 

OFAC list.  The registered representative is required to maintain relevant documentation 

on customer identity and verification in the customerôs file, and shall provide such 

documentation to the AML Compliance Officer or Designated Principal as requested.  

(See also Section IX, Opening New Accounts, for information regarding documentation 

that you must obtain as part of the AML program when opening new accounts.)  

 

IX.  OPENING NEW ACCOUNTS 

A. New Account  

 The following documents are required to open a new client account: 

 

 1. A complete and current New Account Form; 

 2. A complete application; 

 3. Payment instructions (check or transfer instructions); and 

 4. Any additional information Colony Park deems necessary. 

 

In addition, for non-U.S. persons without a taxpayer identification number, you 

will collect: 

 an alien identification card number or number and country of issuance 

of any other government-issued document evidencing nationality or 

residence and bearing a photograph or other biometric safeguard.  

 

B. Risk-Based Information On Various Account Types 

Recognizing that different types of accounts pose different risks and trigger 

different requirements under the rules, we will gather the additional information specified 

below for each of the following categories of accounts we provide: 

  



 

 
AO 686239.1 

43 

1) Individual Accounts ïWe will make reasonable efforts to obtain the 

customerôs net worth, annual income, occupation and employment data, 

such as the employerôs address, and the customerôs investment experience 

and objectives. 

 

2) Non-U.S. Person Accounts ï We may inquire more fully depending on a 

number of factors, such as the country of origin of the account holder or 

persons authorized to trade.  Under the Bank Secrecy Act (BSA), we must 

record a current passport number or other valid government identification 

number for non-U.S. person account transfers or transmittals of $3,000 or 

more.  See NTM 02-21, page 6, n.25. 

 

3) Domestic Operating or Commercial Entities ï We will collect information 

sufficient to determine the corporate or business entityôs identity, and the 

authority of its business representative to act on its behalf, which may 

include records of incorporation, business licenses, partnership 

agreements, corporate resolutions or other similar documents.  

 

4) Domestic Trusts ï We will identify the trustee, the activity the trust 

authorizes, and the authority of the trustôs representative to act on its 

behalf.  

 

5) Foreign and Offshore Entities ï We will identify the account holder and 

other persons or entities authorized to trade for the account and we will 

consider the entityôs country of incorporation, location and other factors to 

determine what additional identifying information is necessary and 

available.  (See Section 6 below for special procedures governing 

correspondent accounts for foreign shell banks and other foreign financial 

institutions and foreign private banking accounts.)  

 

6) Institutional Accounts, Hedge Funds, Investment Funds and Other 

Intermediary Relationships ï While our AML procedures cover 

institutional clients, we recognize that certain types of institutional 

accounts are different from retail accounts.  Institutional accounts often 

are opened for financially sophisticated customers who trade frequently, in 

volume, and usually through an intermediary, some of whose AML 

policies and procedures are sufficient and verifiable.  When dealing with 

an institutional client, we will consider whether it has an AML program 

and the quality of that program, the length and nature of our experience 

with the institution, and the history of the institution.  In addition, in 

determining whether it is necessary to identify the investors of non-U.S. 

institutions, we will consider the regulation of the institution by its home 

country and whether the institution is located in a bank secrecy haven or a 

non-cooperative country. (See Section 6 below for special procedures 

governing correspondent accounts for foreign shell banks and other 

foreign financial institutions and foreign private banking accounts.)  

http://www.nasdr.com/pdf-text/0221ntm.pdf
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7) Transferred Accounts ï Although we are not required to verify the identity 

of a customer whose account is transferred to our Firm if the customer 

does not initiate the transfer, we will still consider the scenarios above in 

deciding if the risks of a particular transferred account require our 

obtaining and verifying information from the transferred customer. 

 

8) High Risk and Non-Cooperative Jurisdictions ï We will not open accounts 

that fall under this category. We will check the lists and accompanying 

narrative information of the Financial Action Task Force (FATF) 

[http://wwwl.0ecd.org/fatf/NCCT_en.htm], FinCEN [http://www.treas.gov 

/fincen/pub_main.html], and the ñMajor Money Laundering Countriesò 

section of the ñMoney Laundering and Financial Crimesò part of the U.S. 

Department of Stateôs annual International Narcotics Control Strategy 

Report [http://www.state.gov/g/inl/rls/nrcrpt/2001/c6085.htm] to 

determine problematic countries and will not maintain accounts that are 

based in these jurisdictions.   

 

9) Senior Foreign Government/Public Officials ï We will not maintain 

accounts with individuals that meet this criteria.  We realize that to 

maintain these account we must conduct enhanced scrutiny of accounts 

requested or maintained by or on behalf of senior foreign political figures 

(including their family members and close associates).  See below ñPrivate 

Banking Accounts/Foreign Officials.ò  

 

All accounts must be approved by a Designated Principal before the account is opened.  

The Designated Principal will be provided with a list of the type of accounts that may be 

held at the Firm to ensure that unapproved accounts are not opened. 

 

1. Additional Inquiries  

Registered representatives are required under the suitability and fair dealing 

requirements to collect customer identification information.  Depending on the nature of 

the account, the registered representative will take the following additional steps, to the 

extent reasonable and practical, when the account is opened: 

 

 Inquire about the customerôs assets and income so that we can determine 
if the in flow and out flow of the money and securities is consistent with 

a customerôs financial status.  This information is required from foreign 

private banking accounts and for foreign correspondent banking 

accounts when we have determined that a foreign correspondent banking 

account poses a significant risk of money laundering. 

 

 Gaining an understanding of what the customerôs monthly trading 
patterns will be, so any deviation from the patterns can be detected 

later on. 

http://www.state.gov/g/inl/rls/nrcrpt/2001/c6085.htm
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2. Customers Who Refuse To Provide Information 

If a potential or existing customer either refuses to provide the information 

described above when requested, or appears to have intentionally provided misleading 

information, our Firm will not open a new account and, after considering the risks 

involved, consider closing any existing account.  In either case, our AML Compliance 

Officer will be notified so that we can determine whether we should report the situation 

to FinCEN.   

 

C. Veri fying Information   

Based on the risk, and to the extent reasonable and practicable, the registered 

representative must ensure that he or she has a reasonable belief that we know the true 

identity of our customers by using risk-based procedures to verify and document the 

accuracy of the information received about our customers.  In verifying customer 

identity, the registered representative is required to analyze any logical inconsistencies in 

the information we obtain.   

 

The registered representative must verify customer identity through documentary 

evidence, non-documentary evidence, or both.  The registered representative will use 

documents to verify customer identity when appropriate documents are available.  In 

light of the increased instances of identity fraud, the registered representative should 

supplement the use of documentary evidence by using the non-documentary means 

described below whenever possible.  The registered representative may also use such 

non-documentary means, after using documentary evidence, if he or she is still uncertain 

about whether we know the true identity of the customer.  

 

Appropriate documents for verifying the identity of natural persons include the 

following:  

 

 An unexpired driverôs license, passport, or other government 

identification showing nationality, residence, and photograph or other 

biometric safeguard, or, for non-U.S. persons, an unexpired alien 

registration card or other government issued identification showing 

nationality, residence and photograph or other biometric safeguard  

 

The following documents are appropriate for verifying the identity of businesses: 

 

 A certificate of incorporation, a government-issued business license, any 

partnership agreements, any corporate resolutions, or similar documents.   

 

Verification of customer identity through the use of non-documentary evidence is 

mandatory in the following situations:  

 

1) when the customer is unable to present an unexpired identification card 

with a photograph or other biometric safeguard;  
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2) when the documents the customer presents for identification verification 

are unfamiliar to the Firm;  

 

3) when the customer and Firm do not have face-to-face contact; and  

 

4) when there are other circumstances that increase the risk that the Firm will 

be unable to verify the true identity of the customer through documentary 

means.  Under these circumstances, the registered representative shall  use 

the following non-documentary methods of verifying identity: 

 

 Contact the customer after the account has been opened (although we 

cannot rely solely on customer contact as a means for verification); 

 

 Obtain financial statements from the customer; 

 

 Compare information obtained from the customer against databases, 

such as Equifax, Experion, Lexis/Nexis, or other in-house or custom 

databases; 

 

 Compare information obtained from customer with information 

available from a trusted third-party source (such as a credit report);  

 

 Check references with other financial institutions; and 

 

 Any other non-documentary means deemed appropriate. 

 

Registered representatives are required to verify the information at the time new 

accounts are opened, if possible, but in most situations no later than five business days 

after opening.  However, we recognize that there may be situations where even a five-day 

delay will be too long.  Depending on the nature of the account and requested 

transactions, the registered representative or Designated Principal may refuse to complete 

a transaction before the information is verified, or in some instances when we need more 

time, the Designated Principal may restrict the types of transactions or dollar amount of 

transactions pending verification. The registered representative must document his or her 

verification, including all identifying information provided by a customer, the methods 

used and results of verification, and the resolution of any discrepancy in the identifying 

information, and shall maintain the documentation in the customerôs file.  Colony Park 

will maintain those records for five years after the account has been closed or the 

customer's trading authority over the account has ended.   

 

The registered representative should contact the AML Compliance Officer if the 

registered representative needs assistance to complete the proper verification of the 

customerôs identity. 
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1. Transfers or transmittals of $3,000 or more by or for non-

resident alien accounts 

As required under the BSA, the Registered Representative is required to record a 

current passport number or other valid government identification number for transfers or 

transmittals of $3,000 or more by or for non-resident alien accounts. 

 

2. Using Government Provided List of Terrorist and Other 

Criminals  

Before opening an account, and on an ongoing basis, the AML Compliance 

Officer will check to ensure that a customer does not appear on a list provided to us by 

the government, like the Treasuryôs OFAC ñspecifically Designated Nationals and 

Blocked Persons Listò (SDN List) and is not from or engaging in transactions with people 

or entities from embargoed countries and regions listed on the OFAC Web Site.  Because 

the OFAC Web Site is updated frequently, we will consult the list on a regular basis and 

subscribe to be sent updates when they occur.  We may access these lists through various 

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.    

 

In the event that we determine a customer, or someone with or for whom the 

customer is transacting, is on the SDN List or is from or engaging in transactions with a 

person or entity located in an embargoed country or region, we will reject the transaction 

and/or block the customer's assets and file a blocked assets and/or rejected transaction 

form with OFAC. 

 

D. Notice to Customers  

The Firm will provide notice to customers that it is requesting information from 

them to verify their identities, as required by Federal law.  The Firm will notify the 

customer in writing when the information is requested and post a sign in the lobby of the 

Firm.  

 

 

E. Foreign Bank/Correspondent Accounts  

1. Detecting and Closing Correspondent Accounts of 

Unregulated Foreign Shell Banks 

If Colony Park opens a securities account for a foreign bank, the AML 

Compliance Officer must ensure that the foreign bank is not a shell bank, nor will the 

foreign bank use the account to provide services to any shell banks (this does not apply to 

a regulated affiliate of a depository institution or foreign bank that is subject to 

supervision and examination by a banking authority in the country regulating the bank).  

A shell bank is defined as a foreign bank without any physical presence/fixed address.  

Under no circumstances will Colony Park maintain an account relationship with a shell 

bank, even indirectly, under penalty of law. 



 

 
AO 686239.1 

48 

 

In addition, the registered representative must provide the account documents to 

the AML Compliance Officer for  review to ensure that information and records on the 

owners of the foreign bank is on file, along with the name and address of a person who 

resides in the United States that is authorized to accept service of legal process on behalf 

of the foreign bank.  If an account is opened for a foreign bank, the AML Compliance 

Officer is responsible for (i) subjecting the account to close scrutiny in order to 

detect/report suspicious activity and (ii) producing account information related to that 

account within seven business days upon request from federal law enforcement.  The 

account must be closed within 10 days if the foreign bank fails to respond to a US 

Government subpoena.   

 

A correspondent account is defined as an account established to receive deposits 

from, make payments on behalf of a foreign financial institution, or handle other financial 

transactions related to the foreign financial institution (e.g., a foreign bank).  If Colony 

Park intends to open a correspondent account on behalf of a foreign institution, the AML 

Compliance Officer must: 

 

 Assess whether the foreign financial institution presents a significant 

risk of money laundering, based on any relevant factors;  

 

 Consider information available from U.S. governmental agencies and 

multinational organizations with respect to supervision and regulation, if 

any, applicable to the foreign financial institution;  

 

 Review guidance issued by the Treasury Department, SEC or NASD 

regarding money laundering risks associated with particular foreign 

financial institutions and correspondent accounts for foreign financial 

institutions generally; and, 

 

 Review public information to ascertain whether the foreign financial 

institution has been the subject of criminal action of any nature, or 

regulatory action relating to money laundering.  

 

Upon finding or suspecting such accounts, Firm employees shall notify the AML 

Compliance Officer, who will terminate any verified correspondent account in the United 

States for an unregulated foreign shell bank.  We will also terminate any correspondent 

account that we have determined that is not maintained by an unregulated foreign shell 

bank but is being used to provide services to such a shell bank.  We will exercise caution 

regarding liquidating positions in such accounts and take reasonable steps to ensure that 

no new positions are established in these accounts during the termination period.  We will 

terminate any correspondent account for which we have not obtained the information 

described in Appendix A of the proposed regulations regarding shell banks within the 

time period specified in those regulations. 

 

2. Mandatory Enhanced Due Diligence 
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If Colony Park intends to open a correspondent account for a foreign bank that: (i) 

operates under an offshore banking license; (ii) is licensed by a foreign country that has 

been designated as uncooperative with international anti-money laundering principles; or 

(iii) is licensed by a foreign country that the Treasury Department has identified as 

warranting special measures due to money laundering concerns, for such correspondent 

accounts, we will apply the enhanced due diligence requirements of 31 C.F.R. §103.176.  

These requirements  include:   

 

 Enhanced scrutiny of the correspondent account to guard against money 

laundering and to ensure detection and reporting of known or suspected 

illegal activity;  

 Obtaining and reviewing documentation relating to the foreign bankôs 
anti-money laundering program and considering the extent to which the 

foreign bankôs program is reasonably designed to detect and prevent 

money laundering;  

 Determining whether the foreign bank holding the correspondent 

account maintains correspondent accounts for other foreign banks and, if 

it does, then documenting the identity of those foreign banks and 

assessing and minimizing the risks with respect to money laundering 

risk they pose; and, 

 Identifying the owners and the extent of each ownerôs ownership interest 
in the foreign bank if the bankôs shares are not publicly traded.  

 

The registered representative shall work with the AML Compliance Officer to 

obtain the necessary information to meet these requirements.  

 

Enhanced due diligence by the AML Compliance Officer may also include 

monitoring transactions through the correspondent account and obtaining information 

from the foreign bank about the identity of the persons that will have authority to direct 

transactions through the account and the sources and beneficial ownership of funds or 

other assets of such persons in the correspondent account. 

 

If we cannot perform due diligence adequately, we will, after consultation with 

our AML Compliance Officer and as appropriate, do one or more of the following: not 

open the account, suspend the transaction activity, file a SAR, and close the account. 

 

3. Exception for Federal Reserve Designated Jurisdictions 

We will not automatically apply these enhanced due diligence procedures for 

foreign banks operating under optional branch licenses if the bank is located or chartered 

in a jurisdiction that has been found by the Federal Reserve to be subject to 

comprehensive supervision or regulation on a consolidated basis by relevant supervisors 

in that jurisdiction, provided that the jurisdiction is not on the FATF list or Treasuryôs list 

of jurisdictions requiring special measure.  Instead we will follow the risk base 

assessment specified below for whether any enhanced scrutiny is appropriate. 
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4. Enhanced Due Diligence Resulting From Risk ï Based 

Assessments 

We will make a risk-based assessment as to whether any foreign correspondent 

account poses a significant risk of money laundering activity, considering the foreign 

financial institutions lines of business, size, customer base, location, product and services 

offered, nature of the correspondent account and the type of transactions for which it will 

be used.  In making a risk assessment, we will consider any publicly available 

information from US governmental agencies and multinational organizations on 

regulation supervision, if any, applicable to the foreign financial institution, as well as 

public information about jurisdictions in which our foreign financial institution customers 

are organized or licensed.  We will also consider any guidance issued by the US 

Treasury, the SEC, any other government agency, or NASD concerning money 

laundering risk associated with particular foreign financial institutions and types of 

correspondent accounts, as well as any public information on whether our customers have 

been the subject of any criminal actions of any kind or any regulatory action relating to 

money laundering. 

 

If we determine an account poses a significant risk of money laundering activity, 

we will place immediately limitations on the account and/or freeze or close the account, 

may be appropriate SAR filings and emergency calls to the government. 

 

5. Record Keeping for Foreign Correspondence Accounts 

The AML Compliance Officer will require our foreign bank account holders to 

complete model certifications issued by the US Treasury.  We will send a certification 

form to our foreign bank account holders for completion, which includes certification that 

they are not shell banks as well as providing ownership and agent information.  We will 

recertify when we believe that the information is no longer accurate and at least every 

two years.  We will close within 10 days any such account for a bank that we learn from 

Treasury or the Department of Justice that has failed to comply with the Summons or has 

contested a Summons.  We will scrutinize any account activity during the 10-day period 

to ensure that any suspicious activities are appropriately reported and to ensure that no 

new positions are established in these accounts. 

 

F. Transaction Suitability Review 

When a client opens a new account, the Designated Principal shall consider the 

following suitability criteria: 

 1. All information on the client New Account Form; 

 2. Breakpoint sales; 

 3. Switching; 

 4. Excessive size of trade in relation to client assets; and 
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 5. Any other criteria Colony Park deems necessary to ensure the  

  suitability of the transactions. 

As part of suitability review, the Designated Principal will discuss any accounts in 

question with the registered representative of record in order to ascertain the suitability 

for speculative trading, unusual investments, or excessive activity.  The Designated 

Principal will utilize professional judgment as to when to contact the client to verify the 

activity in the account and updates suitability information on the Client Account Form.  

G. New Account Form 

All sections of the New Account Form must be fully completed in order to 

conduct the suitability review.  A New Account Form is needed for all new clients, 

including corporations, partnerships, trusts or other entities.  When a client is anything 

other than an individual, the registered representative  must obtain certain documents to 

establish the account as stated in Sections A&B above, and on the New Account Form. 

The information that must be obtained is different for institutional and non-institutional 

customers and is stated on the form.  The New Account Form contains the following 

sections:   

 1. Account Information; 

2. General Client Information (address, social security number); 

3. Individual/Joint Account Information (employment, number of 

dependents, martial status); 

4. Power of Attorney or Investment Advisor Information; 

5. Account Holderôs Financial and Investment Information 

(investment experience, other brokerage accounts, income, risk 

profile); 

6. Source of Funds to Open the Account; and  

 7. Signatures (Representative, Designated Principal). 

 

A copy of the New Account Form is Appendix G to the Manual.  A copy of the 

Clientôs Agreement is Appendix H to this Manual.  The New Account Form will assist 

the Designated Principal in making the determination as to the suitability of the security 

recommended to the client.   

H. Updating Account Information  

Registered representatives should update customer background and financial 

information on new account and option forms whenever they become aware of a material 

change in the customerôs financial resources or investment objectives, or at a minimum 

every two years.  Updates may be recorded by completing new forms.  New forms 

require the approval of the Designated Principal and signature of the customer, where 

required. 
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Copies of all updates will be mailed to the customer for review and the customer 

will be required to verify that the information on the updated form is correct. 

I. Third Party Accounts 

When a third party who is not the principal or named person on the account will 

give instructions regarding orders, or other actions involving an account, the Firm must 

have a signed third-party trading authorization.  The authorization is signed by the 

principal of the account and the third party, giving the third party authority to act on 

behalf of the principal.  An example of a third party account is an account for a wife 

whose husband will give instructions regarding his wifeôs account.  The signed trading 

authorization must be received BEFORE accepting instructions from the third party. 

The Firm only accepts limited trading authorizations limit the third party to giving 

instructions regarding the purchase and sale of securities and does NOT give authority 

regarding the disposition of funds or securities. 

J. Accounts For Minors 

There are a number of requirements and restrictions that affect minorsô accounts: 

 A custodian must be named in and handle the account 

 Only one custodian is permitted for each account 

 Custodians generally may not delegate authority to another person 

 Only one minor may be named in each account 

 Margin transactions are not permitted 

 Gifts to minors are irrevocable, i.e., the custodian may not direct 

distribution of assets from the account except for the benefit of the minor 

 The minorôs social security number and date of birth must be used when 
opening the account 

 Minors may not be a party to a joint account, investment club, or 

partnership 

 (All other information on the New Account Form should be completed as 

it pertains to custodian.) 
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K.  Incompetent Persons 

Accounts for incompetent persons may only be opened with appropriate authority 

from a court-appointed guardian.  If a registered representative becomes aware that a 

customer becomes incompetent, the registered representative should contact the branch 

manager or Compliance for further guidance. 

If a customer becomes incompetent and has a third party trading authorization in 

effect for his or her account, the authority generally is considered invalid and requires a 

court order for reinstatement.  ñDurableò powers of attorney, recognized by some states, 

remain in effect after a person is declared incompetent.  Questions should be referred to 

Compliance. 

L. Trust Accounts 

 New accounts for trusts require a copy of the trust agreement or a trust 

certification signed by the authorized trustee.  The following activities in trust accounts 

require prior approval as follows: 

 

 Margin trading requires approval by Compliance 

 Option trading requires approval by the CROP 

 

Fiduciaries (executors, trustees, guardians, administrators, conservators, etc.) may 

not be able to delegate their duties to a third party (whether the registered representative 

or an outside person) to manage the account unless the trust or other authorizing 

instrument specifically permits delegation.  Some states require the fiduciary to obtain a 

court order to delegate authority to a third party. 

M. Collateral/Escrow Accounts 

The Firm will not maintain accounts for customers where the assets in the account 

are pledged to a third party and the Firm is asked to acknowledge it is responsible for 

holding the assets pending instructions from the third party. 

N. ERISA Accounts 

Prudent Man Rule And Diversification ï Pension and Profit Sharing  

Plans 
 

 Trading in ERISA accounts is subject to the ñprudent manò rule which is a 

standard that is generally understood to mean that individuals involved with investment 

decision-making act with the same care, skill, prudence and diligence as a prudent man in 

the same capacity.  This measure is not judged on the risk of a single investment but by 

the investmentôs relationship to the overall portfolio. 
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ERISA also requires that investments in a covered plan be diversified to minimize 

the risk of large losses unless it is clearly prudent not to do so. 

 

O. Unacceptable Accounts 

Colony Park reserves the right to refuse to accept any new account.  It is the 

policy of Colony Park not to accept the following accounts: 

 1. Minors acting in their capacity; 

 2. Persons determined to be mentally or legally incompetent; 

3. Employees of other brokerage firms, unless notification from or 

prior approval is obtained from the employer;  

 4. Foreign aliens living in their own country; or  

 

5. Accounts located in high risk and non-cooperative jurisdictions or 

with senior foreign government or public officials.  (See Section 

IV.B.) 

 

P. Addresses On Customer Accounts 

Confirmations and statements will be transmitted to the customer at the address 

requested by the customer.  The Firm or an employee may not be the sole addressee for a 

customerôs account unless the account is for the direct benefit of the Firm or employee. 

Where the account is opened by a fiduciary such as an investment adviser on 

behalf of the fiduciaryôs customer, the Firm will provide either confirmations or periodic 

account statements to the underlying beneficial account holder.  The Firm will make a 

good faith effort to obtain the information necessary to send confirmations directly to the 

beneficial owner; however, if this information is not provided by the fiduciary, the Firm 

will forward confirmations to the ownerôs custodian or, if there is no custodian or the 

Firm is the custodian, the Firm will send the confirmation directly to the fiduciary.  P. O. 

Boxes are acceptable.   

 

 If the customer opens an account using a post office address, the street address 

must also be provided on the new account form.  The only exception is for customers 

who reside in rural areas where the post office address is the only address, which should 

be noted on the new account form.  The registered representative must obtain the mailing  

and residential (or principal place of business) street address of the client. 

 

Q. Change Of Address Requests 

When a customer requests an address change, the customer must first notify his or 

her broker in writing that he or she wishes to change the address on the account.  The 

broker then forwards this to the Operations Manager who then inputs the new address 

into the system.  This process then automatically generates an Address Verification Form 

(see Appendix P), which is sent to the old address on file and then if necessary forwarded 
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on to the new address on record.  When the client receives this form, signs it and sends it 

back to JP Morgan the information is verified and the address change is complete. 
 

R. Margin Accounts 

Margin accounts are used in a variety of situations (i.e., providing cash 

management for small businesses, taking out short-term loans against securities without 

losing out on market opportunities, and buying securities on margin).  Clients generally 

use margin to leverage their investments and increase their purchasing power.  However, 

clients who trade securities on margin must be aware they also incur the potential for 

higher losses. 

The use of margin accounts should be client-driven.  If a client requests a margin 

account, the requested representative should determine if it is appropriate for their clients.  

This determination should be based on a registered representatives thorough 

understanding of the clientôs investment knowledge, financial situation, investment 

objectives, and risk tolerance. 

1. Qualifications / Training 

In order to conduct margin business, a registered representative must be 

appropriately registered.  A registered representative must also have a thorough 

understanding of how margin accounts work, as well as be aware of their responsibility 

should they receive a maintenance margin call.  If the registered representative has 

questions regarding his/her responsibility on margin accounts, he/she should discuss 

more questions with his/her Designated Principal. 

2. Suitability  

Before opening a margin account, the registered representative must ensure the 

account owner(s) have an understanding of the market risk involved with margin 

accounts.  The registered representative should conduct a thorough review of the Margin 

Agreement, with the account owner(s) in order to afford the owner(s) a clear 

understanding of how margin accounts work, and what their responsibilities will be.  The 

owner(s) must be aware of what is required if a margin maintenance call is generated. 

As with any account, the new account form must provide information that shows 

the account is suitable for the account owner.  This form must be completed in its 

entirety, including phone numbers (home, business or mobile) in order to contact the 

client in the event of a margin maintenance call. 

3. Opening a Margin Account 

To open a margin account, the registered representative submits the same 

paperwork required to open a brokerage account, along with a Margin Agreement.  The 

Clearing Form requires an original signature on the Margin Agreement.  No faxed or 

photocopied Margin Agreements will be accepted. 
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If an account owner has an existing brokerage account and wishes to add margin 

capabilities to their account, the registered representative must complete a new account 

form, review the margin agreement with the account owner(s), and have account owners 

sign the margin agreement.  The customerôs signed Margin Agreement must be received 

prior to the time the account begins trading on margin. 

4. Truth -in-Lending Requirements 

Upon opening a margin account, the account owner(s) will be provided by the 

Firmôs Clearing Firm a written statement explaining the operation of a margin account 

and the conditions under which interest can be charged to the account, the annual rate of 

interest, how debit balances are determined and the methods of computing interest. 

5. Account Approval 

Once Colony Park receives the appropriate paperwork and the Designated 

Principal has approved the account, the original paperwork will be forwarded to the 

Clearing Firm.  The timeframe to receive margin trading capabilities is hours or days 

from the time the New Account Form, New Brokerage Account Agreement, and the 

Margin Agreement is received by Colony Park. 

6. Margin Requirements 

The initial margin requirements and the maintenance margin requirements for the 

different types of securities that are being used as collateral for margin accounts can be 

found below. 

Margin is not extended to securities that are very sensitive to a highly volatile 

market.  These types of securities include stocks trading at a price that is below $5 per 

share, and many internet (i.e., dot.com) type securities.  To determine if a particular 

security is available for margin, you can contact the Trade Desk to have someone verify 

the security with the Clearing Firm. 

Mutual funds that have been held and paid for 30 days can be used as margin 

securities.  You cannot buy mutual funds on margin. 

7. Maintenance Requirements 

When Colony Park receives notice of a margin maintenance call, every attempt 

will be made to contact the registered representative immediately.  Upon failure to make 

personal contact with the registered representative in a timely manner, Colony Park 

reserves the right to contact the account owner(s) directly.  A call to the registered 

representative or client is a courtesy only.  The signed Margin Agreement acknowledges 

the right of the Broker/Dealer or the Clearing Firm to liquidate securities as needed to 

meet maintenance requirements. 

If the client wishes to deposit additional funds or securities into the account to 

satisfy the call, they must do so on or before the second business day following the 
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notification.  The registered representative is responsible for ensuring that clients meet 

their margin calls.  Overnight mail or federal funds wires for margin call deposits are 

very strongly recommended.  Securities will be liquidated within the account to satisfy 

the call on the third business day if funds are not received.  Liquidation will occur even if 

the market has brought the equity back up to the requirements. 

8. Day-Trading Margin Requirements 

There are different requirements for margin accounts that are classified as day-

trading accounts.  Colony Park does not endorse the practice of day-trading in a 

brokerage account.  However, you should be aware of the additional requirements if your 

client is deemed to be a day-trader. 

The definition of a ñpattern day-traderò is any customer who day trades four or 

more times within a period of five business days.  Also, if the Firm has reason to believe 

that the customer is a ñpattern day-trader,ò the account shall be classified as such 

immediately. 

If the client is classified as a ñpattern day-trader,ò the following requirements 

apply: 

 Minimum equity requirement  ï there must be a minimum equity of $25,000 

in the account on any day in which day trades take place. 

 Limited buying power ï the buying power is limited to four times the day-

traderôs maintenance margin excess. 

 Day-trading margin calls ï in the event a day-trading customer exceeds the 

buying power limitations, additional restrictions will be imposed on the 

account for two business days following the close of business on any day the 

deposit is required. 

 Two-day holding period ï funds to meet the day-trading minimum 

requirement, or to meet a margin call, must remain in the customerôs account 

for two business days following the close of business on any day the deposit is 

required. 

 Prohibitation of cross-guarantees ï day-traders are not permitted to meet 

margin requirements through cross-guarantees.  Each account must meet the 

requirements independently. 

9. Fiduciaries 

Margin accounts are permitted for an administrator, conservator, custodian, 

executor, guardian or trustee as follows: 

 after review of the appointment and applicable document (trust agreement, trust 

certification, will, etc.) explaining investment powers and approval by 

Compliance 
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 Registered representatives should submit the appropriate document (trust 

agreement, etc.) to the Chief Compliance Officer prior to engaging in margin 

transactions. 

S. Transfers 

If a client transfers to Colony Park, we will need to obtain the same client 

information as is required when a client opens a new account at Colony Park, including 

documentation to verify the clientôs identify and all other information required by this 

manual.  To expedite a transfer, we will accept whatever documented client information 

is currently available.  The registered representative is required to complete a New 

Account Form within five days of the transfer of the account.   

T. Client Files 

The branch office must maintain separate Client Files.  Each Client File should 

contain the following: 

 New Account Form or other appropriate suitability documents; 

 Disclosures;  

 Documents verifying the clients identify; and  

 Any other specific account documents. 

The Client File shall be maintained for the life of the Firm. 

U. Customer Requests For References 

Customers or prospective customers sometimes request letters of reference from 

broker-dealers regarding their accounts or future business to be done.  Some of these 

requests in the past have been scams by unscrupulous individuals seeking to capitalize on 

a broker-dealerôs good name.  Any such requests should be referred to Compliance for 

handling. 

V. Disclosure of Financial Condition to Customer 

Colony Park Financial Services, LLC will provide information relative to its financial 

condition to any of its customers who may request it.  The customer will be provided the 

most recent balance sheet prepared in accordance with state or federal securities laws or 

any rule or regulation there under.  The CCO will be responsibility for disseminating 

such information as necessary. 

W. Customer Protection Rule 

CPFS is an introducing firm therefore we are exempt from the requirement set forth by 

rule 15c3-3 under the K2ii exemption.   
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X. Discretionary Accounts 

Non advisory discretionary accounts are not permitted. 

 

X. OPERATIONS AND RECORDKEEPING   

A. Order Tickets 

Stock/Bond or Mutual Fund order tickets must be completed each time an order is 

taken from a client on equity-based products (i.e., stocks, bonds, mutual funds, and 

options).  Accurate completion helps ensure accurate order execution and also provides a 

paper trail to document your actions.  The order ticket must clearly document the time an 

order was taken and executed. 

You do not need to complete an order ticket for transfers-in-kind or for money 

market redemptions. 

The original order ticket must be placed in the branch office central ñOrder 

Ticketsò file. 

 On a daily basis, the Designated Principal will review Order Tickets of 

transactions. 

1. Written Orders  

Due to market fluctuation and the potential for misunderstanding, written 

orders from clients must be confirmed verbally before they can be placed.  Upon opening 

a brokerage account, clients should be instructed that all orders must be placed verbally 

with a properly licensed registered representative.  In the event you receive written 

instructions from a client to place an order, you should contact the client immediately to 

confirm the order.  If you cannot reach the client, leave a message informing the client 

that the order will not be placed until the client calls to confirm. 

2. Terms and Conditions 

Orders, when entered, are required to include the ñterms and conditionsò of the 

orders.  While there may be some exceptions, most orders will generally include the 

following: 

 

 Buy or sell 

 If  sell, long or short 

 If a short sale, an indication the security can be borrowed 

 If sell, indication of the location of the security 

 If an option: put or call, open or close, covered or uncovered 
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 Name of security 

 Quantity 

 Price (if a limit order) 

 Day or GTC (if not a market order) 

 Other terms of the order (fill or kill, stop limit, etc.) 

 If the customerôs order is granted a ñstopò (i.e., price protection on an 

order as negotiated by the Firm and the customer), the stop is to be noted 

on the order. 
 

If the customerôs order is granted a ñstopò (i.e., price protection on an 

order as negotiated by the Firm and the customer), the ñstopò is to be noted on the order. 

3. Short Sales 

i. Records Of Orders 

 Sell orders are required to be specified as ñlongò or ñshort.ò  All sell orders will 

be entered as either long or short. 
 

ii.  Obligation To Ensure Securities May Be Borrowed 

 It is the registered representativeôs responsibility to contact the Trade Desk to 

confirm whether the security being sold short may be borrowed.  This confirmation must 

be obtained prior to entering any short sell order and recorded on the order. 

 

4. Pre-Approval of Orders 

Certain orders require approval because of rule requirements or Colony Park 

policy. This section summarizes the orders requiring approval, when approval is required, 

and the designated supervisor. 
 

ORDERS REQUIRING APPROVAL 

 

Type of Order  When Approval 

Required 

 General Securities 

 Supervisor 

     

First order for new account  Prior to entry  Designated Principal 

     

Buy or sell order for 10,000 or more 

shares 
 Prior to entry  Designated Principal 

     

Buy or sell order for $1,000,000 or 

more par value of bonds  
 Prior to entry  Designated Principal 

     

Buy of nonïNASDAQ OTC security 

priced less than $5.00/share 
 Prior to entry  Designated Principal 
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Mutual fund switch orders  Same day as entry  Designated Principal 

     

Mutual fund multiple purchases 

(purchases of multiple unrelated funds 

in same account) 

 Same day as entry  Designated Principal 

     

Short sales  Prior to entry  Designated Principal 

     

Buy of 25 or more shortïterm options 

(options expiring within same month as 

order entry) 

 Prior to entry  Designated Principal 

     

Buy of $10,000 or more shortïterm 

options 
 Prior to entry  Designated Principal 

     

Buy or sell orders for trading personnel  Prior to entry  Designated Principal 
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5. Protocol for Placing Trades 

Before calling the Trade Desk with a transaction, it is important for you to 

be prepared.  This means that you should have the clientôs account number, know the 

symbol of the security to be purchased or sold, and know the dollar amount for mutual 

fund transactions or the share quantity for stock trades.  Having the appropriate 

information will reduce the chance of error and improve the overall efficiency for all 

registered representatives calling to place trades.  During periods of high volume, if you 

are not prepared to promptly place a trade, you may be asked to call back when you have 

the necessary information. 

When placing trades in a qualified account, the funds must be available in 

the account prior to the trade being placed.  This rule is in place because it is not possible 

to extend credit in a qualified account. 

If the funds are not yet in the account and you instead have possession of 

the clientôs check, you may phone the trade in to the Trade Desk.  The check must then 

be sent via overnight mail to the Clearing Firm.  This will ensure the funds are available 

to settle the trade. 

6. Timely Execution of Customer Orders 

As soon as a customer places an order with you to buy or sell a security, 

you must immediately place the order with the Trade Desk.  In a volatile and fast moving 

market, a delay in placing a customer order can have dire consequences.  Mutual fund 

orders must also be immediately placed as fund companies have various cut-off times 

during the day. 

7. Orders Placed After Market Hours 

In a volatile market, the market price may be substantially different when the 

market opens than it was when the market closed the previous day.  The risk exists that 

the client may not be aware of this potential difference and may not have the funds to 

cover a transaction once it executes.  Therefore, if you receive a request from a customer 

after market hours for an at-the-market order, you should recommend the client wait until 

you speak with them once the market opens and reconfirm the trade at the then current 

market price.  If the client wants to go ahead and place the order after hours, you must 

inform them of the potential price fluctuation and document this on the order ticket. 

8. Orders Left on Voice Mail 

You must inform customers that they should not leave orders for securities 

transactions on voice mail.  The following is an example of the verbiage that can be used 

to convey this message: 

ñIt is important that you do NOT leave an order on voice mail, such as to buy or 

sell a stock.  If you want to place an order or need immediate assistance, please dial 0 (or 
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other appropriate telephone number) and the operator (or other appropriate person) will 

route your call to someone who can assist you.ò 

9. Open Orders 

At the end of each month, a notation on the client monthly statement notifies the 

registered representative when there are open orders, also referred to as Good Till 

cancelled (GTC) orders.  When you receive your copy of the monthly statements, you 

should review all open orders with your clients.  Additionally, you should review the 

branch officeôs Open Order File to ensure you have not overlooked any open orders.  

Orders that are excessively away from the market should be canceled by notifying the 

Trade Desk.  GTC orders are valid for 90 days.  After 90 days, the order may be either re-

entered by the representative or allowed to expire.  The Trade Desk will contact you prior 

to the order being dropped so a new order can be entered, if appropriate.  Once a new 

order is placed, it will begin the next 90-day cycle. 

10. Extensions 

When you place an order to purchase securities for a client, funds are required to 

be in the clientôs account on or before settlement date.  For most securities, settlement 

date is three working days after the trade is placed (T+3).  For U.S. Government issued 

securities and some no-load funds settlement date is the next business day (T+1) and 

funds must be in the account prior to placing an order to buy. 

If a trade is placed and funds are not in the account on settlement date, Colony 

Park has the option to file for an extension with the SEC under regulation T on the 5th 

business day (T+5).  A customer does not have the right to an extension.  Colony Park 

will determine on a case by case basis when an extension will be filed.  If an extension is 

not filed, the account will be sold out.  Both the client and the registered representative 

will be charged for an extension.  Extensions are not an option for a registered 

representativeôs personal brokerage account. 

In order to avoid the need to file an extension and the resulting charges or the risk 

that the clientôs account will be sold out, make sure the funds necessary to cover client 

purchases are in the account at the time the trade is entered.  If a registered representative 

has more than three extensions in a calendar year, the extension accommodation will be 

revoked, a warning letter will be sent, and a processing charge will be assessed. 

B. Cancels and Rebills 

 Cancels and rebills between accounts require the approval of the branch 

manager. 

C. Trade Errors  

 Trade errors are to be immediately reported to the Designated Principal for 

correction.  Registered representatives are not permitted to correct errors themselves.  See 

Appendix K, Trade Correction Request, to this Manual. 



 

 
AO 686239.1 

64 

D. Sellouts 

 Customers who fail to pay for transactions will be subject to sellouts to close out 

the unpaid security position.  Registered representatives will be charged for any unpaid 

balance remaining after the sellout. 

E. Issuersô Purchases Of Their Own Securities 

When an issuer (or its affiliate) repurchases its own equity securities, including 

purchases to effect a merger or acquisition or as a ñgoing privateò effort, the issuer must 

comply with certain regulatory requirements, particularly Rules 13(e) and 10b-18 of the 

Securities Exchange Act of 1934.  These rules specify technical and trading restrictions 

as to price, volume, executing brokers and time of the purchases.  It is the issuerôs 

obligation to comply with applicable requirements. 

General restrictions include the following: 

 All bids and purchases must be made through or by only one broker or 

dealer in a single day. 

 There are restrictions on entering bids and purchases after the opening and 

at least one-half hour before close. 

 Bids and purchases must be at certain prices equal to or less than the 

highest current independent bid price or lowest current independent offer. 

 Volume is limited to certain percentages of volume or outstanding shares. 

Registered representatives should contact Compliance for guidance when an 

issuer wishes to repurchase the securities. 

F. Sale of Control or Restricted Stock 

1. Introduction  

 SEC Rule 144 provides a method for resale of restricted or control securities.  

Rule 144 provides a safe harbor for the resale of restricted and control securities.  It 

includes conditions which, if satisfied, permit holders of such securities to sell them 

publicly without registration and without being deemed underwriters.  Rule 145 governs 

the offer or sale of securities received in connection with reclassifications, mergers, 

consolidations and assets transfers.  Sellers under Rule 145 are afforded similar safe 

harbor to Rule 144 sellers. 

 The Chief Compliance Officer should be consulted directly for assistance 

regarding the processing of Rule 144 and Rule 145 sales.  This section is provided for 

quick reference only. 
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G. Client Files at Registered Branch Offices 

A master file must be maintained for each client with securities products. 

 General client data ï client correspondence, documentation on product 

recommendations (i.e., why the product is suitable and what was 

communicated to the client about the product); 

 The new account information form and/or other appropriate suitability 

documents; 

 Applications; 

 Copies of checks and/or securities; 

 Confirmations; 

 Other specific required account documents; 

 Disclosure Forms (i.e., Switch/Replacement, Mutual Fund Disclosure) 

when applicable; 

 Order tickets for brokerage and direct mutual fund trades; 

 Solicitation Form, for solicited individual equity and fixed income 

securities; 

 Account Statements ï may be kept in the client file, or centrally filed in 

the branch.  If not in client file, statements must be available for registered 

representative use and must be provided upon request for audit purposes; 

and 

 Correspondence. 

 

These records must be kept in a readily accessible place and be available at all 

times for inspection and duplication, upon request by the Chief Compliance Officer.  The 

maintenance and retention requirements of client files are necessary to meet NASD 

record keeping requirements.  Thus, client files are the property of Colony Park. 

H. Other Required Central Files 

Your branch office must maintain various other central files.  In order to meet this 

requirement, you must provide certain documents to the branch related to your securities 

business. 

i. Central Client Correspondence File 

You must provide your branch office with a copy of all correspondence, including 

faxes and emails, received from or sent to your clients regarding securities.  See Section 

XVII.R. Correspondence, for more information. 
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ii.  Central Order Ticket File  

You must provide your branch office with completed order tickets in order for it 

to maintain a centralized Order Ticket file.  See Section IX.A.1. Mutual Fund Order 

Ticket and Stock/Bond Order Tickets for more information about Mutual Fund and 

Stock/Bond Order Tickets. 
 

iii.  Open Order File 

You must provide your branch office with open order tickets so that it can 

maintain a centralized Open Order file.  See Section IX.A.9. Open Orders for more 

information about reviewing open orders. 

 

iv. Central Switch/Replacement File 

You must provide your branch office with a completed Switch/Replacement 

disclosure form in order for it to maintain a centralized Switch Disclosure file.  See 

Section XI.E. Switching for more information about Switch/Replacement Disclosure 

forms. 
 

v. Central Due Diligence File 

You must provide your branch office with all due diligence documentation you 

prepare so that it can maintain a due diligence file for any security that you actively 

solicit or recommend.  See Section IX.G.v. Product Recommendation/Due Diligence for 

more information about file requirements. 

 

vi. Central Client Complaint File 

You must provide your branch office with all complaints you receive so that it can 

maintain a file containing all complaints submitted by clients to you or the Broker/Dealer.  

See Section IX.G.vi. for more information about client complaints. 
 

vii.  Central Advertising and Sales Literature File 

You must provide your branch office with copies of new advertising or sales 

literature material so that it can maintain a file containing all new material used to solicit 

securities sales that is created by any registered representative.  The Chief Compliance 

Officer must pre-approve any type of advertising and sales literature used to solicit 

securities sales that is created by any branch office personnel.  Once approved, a copy of 

this new material must be maintained in an ñAdvertising & Sales Literatureò file in the 

branch office.  See Section IX.G.vii. for more information about Advertising & Sales 

Literature. 
 

For seminars, the following items should be included in the file (consider a 

separate Seminar file): 
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 The name of the approved seminar or copies of the script; 

 Visual aids; 

 The approved Advertising Review Form; 

 The name of the presenter; 

 A list of attendees; 

 Copies of any fliers, invitations and literature displayed with the 

appropriate evidence of Principal and Advertising Compliance review and 

approval. 
 

See Section XVII.A., ADVERTISING & SALES LITERATURE, for complete 

information on this topic. 

 

I. SOLICITED AND UNSOLICITED TRANSACTIONS  

1. Solicited vs. Unsolicited Orders 

All trades must be marked solicited or unsolicited.  Use the following guidelines 

to help you determine which category a trade falls into: 

 

Solicited ï Any transaction where we (the representative, branch, or organization) 

bring a specific security to the attention of the client through any means, 

including, but not limited to, direct telephone communications, the delivery of 

promotional material through the mail, or the transmission of electronic messages.  

This means a solicited trade may occur due to communications not directly from 

you, the representative.  For these orders we recommend you note it was an 

indirect solicited order. 

 

Unsolicited ï Any transaction where the product decision is driven solely by the 

client.  For example, if you are acting solely as an order-taker for your client who 

is acting on their own initiative, without a recommendation from you, the branch, 

or the organization. 

 

Registered representatives may NOT solicit transactions listed below: 

 

 Securities included on the Firmôs Restricted List 

 When securities are being sold under Rule 144, purchasers may not be 

solicited. 

 

You must be aware of potential insider trading violations when placing trades at 

the request of a client. 

 

2. Solicitation of Individual Equity and Fixed Income Securities 
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In order to solicit individual stocks or bonds, you must have reasonable 

knowledge of the company/issuer whose security is being recommended.  Therefore, in 

order to satisfy the regulatory standard for determining suitability for specific customers, 

you must perform due diligence and maintain a file with supporting documentation.  If 

the Trade Desk researches and locates specific bonds for your client, the due diligence 

information will be kept in the Home Office. 

This Due Diligence File must contain: 

 Research reports and/or information on the company sufficient to support a 

recommendation to clients. 

Optional ï the companyôs latest 10K, 10Q, and Annual Report should be included 

if they are obtained. 

3. Solicitation of Mutual Funds not on Colony Parkôs Load Fund 

Preferred List 

In order to solicit mutual funds that are not on Colony Park Preferred List, you are 

fully responsible for the suitability to the client and you must document the basis on 

which you made your recommendation. 

Your registered branch office must maintain separate client files and various 

central files including:  Correspondence, Order Ticket, Switch/Replacement, Due 

Diligence, Client Complaint, and Advertising/Sales Literature.  It is your responsibility to 

provide the office with the required forms and documents so they can maintain the 

required files. 

XI.  PENNY STOCKS  

A. Penny Stock Defined 

 Penny stocks are identified as ñdesignated securitiesò under the Penny Stock Rule 

and include the following criteria: 

 

 The stock is priced less than $5.00 per share (excluding shares of investment 

companies). 

 The stock is not listed on any exchange or with NASDAQ. 

 The issuer has net tangible assets of $2 million or less. 

 

 Unless notified to the contrary, registered representatives should assume that any 

unlisted securities priced less than $5.00 per share may be subject to the penny stock 

requirements. 

 

 B. General Requirements 
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 Under Rule 15gï1 through 15gï6 and 15gï9 of the 1934 Act, securities that are 

identified as ñdesignated securitiesò (penny stocks) are subject to certain requirements 

including:  

 

 risk disclosure to a customer other than an ñestablished customerò; 

 disclosure of certain price information relating to the customerôs purchase; 

 disclosure of compensation received by the broker or dealer; and  

 inclusion of prices of penny stock positions on the customerôs monthly 

statement and a legend regarding the value assigned to the penny stock. 

 

There are five primary exemptions from these requirements: 

 

 1. The price of the security is $5.00 or more per share. 

 2. The purchaser is either an accredited investor or established customer or is 

a principal affiliated with the issuer (as defined in the rule). 

 3. The transactions are not recommended. 

 4. The brokerïdealerôs commissions, markïups and markïdowns from penny 

stock transactions did not exceed 5% of total commissions or markïups 

and markïdowns during the 3 months immediately preceding the 

transaction, AND, the brokerïdealer has not been a market maker in the 

penny stock to be purchased by the customer for the immediate 12 months 

preceding the transaction. 

 5. Any other transaction exempted by the SEC. 

 

The following sections outline the Firmôs requirements for penny stock transactions 

subject to the rules. 
 

C. Established Customer Defined 

 The requirements of the Penny Stock Rule do not apply to penny stock 

transactions for ñestablished customers.ò The term established customer includes a 

customer who:  

 

 has maintained an account (effected a transaction, made a deposit of funds 

or securities) more than one year previously, or 

 has made three purchases of penny stocks that occurred on separate days 

and involved different issuers. 
 

D. Suitability Information  

 Registered representatives are required to obtain information from the customer 

including prior investment experience, investment objectives, and financial situation.  

This information is recorded on the New Account Form which must be completed prior 
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to effecting a transaction in a penny stock.  With this information, the registered 

representative is required to reasonably determine whether transactions in penny stocks 

are suitable for the customer. 

 

 Prior to effecting a transaction in a penny stock, the New Account Form must be 

completed and submitted to the Designated Principal for approval.  The Designated 

Principal should review the information included on the form to confirm the suitability of 

penny stocks for the customerôs account. 

 

E. Risk Disclosure Document  

 Prior to effecting a penny stock transaction for a customer, the registered 

representative must furnish the customer with a copy of the Firmôs penny stock 

disclosure document titled ñImportant Information On Penny Stocksò and obtain the 

customerôs signature on the ñLow Priced Security Letterò (see Appendix Q).  The 

disclosure document may NOT be copied on Firm letterhead but must be reproduced on 

plain paper. 

 Furnishing this disclosure and obtaining the customerôs signature evidencing 

receipt is required for each of the first three penny stock transactions.  The general 

securities supervisor is responsible for ensuring required disclosure documents are 

obtained. 

 

F. Penny Stock Due Diligence 

In accordance with Rule 2315 no registered rep. shall recommend that a customer 

purchase or sell short any ñpenny stockò without performing the proper due diligence as 

described below.  The Firm shall maintain all documentation of this due diligence.  Mark 

Reinstein will review all due diligence prior to the repôs recommendation to ensure that it 

meets all requirements and will document the information reviewed and the date of the 

review (see Appendix T ï Penny Stock Due Diligence Review Form). 

 

Penny Stock Due Diligence requirements: 

- current financial statements (within last 12 months) 

- current material business information 

- current business profile 

 

G. Disclosure Of Quotations And Other Information 

 Rule 15gï3 prescribes certain required information that must be disclosed to the 

customer at or prior to the time of effecting a penny stock transaction.  Registered 

representatives should include notations on the order tickets that include the required 

information regarding bids and offers.  The Clearing Form will disclose the required 

information on the confirmation.   

 

H. Disclosure Of Compensation 
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 The Firmôs compensation for penny stock transactions will be disclosed on 

customer confirmations as follows: 

 

 For agency transactions, the amount of the compensation. 

 For riskless principal transactions where the Firm is NOT a market maker, the 

difference between the price to the customer and the contemporaneous 

purchase or sale price. 

 

 Registered representatives are responsible for recording the required information 

on order tickets. This information is to be transmitted for inclusion on customer 

confirmations by the Clearing Firm.   
 

XII.  MUTUAL FUNDS  

When you sell mutual funds, you are subject to many of the policies and 

requirements set forth throughout this manual.  There are, however, unique policies that 

apply to the sale of mutual funds.  These requirements are listed below. 

A. Sales Presentations 

You may never exaggerate the safety or potential return of mutual funds.  There 

are risks associated with every mutual fund purchase, and you must inform your clients 

of these risks.   

 

Registered representatives must use letters preïapproved by Colony Park and 

include a prospectus.  Where a prospectus will not be included, the Chief Compliance 

Officer should review the letter prior to mailing. 

Investments in mutual funds are designed for long-term investing.  Therefore, they 

are generally unsuitable for clients seeking short (1-3 year) or intermediate term (4-6 

year) gains.  Purchase recommendations should be consistent with the clientôs investment 

objectives and risk tolerance. 

Note that SEC rules permit only very limited communications about mutual funds 

before prospectus delivery. 

B. Sales Literature 

The only written materials relating to mutual funds that may be sent to a client 

are: 

 A current prospectus; 

 Materials that were prepared by the funds itself and have been approved by 

the Chief  Compliance Officer for use; and 

 Other materials approved by the Chief Compliance Officer. 
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For complete information on sales literature, see Section XVIII.A.  

C. Standards for Preparing Mutual Fund Communications 

All communications with the public must be based upon traditional standards of 

truthfulness and fair dealing.  They must state all matters necessary in order not to make 

the statements misleading.  Basic investment risks of fluctuating prices and yields should 

be included.  Exaggerated, flamboyant, or unwarranted superlatives, and promissory, 

inaccurate, and misleading statements or claims are prohibited.  Projections or predictions 

as to future results are also prohibited. 

1. Comparisons 

The NASD permits pieces that compare the features or historical performance of a 

mutual fund with another type of product, if it is balanced and shows the differences 

between various factors (liquidity, safety, taxes, etc.).  The NASD does not permit pieces 

that compare the features, or historical performance, of one mutual fund to another 

mutual fund. 

The FINRA position is that our intent to sell products create an inherent bias, 

which precludes you or us from being able to do a fair and balanced presentation.  On the 

other hand, third-party sources, (i.e., an outside research company, a magazine, or a 

newspaper) can produce an article that compares either like or unlike products, and it 

may be possible for you to use such an article.  However, this would require copyright 

clearance, reprint permission, and the incorporation of various disclosures.  This would 

necessitate review and written approval by the Chief Compliance Officer, and FINRA 

filing and clearance. 

In light of the restrictive requirements, the Chief Compliance Officer must review 

any comparison material you would like to use and obtain FINRA clearance prior to the 

material being used.   

There are additional pieces of information required to accompany these third-

party comparisons in order to stay in compliance.  These are:  (1) a current performance 

report and (2) a current prospectus of the mutual fund you are recommending. 

2. Graphs 

The use of graphs to depict actual or hypothetical performance over time must 

visually convey the risks of fluctuating prices inherent in investing.  Straight, upward 

sloping graph lines may not be used. 

3. Performance Information 

 The SEC and FINRA strictly regulate the calculation and 

communication of performance information relating to mutual 

funds.  There are extensive rules detailing how yields and total 

returns must be calculated and in what format they may be 
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given to clients.  Accordingly, it is essential that you do not 

calculate mutual fund performance numbers.  Use only the 

performance data supplied by Colony Park or the product 

sponsor. 

4. Reprints 

Periodically you may run across articles in major magazines on a mutual fund that 

Colony Park distributes.  You may wish to copy favorable articles and send them to 

clients.   

 You must obtain copyright clearance and reprint permission. 

 You must obtain advance, written approval from the Chief Compliance 

Officer, who will submit it to the FINRA within 10 days of first use. 

 The reprint must contain clear and prominent disclosure of Colony Parkôs 

name as your NASD member firm. 

5. Disclosure of Material Facts 

In recommending the purchase of a mutual fund to a client, certain material facts 

must be disclosed.  These facts may include: 

 The fundôs investment objective; 

 The fundôs portfolio, historical income, or capital appreciation; 

 The fundôs expensive ratio and sales charges; 

 The risks of investing in the fund relative to other investments;  

 The fundôs hedging or risk management strategies; information 

regarding the structure of multiïclass and masterïfeeder funds 

sufficient so the customer may understand and evaluate the 

structure; 

 Potential tax consequences including tax on distributions and 

capital gains subject to tax; 

 Potential risks if a fund invests in financial derivatives; and  

 If an expense ratio is represented as an advantage of a particular 

fund, it is explained in the context of and compared with other 

mutual fund expense ratios. 

 

The mutual fundôs prospectus and other sales literature generally include many if 

not most of these disclosures.  Disclosure of these and other facts are considered material 

to the investorôs investment decision.  Appropriate disclosure must also be made of the 

various share classes in multi-class funds.  See paragraph G, Mutual Fund Share Classes 

for more information. 
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Although prospectuses disclose may of the details of the various mutual fund 

products available, you must provide sufficient information for your client to understand 

and evaluate the fund(s) being recommended.  If expense ratios are material to your 

client, they need to be explained and compared to those of other mutual funds. 

You should also remind your client that distributions of interest, dividends, and 

capital gains in non-qualified accounts are subject to federal income tax even though the 

client chooses to have the funds reinvested. 

D. Mutual Fund Suitability  

In recommending a particular mutual fund to a client, the registered representative 

must: 

 Gather relevant client information regarding intentions, such as time horizon 

and investment amount. 

 Clearly define the investorôs objectives and financial situation. 

 Consider the need for current income, liquidity, diversification, and acceptable 

levels of risk. 

 Match the investorôs objective with the stated objective and investment 
strategy of a particular fund without being influenced by incentive 

arrangements. 

 Be familiar with the choices that a given fund offers. 

 Explain the available choices to the client in a complete and forthright 

manner. 

 Make the recommendation based solely upon the customerôs best interests. 

Also see Section VII., Suitability Analysis. 

E. Switching 

Switching is the selling or redemption of one mutual fund with a sales charge to 

buy another mutual fund with a sales charge.  Recommended switches may not be based 

on the compensation to be received by the registered representative or Colony Park as a 

result of effecting the switch.  As for all recommendations, the registered representative 

must have a reasonable basis for believing the switch is suitable and in the best interest of 

the customer. 

 

The customer may incur multiple sales charges by changing from one fund to 

another and there may also be tax consequences because of the switch.  The concern is 

whether the switch is justified and whether the customer understands the consequences of 

the switch. 
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Switches between mutual funds that result in potential additional sales charges for 

the customer (whether frontïend or backïend load) require that a letter be obtained from 

the customer acknowledging an understanding of the consequences of the switch.  It is 

the general securities supervisorôs responsibility to ensure switch letters are obtained for 

switch transactions.  The letter will be retained with the record of the order and/or in a 

branch file for the customer or for switch letters. 

If in the opinion of the Designated Principal, there is a pattern of inappropriate 

switches, special supervisory procedures may be implemented per section.  

 

F. Switch Authorization Letter  

A blank switch letter may be obtained at CSC In Touch after logging in, go to the 

forms section and look for the mutual fund switch authorization letter.  A copy of the 

Mutual Funds Switch Letter is Appendix L to this Manual. 

 

G. Mutual Fund Share Classes 

Which type of shares you recommend to your client will vary depending on your 

clientôs investment objectives and time horizon.  In addition, you should know the 

advantages and disadvantages of different mutual fund classes.  In particular, if investors 

are seeking to avoid front-end loads, they must be informed of the potential long-term 

effect of the higher ongoing sales charges associated with Class B shares, and if 

applicable, Class C shares. 

The recommendation should always be in your clientôs best interest after 

considering the following characteristics of each share class: 

 Class A Shares ï a front-end sales charge is deducted from the amount 

invested at the time A shares are purchased.  Class A shares are also charged 

annual distribution and service fees called 12b-1 fees.  The 12b-1 fees for 

Class A shares are the lowest of all types of mutual fund shares because of the 

higher front-end sales charges. 

Because Class A shares have the lowest 12b-1 fees, Class A shares are often the most 

economical shares in the long run, especially with larger investments that qualify for 

breakpoint discounts. 

 Class B Shares ï a contingent deferred sales charge may be deducted from 

the proceeds at the time B shares are redeemed.  If shares are held longer than 

the deferred sales charge schedule (typically six years) there is no deferred 

sales charge when they are redeemed.  Each new purchase of shares has its 

own deferred sales charge period. 

Class B shares are charged a higher 12b-1 fee than those charged on Class A shares.  

Class B shares automatically convert to Class A shares at a date specified in the 

prospectus.  Upon conversion to A shares, lower 12b-1 fees apply.  If there is no 
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conversion specified in the prospectus, the higher 12b-1 fees may last for the entire life of 

the investment. 

 Class C Shares ï there is no front-end sales charge when C shares are 

purchased.  When shares are redeemed there is typically a small deferred sales 

charge for the first one to two years.  Class C shares are subject to a higher 

12b-1 fee than Class A shares.  Generally, Class C. shares do not convert to 

Class A shares.  As a result, the higher 12b-1 fees will last for the lifetime of 

the investment making Class C shares generally more expensive than Class A 

shares over the long-term. 

Disclosure of the various share classes can be made to your client through the use of the 

Mutual Fund Disclosures Form 

H. Mutual Fund Disclosures Form 

The Mutual Fund Disclosures form discloses pertinent information to mutual fund 

clients regarding mutual fund share classes, associated sales charges, and ways to reduce 

sales charges.  The disclosure form provides documentation that you have given adequate 

information to your client so that he or she can make an informed mutual fund investment 

decision.  The client acknowledges that he or she understands this information by signing 

this form.  

In certain circumstances, the form is not required.  However, it is strongly 

recommended with all mutual fund purchases in order to provide disclosure as noted in 

the previous paragraph.  The form is required when: 

 A client is investing in multiple fund families, instead of using one fund 

family where they would have qualified for breakpoint discounts.  In this case, 

a bona fide asset allocation model (i.e., MAPS) must be used to document the 

decision to use multiple fund families. 

 A client is investing in Class B shares with aggregate purchases of $100,000 

or more.  In addition to the form, the registered representative must document 

how B shares are more beneficial (i.e., less expensive) than Class A shares 

given the clientôs risk tolerance and investment profile.  The documentation 

must be retained in the client file, and readily available if requested by the 

Home Office. 

 A client is investing in Class C shares with aggregate purchases of $250,00 or 

more.  If the reason is other than a short time horizon (as noted on the CAI), 

the registered representative must document the reason(s) supporting the 

suitability of the C share investment.  The documentation must be retained in 

the client file, and readily available if requested by the Home Office. 

The completed disclosure form must be forwarded to the Home Office, with a 

copy given to the client and a copy retained in the Client File branch office. 
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I. Sales Charges 

You must discuss sales charges with the client.  It is important for the client to 

know what the sales charges are, and when a sales charge will be taken.  In addition, you 

must make the client aware of the following: 

1. Breakpoint Discounts 

For some mutual funds, frontïend sales charges decrease as the dollar amount 

invested increases.  These thresholds for reduced sales charges are called breakpoints.  

Breakpoint sales is a term that denotes selling mutual funds to maximize commissions 

earned, i.e., selling an amount close to but below a breakpoint.  The customer will, 

therefore, pay a higher sales charge.  This practice is prohibited. 

 

 Recommending diversification among several funds with similar investment 

objectives, particularly if sales occur in amounts just below the breakpoints of one or 

more funds sold, may not be in the best interests of the customer.  If multiple purchases 

of different mutual funds is appropriate but will preclude the customer from qualifying 

for a breakpoint, the customer should sign a letter acknowledging his or her 

understanding that a breakpoint is being given up by purchasing multiple funds. 

 

2. Letter  of Intent 

A letter of intent is an investorôs written statement of intent to purchase a 

specified dollar amount of a single mutual fund or funds within a single fund group over 

a specific period of time.  The aggregate investment over time may qualify for a 

breakpoint and a lower percentage sales charge. 

 

 The mutual fund purchase should indicate if the customer will execute a letter of 

intent so the lower sales charge will apply. 

 

3. Right of Accumulation 

Aggregating purchases of a particular fund or family of funds by one investor 

(and sometimes familyïrelated purchases) may qualify for rights of accumulation.  A 

lower sales charge may apply based upon the total dollar amount invested.  The mutual 

fund purchase should indicate rights of accumulation if available and the customerôs 

desire to aggregate purchases to qualify for a lower sales charge.  See paragraph J. Ways 

to Reduce Sales Charges for more information regarding these options. 
 

 In addition, because sales charges vary depending on the mutual fund share class, 

you must educate your client regarding the various share classes available to them.  See 

paragraph G.  Mutual Fund Share Classes.  A Mutual Fund Disclosures Form is available 

for this purpose.  This is a required form in certain situations, but is recommended for all 

mutual fund purchases.  It is intended for your use to ensure your clients are fully 

informed regarding share class options and sales charges.  See paragraph H. Mutual Fund 

Disclosures Form for a complete explanation of the use of this form. 
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 You must not lead clients to believe that they are purchasing or selling securities 

that have no sales commissions when that is not the case.  Mutual funds with contingent 

deferred sales (back-end) charges or 12b-1 plans may not be represented as ñno loadò 

products.  It is especially important that u clearly explain the mechanics of any back-end 

charges in order that full disclosure is made regarding ñNon-Class Aò shares.  The 

Mutual Fund Disclosures Form can help you accomplish this. 

J. Ways to Reduce Sales Charges 

The sales charges for mutual fund shares are disclosed in the investment 

companyôs prospectus.  The prospectus also states that each time a purchase is made a 

sales charge will be applied.  A client can qualify for a reduction in the sales charge 

depending on the size of the purchase, known as qualifying for óbreakpointsô.  Different 

ways to qualify for breakpoints are:  

1. Invest large sum of money at one time; 

2. Sign a Letter of Intent (LOI) stating the intent to invest an amount of 

money equal to or greater than one of the breakpoint levels in the next 13 

months; or 

3. Reach the breakpoint through óRights of Accumulationô.  All purchases 

are aggregated together and when the next sale reaches a breakpoint, the 

sale will receive the reduced sales charge.  However, the reduced sales 

chare does NOT apply to past purchases. 

It is inappropriate for a registered representative to recommend the purchase of a 

mutual fund in a dollar amount that is just below a breakpoint level.  This practice would 

be a violation of NASD policy.  If you did not inform the client that by adding the 

appropriate amount they would be able to reduce their sales charge percentage on the 

purchase. 

Sales just below breakpoints may occur, and would not be considered a violation 

of NASD rules if: 

 The trade was executed in accordance with a bona fide asset allocation 

program that Colony Park offers to customers (i.e., MAPS) and which is 

retained in the clientôs file; 

 The asset allocation was designed to meet the clientôs diversification needs 
and investment goals; and 

 The client received disclosure (i.e., the Mutual Fund Disclosures Form) that 

he/she may not qualify for breakpoint reductions that are otherwise available. 

For mutual funds purchased through a brokerage account, it is the representativeôs 

responsibility to monitor their clientôs purchases for breakpoints and to notify the 

Clearing Firm when a reduced sales charge is appropriate.  This can be done either at the 

time of trade or when statements are received (for systematic purchases).  Consider 
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noting a particular fundôs breakpoints in the clientôs file so you can easily reference this 

information. 

K.  Market Timing Transactions 

The NASD has stated that recommendations to fund investors to engage in market 

timing transactions should be made within a single family of funds or where there are no 

transaction costs associated with the trades. 

 

L. Deferred Sales Charges 

If a customer purchases shares of a mutual fund that imposes a deferred sales 

charge on redemption, the confirmation will include the following legend:  ñOn selling 

your shares, you may pay a sales charge.  For the charge and other fees, see the 

prospectus.ò 

 

M. Selling Dividends 

Selling dividends is a practice of recommending the purchase of a mutual fund 

based on an imminent dividend distribution. 

 

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 specific tax or other advantages to the 

customer.  In fact, there may be increased tax liability for the investor.  A related concern 

is representing that distributions of long term capital gains by the mutual fund are or 

could be viewed as part of the income yield from the mutual fund. 

 

N. Misrepresenting ñNoïLoadò Funds 

Certain funds impose a sales charge when the customer redeems or liquidates an 

investment (ñbackïend loadò or contingent deferred sales charge).  These charges are 

generally on a decreasing basis the longer the mutual fund is held.  For example, a mutual 

fund may charge 5% if the shares are sold prior to being held 5 years, 4% if after 5 but 

before 6 years, etc. Other funds have a combined assetïbased sales charge and/or service 

fee exceeding .25 of 1% of average annual assets. 

O. Mutu al Fund Order Ticket 

A Mutual Fund Order Ticket must be completed for all registered representative-

facilitated, initial or subsequent, mutual fund transactions.  It is the source document for 

the transaction details and must be completed for the following situations: 

 All purchases, exchanges or redemptions effected through the Trade Desk or 

direct application (Advantus Funds or outside sponsored funds). 

 Exchanges within fund families, regardless of whether the fund family is 

contacted directly by the branch office or processed through the Trade Desk. 
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 All purchases, exchanges, or redemptions in a brokerage account effected by 

the registered representative through Mutual Fund Direct Order Entry internet 

access.  The registered representative must complete a Direct Order Entry 

Mutual Fund Order Ticket and attach it to the screen print from the order entry 

system. 

You do not need to complete an order ticket for transfers-in-kind. 

Completing a Mutual Fund Order Ticket for every transaction you conduct on 

behalf of the client is a requirement.  It will help you respond quickly and accurately to 

client inquiries, as well as regulatory concerns.  The original Mutual Fund Order Ticket 

must be placed in the branch office central ñOrder Ticketò file.  A copy should be placed 

in the clientôs file. 

Mutual Fund Order Tickets must be completely filled out.  For rollovers, enter an 

estimated amount if the exact amount is not yet known.  Only Series 6 or 7 registered 

representatives, or Series 11 assistant representative-order processors can fill out a 

Mutual Fund Order Ticket. 

P. Redemptions 

It is important your clients fully understand the process for redeeming their mutual 

fund shares.  Proper procedures are contained in the appropriate prospectuses.  You 

should be thoroughly familiar with these procedures.  If you assist your client with these 

procedures, you must do so ñpromptly.ò  Depending on the details of the liquidation, you 

may be required to complete a Switch Disclosure Form. 

Q. Statement of Additional Information 

You must provide copies of the fundôs current Statement of Additional information 

upon the clientôs request.  You may obtain this by following the instructions on the first 

page of the prospectus. 

R. Confirmation Disclosures 

For purchases of shares of an investment company that charges a deferred sales 

charge upon redemption, NASD rules prescribed that the confirmation is required to 

include a statement that states the following:  ñOn selling your shares, you may pay a 

sales charge.  For the charge and other fees, see the prospectus.ò  The rules states that the 

legend must appear in a least 8-point type.  The Clearing Firm will prepare the 

confirmations in accordance with NASD rules. 

XIII.  BEST EFFORTS UNDERWRITINGS 

A. Introduction  

 Best efforts underwriting may take different forms including ñall or noneò, 

ñminimum-maximumò, or other offerings contingent on the sale of a certain amount of 
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the issuerôs 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 of units.  Where the minimum is not 

sold within the deadline specified by the prospectus, all customer funds must be 

refunded. 

 

 Two rules that specifically address best efforts underwriting are SEC Rules 15c2-

4 and 10b-9.  15c2-4 deals with the protection of customer funds and requires prompt 

transmission of customer funds to the issuer or an escrow account, depending on the type 

of offering.  10b-9 requires that the Firm sell only to bona-fide purchasers to meet any 

minimum amount of the securities to be sold. 

 

B. Customer Funds 

 Customer funds will be deposited to an escrow account established by the 

Managing Underwriter.  

 

 If the contingency is not met, funds will be promptly refunded to potential 

purchasers. 

 

C. Purchasers 

 All purchasers must be ñbona-fideò purchasers, i.e., purchasers planning to hold 

the security for investment. 

 

Issuer insiders or employees of the Firm will be required to sign a written 

affirmation that the purchaser intends to hold the security as an investment.  Such 

purchasers may be subject to restrictions on immediate sale of the securities. 

 

 

XIV.  OPTIONS 

A. Branch Options Supervision 

The CROP and/or SROP will supervise the Options transactions. 

B. Registered Options Representatives 

 Only persons who are qualified to engage in the solicitation and/or sale of options 

contracts are permitted to do so.  Generally, anyone who has successfully completed the 

Series 7 General Securities Representative examination is qualified to solicit and sell 

options.  Questions regarding qualification should be referred to Compliance. 

 

C. Approval Of Option Accounts 

 Registered Representatives are responsible for obtaining the required information 

on the Firmôs customer option agreement.  The customer must sign the option agreement 
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confirming the information included on the form and agreeing to abide by the 

requirements included on the Firmôs agreement.  The option agreement must be approved 

by the designated SROP before the first option transaction.  The Client Option 

Agreement is attached as Appendix M. 

 

 The customerôs signed option agreement must be submitted to the Firm prior to 

option trading.  In addition, the customer must complete the attached options suitability 

questionnaire to obtain approval to trade option. 

 

D. Approved Levels Of Option Trading 

 The following guidelines apply to accounts requesting approval to trade at various 

levels: 

 

 Covered call writing:  No minimum requirements 

 Short puts:  No minimum requirements 

 Long calls and puts:  Risk profile must aggressive 

Spreads and combinations: $25,000 maintenance equity and $250,000 net worth and risk 

profile must read aggressive/speculative  

Uncovered call writing:  $25,000 maintenance equity and $250,000 net worth and risk 

profile must read aggressive/speculative  

 

 Accounts approved for these trading levels that do not meet the minimum criteria 

require the written notation of the SROP or CROP to explain why the account was 

approved for that level. 

 

 

E. Requalification Of Accounts 

When a previously-approved option account is to be approved for a higher level 

of option trading, a new option agreement is required.  The new agreement is to be 

approved by SROP and sent to the customer for verification of account information on 

the form. 

 

F. Option Disclosure Document 

All customers will be provided the required disclosure brochure either before or at 

the time the account is approved for option transactions.  Prior to the first option 

transaction, the registered representative is responsible for providing the customer with a 

copy of the disclosure document.  A copy of the Options Disclosure Brochure is 

Appendix J to this Manual. 

  

In addition, whenever the disclosure document is revised, a new copy will be sent 

to all option accounts in existence at the time of the revision. 

 

G. Uncovered Short Options 
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All accounts that are approved for uncovered short options will be provided a 

special written statement explaining uncovered short options.  The statement is included 

in the next section. 

 

Following are the minimum criteria for approval of an account to trade uncovered 

options: 

 
STRATEGY REQ. 

INVESTMENT 

OBJECTIVE  

ANNUAL  

INCOME  

NET 

WORTH  

LIQUID 

NET 

WORTH  

PRIOR 

EXPERIENCE 

COVERED 

CALLS 

INCOME $20,000.00 $25,000.00 $20,000.00 NONE 

PURCHASES SPECULATION $50,000.00 $100,000.00 $50,000.00 NONE 

PUT WRITING SPECULATION $50,000.00 $100,000.00 $50,000.00 2 YEARS 

SPREADS SPECULATION $50,000.00 $100,000.00 $50,000.00 2 YEARS 

 

 

Certain exceptions to these guidelines may be made on an individual basis.  

Speculation needs to be an objective for all strategies except covered call writing. IRA 

accounts ï covered call writing only. 

 

If the account does not meet the above criteria, the SROP or CROP may approve 

the account for uncovered short options and include, in writing, the reasons why the 

account is approved for this level of trading. 

 

H. Special Statement Regarding Uncovered Options Writers 

There are special risks associated with uncovered options writing that expose the 

investor to potentially significant loss.  Therefore, this type of strategy may not be 

suitable for all customers approved for options transactions. 

 

 The potential loss of uncovered call writing is unlimited.  The writer of an 

uncovered call is in an extremely risky position and may incur large losses if 

the value of the underlying instrument increases above the exercise price. 

 As with writing uncovered calls, the risk of writing uncovered put options is 

substantial.  The writer of an uncovered put option bears the risk of loss if the 

value of the underlying instrument declines below the exercise price.  Such 

loss could be substantial if there is a significant decline in the value of the 

underlying instrument. 

 Uncovered option writing is thus suitable only for the knowledgeable investor 

who understands the risks, has the financial capacity and willingness to incur 

potentially substantial losses, and has sufficient liquid assets to meet 

applicable margin requirements.  In this regard, if the value of the underlying 

instrument moves against an uncovered writerôs options position, the 

investorôs broker may request significant additional margin payments.  If an 

investor does not make such margin payments, the broker may liquidate stock 
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or options positions in the investorôs account, with little or no prior notice in 

accordance with the investorôs margin agreement. 

 For combination writing, where the investor writes both a put and a call on the 

same underlying instrument, the potential risk is unlimited. 

 If a secondary market in options were to be unavailable, investors could not 

engage in closing transactions, and an option writer would remain obligated 

until expiration or assignment. 

 The writer of an American-style option is subject to being assigned an 

exercise at any time after he/she has written the option until the option 

expires.  By contrast, the writer of a European-style option is subject to 

exercise assignment only during the exercise period. 

 

I. Suitability Of Options Transactions 

When recommending opening option transactions, registered representatives 

should have a reasonable basis for believing the customer has the knowledge and 

experience in financial matters that he/she may be reasonably expected to be capable of 

evaluating the risks of the recommended transaction, and financially able to bear the risks 

of the recommended position.  Suitability determinations are based on the information 

provided by the customer including the registered representativeôs understanding of the 

customerôs ability to evaluate the risk and financial ability to bear the risk. 

 

J. Orders Requiring Prior Approval  

All option orders require approval. 

 

K.  Position Limits 

Customers are subject to limits on how many contracts may be accumulated in a 

particular option at any one time.  Total positions include all accounts under ñcommon 

controlò by one party.  An example of common control would be a registered investment 

adviser who manages multiple accounts and establishes option positions in accounts 

under the adviserôs management.  Position limits also include accounts ñacting in 

concertò to accumulate a position.  Contact Compliance if you have any questions 

regarding current option position limits. 

 

L. Exercise Of Options 

The method used for exercising options is disclosed on the Firmôs option 

agreement. 

 

The following apply to the exercise of options: 
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 Standardized option contracts may be exercised at any time from 

trade date until expiration date.  (This does not apply to European 

option contracts.) 

 Exercise notices must be sent by 4:00 p.m. Eastern Time on 

normal trading days and by 5:00 p.m. Eastern Time on expiration 

Friday. 

 The tender of an exercise notice is irrevocable. 

 

M. Adjustments In Terms Of Options 

The number of shares underlying an option contract and/or the exercise price are 

subject to adjustments by the Options Clearing Corporation when the underlying shares 

are subject to dividends (other than cash dividends), distributions, stock splits, 

recapitalization, or reorganization.  Branches are notified and Registered Representatives 

should advise customers who hold option positions in the affected security. 

 

N. Option Complaints 

All written option complaints are to be forwarded to the CROP and Designated 

Principal immediately upon receipt. 

 

O. Option Orders 

All option orders will include the following: 

 

 description of option 

 put or call 

 open or close 

 covered or uncovered 

 spread, straddle, or combination, if applicable 

 

P. Option Programs 

The use of option programs that involve the systematic use of one or more options 

strategies requires the prior review and approval by the Firmôs CROP.  The customer 

must be provided with a written explanation of the nature and risks of the options 

program, including an explanation of the strategies and the purposes of the program.  The 

written explanation must be approved by the CROP prior to use.  The Registered 

Representative will maintain a record of the date and to whom the explanation was sent. 

 

Where sales literature describes an options program, the cumulative history or 

unproven nature of the program and its underlying assumptions will be disclosed. 

 

Q. Option Advertising And Sales Literature 
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Advertising and sales literature are defined in the section titled ñCommunications 

With The Publicò in the section titled ñAdvertising And Sales Literatureò.   This policy 

also includes educational material regarding options, which includes any explanatory 

material for customers or the public and that describes the general nature of standardized 

options markets or one or more strategies. 

 

All advertising, sales literature, or educational materials regarding options must 

be approved by the CROP prior to use or publication. 

 

R. Communications With The Public Regarding Options 

All written communications are subject to the general requirements of truthfulness 

and avoidance of language that includes promises of specific results, exaggerated or 

unwarranted claims.  Written communications should avoid hedge clauses which 

disclaim responsibility for the content of such literature or for opinion included or which 

are inconsistent with the communication.  Statements suggesting the certain availability 

of a secondary market for options may  not be made. 

 

Written communications regarding options should include the following: 

 

 special risks of options and the complexities of certain strategies 

 a statement that options are not suitable for all investors 

 statements referring to potential opportunities should be balanced 

by a statement of corresponding risks 

 

Written communications, other than approved advertising, must be preceded or 

accompanied by the options disclosure document. 

 

S. Options worksheets 

 Where worksheets will be used to present particular option strategies, a standard 

worksheet format, previously approved by the CROP, will be used.  Completed 

worksheets and related written communications that portray performance of past 

recommendations or actual transactions must be provided to the Designated Principal for 

review and approval. 

 

T. Fiduciary Accounts 

 Accounts for trusts, pension plans, and other fiduciary accounts will be reviewed 

by Compliance to determine whether options transactions are permitted in the document 

(trust agreement, etc.) governing the account prior to approval. 

 

U. Seminars/Public Presentations 

 Prior to conducting a seminar or other public presentation regarding options, the 

outline of the presentation should be provided to the CROP for review.  All who attend 
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the public presentation should be provided the current options disclosure document.  A 

list of those who attended and received the disclosure document should be prepared and 

include the date of the meeting.  The list is to be sent to the CROP for the Firmôs central 

file. 

 

V. Prohibited Transactions 

 The following transactions are not permitted: 

 

 Option rules prohibit the entering of a transaction for the sale 

(writing) of a call option contract for the account of any 

corporation which is the issuer of the underlying security. 

 An opening covered short position in a call option contract may 

not be established if the underlying stock is restricted and not free 

to sell. 

 

W. OTC Options (Non-Standardized Options) 

CROP approval is required prior to writing OTC non-standardized options.  

Margin requirements may vary from standardized options. 

 

XV. GOVERNMENT SECURITIES  

A. Sales 

The general sales practice procedures included in the sections titled ñOpening 

New Accountsò and ñOperations and Record Keepingò apply to the sales of government 

securities.   

B. Government Sponsored Enterprise (GSE) Distributions 

1. No Assurance of Execution 

There is no assurance that an order submitted to purchase a GSE security in 

distribution will be executed.  At the time orders are entered, customers should be 

advised, if they are not already familiar with GSE distribution orders, that there is no 

assurance their order will be executed. 

C. Prospectuses 

 Prospectuses will be provided to purchasers of new issue GSE securities with the 

customerôs confirmation.  If prospectuses are not included with confirmations, 

confirmations will bear the notation:  ñOffering documentation will follow.ò 

For all new issues of REMICs, whether or not the Firm participates in the 

underwriting, the Firm will provide purchaser with prospectuses for the period up to 120 

days after settlement.  This includes secondary market transactions in the new issue for 

the 120-day period. 
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XVI.  INVESTMENT ADVISERS  

 

A. Investment Adviser Defined 

An investment adviser, as defined in the Investment Advisers Act of 1940, 

includes anyone who, for compensation, engages in the business of advising others.  The 

definition of an investment adviser under most statesô blue sky laws is similar.  This does 

not include a broker or dealer that receives compensation (commissions) incidental to the 

rendering of advice.  The following are considered investment adviser activities where a 

separate fee is received for providing these services: 

 Recommending investments; 

 Managing a portfolio on a discretionary basis; 

 Other services for which the registered representative receives a fee 

including publishing an investment newsletter; and 

 Other services for which the registered representative receives a fee 

including publishing an investment newsletter. 

B. Investment Advisor Activities Must Be Authorized 

Registered representatives are prohibited from engaging in investment adviser 

activities unless they are offering adviser services specifically authorized by the Firm.  

Registered representatives are not permitted to become registered as an investment 

adviser independent of the Firm. 

Questions regarding permitted adviser activities are to be directed to Compliance. 

C. Recommending Investment Advisers 

When recommending an investment adviser to a customer, the registered 

representative should recommend at least three advisers from whom the customer may 

choose.  The Firm maintains a list of advisers eligible for recommendation. 

D. Fee-Sharing with Investment Advisers 

The definition of an investment adviser includes sharing in the fees paid to 

investment advisers.  Registered representatives may not share such fees except through 

Firm-sponsored programs or unless the fee-sharing arrangement is approved by 

Compliance. 

E. Wrap Fee Programs 

1. Introduction  
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Our clearing firm sponsors a wrap fee service where the customer pays a 

fee that includes multiple services such as transaction costs and investment adviser fees. 

2. Eligible Investment Advisers 

The Firm maintains a list of eligible investment advisers from which 

customers are offered alternatives under the wrap fee program. 

Registered representatives may not recommend investment advisers for 

the wrap fee program unless the adviser is included on the Firmôs approved list. 

3. Agreements 

Each customer who participates in the wrap fee program is required to 

sign the wrap fee account agreement.  The signed agreement must be approved before the 

customer may participate in the wrap fee program. 

4. Disclosure Document 

Registered representatives must provide to each wrap fee customer the 

Firmôs disclosure document regarding the wrap fee program.  The disclosure is to be 

provided as follows: 

 48 hours prior to entering into any written or oral investment adviser 

contract, or, 

 if provided at the time the customer enters into the contract, the customer 

has the right to terminate the contract without penalty within five business 

days after entering into the contract. 

 In addition, the disclosure document will be offered annually to wrap fee 

customers. 

Acknowledgement of receipt of the disclosure document will be included 

in the customer application or a separate form for that purpose. 

5. Communications With The Public 

Any communications regarding the performance of a wrap fee program 

musts include the effect of any fees associated with the program. 

F. Registered Representative/Investment Advisors (RR/IA) 

Registered reps of Colony Park Financial Services, LLC who are independently 

registered as investment advisors must comply with specific supervisory policies and 

review procedures as mandated by FINRA Conduct Rule 3040.   

1. RR/IA Written Notification Requirement  
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All RR/IAôs must submit a written notification to the RR/IA Compliance Officer to seek approval 

of the activities as an RR/IA effecting transactions away from CPFS.  This written notification must be 

submitted on the ñWritten Notification and Acceptance Formò  (Appendix U).  Written notification and 

acceptance is required for each new account opened away from CPFS but not required for each transaction.  

All existing accounts already in place outside CPFS at the time of hire are documented in the Branch File. 

 

2. Written Acceptance by CPFS 

Once the Written Notification and Acceptance Form is received by the RR/IA 

Compliance Officer, CPFS shall either accept or reject the activity.  If the activity is 

accepted, the acceptance form will be completed and a copy retained by the RIA/IA 

Compliance Officer.  A copy will also be provided to the RR/IA and shall be kept in the 

customer file maintained by the RR/IA. 

3. Updates to Written Notification 

If any changes are made to the activities of the RR/IA or his/her relationship with the specific 

customer, an updated Written Notification and Acceptance Form must be submitted to the RR/IA 

Compliance Officer.  Until approval is received from the RR/IA Compliance Officer, the RR/IA may not 

engage in the proposed conduct. 

 

4. Additional Documents to be provided to the RR/IA 

Compliance Officer 

a) all account documents including suitability 

b) the Advisory Agreement 

c) Discretionary Trading Authority 

5. Record Keeping 

i. Customer Documentation to be maintained by the 

RR/IA  

The RR/IA shall maintain copies of all account documents in the individual customer files along 

with any written correspondence with customers.  All electronic correspondence will be kept in the email 

archive (Amicus). 

 

ii.  Customer Records maintained by the RR/IA 

Compliance Officer 

 The RR/IA Compliance officer will be given access to view all customer accounts, statements, and 

confirmations for each broker/dealer effecting transactions for the RR/IA.  These documents are archived 

on secure (password protected) Internet websites and may be accessed at any time.  A copy of all Written 

Authorization and Acceptance Forms will be maintained in the Branch File. 

 

6. Account Review by RR/IA Compliance Officer 

Monthly, the RR/IA Compliance Officer shall review a sample of (5) account statements for each 

broker/dealer effecting transactions.  In this review the RR/IA Compliance Officer will review activity, 

consistency with customer objectives and handling of fees and disbursements.  The RR/IA Compliance 

Officer will indicate his review by maintaining a log of the accounts reviewed and any comments.   
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7. RR/IA must submit copies of all Advertising Material, Sales 

Li terature, and Reports prior to use. 

XVII.  COMPLIANCE ISSUES 

A. Contacts With Regulators and Others 

If you are contacted either in writing, by phone or in person by outside parties 

such as regulators (SEC, NASD, state and other regulators), attorneys and governmental 

agencies (e.g., the IRS) for information about clients, private placements or Colony Park 

business, you should refer the contacting body to the Chief Compliance Officer for 

handling of the request. 

 

B. Knowledge of Wrongdoing 

If you discover or suspect dishonesty by another registered or associated person, 

activities of any other criminal nature, or activities which may violate Colony Parkôs 

policies or NASD or SEC rules, you must immediately report the details to the Chief 

Compliance Officer. 

 

C. Client Complaints 

If you receive an client complaint, you must report it immediately to the Chief 

Compliance Officer.  See Section XVI.C. for more information concerning client 

complaints. 

 

D. Activities of Unregistered Persons 

There are very strict limits on what unregistered persons may do to assist with a 

broker-dealerôs securities business.  These strict limits apply to Colony Parkôs service 

staff generally and to your personal service staff.  As a registered person, you are 

responsible for making sure that your staff members are in compliance with the securities 

laws.  Generally, your service staff may not talk to clients or prospective clients regarding 

the merits of a specific security, or answer any questions pertaining to the merits of such 

investments.  Your staff cannot recommend or provide any kind of advice as to whether a 

person should purchase a specific security. 

 

NASD rules permit unregistered persons to contact prospective clients for the 

limited purposes of: 

 

1. Extending invitations to Colony Park-sponsored events at which any 

substantive presentations and private placement solicitations will be 

conducted by appropriately registered personnel; 
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2. Inquiring whether the prospective client wishes to discuss private 

placements with a registered representative;   

 

3. Determining whether the prospective client wishes to receive investment 

literature from Colony Park;   

 

4. Assisting in obtaining information as required for Colony Park files; 

 

5. Assisting in compiling documents for the closing of the transaction; or   

 

6. Other activities as approved by you which should not include discussing 

any material aspect of any transaction. 

 

E. Prohibited Practices 

This section contains a general review of prohibited sales and business practices 

pertaining to the securities business. While not exhaustive, this section includes practices 

that you, as a registered representative, may not engage in.  Failure to abide by these 

policies may result in sanctions including, but not limited to, letter of cautions, fines, 

suspension and/or termination. 

1. Co-mingling 

You may not under any circumstances commingle a clientôs funds with your own 

or those of any other person, or act as a clientôs personal custodian for securities, variable 

life policies, variable annuity contracts, money, stock powers, or property, even if 

requested by the client to do so.  You must immediately forward to Colony Park any 

checks received from clients. 

2. Sharing in Client Accounts 

You may not share directly or indirectly in the profits or losses in any client 

account, or have a beneficial interest in any client account. 

3. Lending and Borrowing 

You may not borrow money or securities from a client, or lend money or 

securities to a client. If a clientôs check is inadvertently made payable to you, you must 

return it to the client and request a replacement check made payable to the appropriate 

entity.  You may not receive a business or personal loan from a potential or current client. 

4. Churning 

ñChurningò (i.e., executing trades for a client for the primary purpose of 

generating commissions) is always forbidden. 

Churning may be inferred from transactions deemed excessive in volume or 

frequency.  This determination is based on factors such as: 
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 The size and character of the account; 

 The needs and objectives of the client as ascertained by reasonable 

inquiry; 

 The pattern of trading in the account; and 

 The amount of commissions relative to the size of the account, number 

of transactions, and/or how long each investment is held. 

Claims of churning can arise whenever a representative is in a position to 

determine, or even merely influence, the volume or frequency of transactions.  Although 

Colony Parkôs registered representatives are prohibited from having discretionary power 

over a clientôs account, claims of churning are not restricted to discretionary trading 

accounts.  You must, therefore, make sure that your client personally approves of every 

transaction in advance.  Documentation should be kept in the client file and can be in the 

form of an order ticket. 

5. Front-Running / Shadowing 

Front-running and/or shadowing are trading practices that are not allowed by 

Colony Park.  Front-running refers to situations in which a registered representative holds 

a client order while placing an order for his or her own account before showing the 

clientôs order to the market.  Shadowing refers to situations in which the registered 

representative places an order for his or her own account after placing the clientôs order.  

It is considered an unethical trading practice for a registered representative to receive a 

better price on a trade than his or her client. 

6. Guarantees / Reimbursement for Loses 

You may not guarantee your client against loss in any securities transaction.  You 

may not guarantee profits or the payment of any debit balance in a clientôs account.  You 

must never imply or guarantee, in any way, the amount or the future value of any 

security. 

If you make an error that results in a loss to a client and you wish to reimburse the 

client for the loss, you must contact Colony Park for approval.  Colony Park will then 

review the situation and if approved, make the adjustment and charge your compensation 

statement accordingly.  You cannot make the reimbursement yourself. 

7. Discretion 

Colony Park does not allow registered representatives to maintain discretionary 

accounts.  You cannot pick the security quantity or make the decision to buy or sell 

without the clientôs specific authority.   

8. Free-Riding and Withholding Provisions (IPOs) 
























































