NICHOLAS MAZANEC

MICHAEL A. KAKUK

Office of the Montana State Auditor,
Commnissioner of Securities and Insurance (CSI)
840 Helena Avenue

Helena, MT 39601

(406) 444.2040

mmazanec@mt.gov

mkakuk@mt.gov

Attorneys for the CSI

BEFORE THE COMMISSIONER OF SECURITIES AND INSURANCE

MONTANA STATE AUDITOR

)
IN THE MATTER OF: ) Case No.: SEC.20]3-39

)
REX ROY HARRIS, IR, ) CONSENT AGREEMENT AND FINAL

) ORDER

Respondent, )
) —

This Consent Agreement (Agrecment) is entared into by the Office of the Montana State
Auditor, Commissioner of Securities and Insurance (CST), acting pursuant to the authority of the
Securities Act of Montana, Mont. Code Ann, § 30-10-101 et seq. (Act), and Rex Roy Harrls, Fr,
(Respondent) (collectively, the parties). The Final Order (Order) is issued by tbe authority of the

Cormissioner of Securities and Insurance, Office of the Montana State Auditor (Commissionet)

pursuant to the Act.

RECITALS

WHEREAS, Respondent is a registered securities salesperson and investment adviser

representative of LPL Financial LLC (LPL);

WHEREAS, the CSlissued an examination report of Respondent on October 15, 2012;

Iri ve Rex Roy Harvis, Jr.
Consent Agreentent and Fipal Order



WHEREAS, the report found that Respondent sold shares of non-traded Real Estate
Ipvestment Trusts (REITs) in 39 transactions (REIT transactions) between January 1, 2009, and
April 26, 2012,

WHEREAS, the repott 1d'eutiﬁed potential violations of § 30-10-301 regarding the REIT
transactions, mcluding: &) failing to adequately disclose the lliquid nature of non-traded REITs, the
difference between dividends and distributions, and the nature of the risk of non-traded REITs; b)
recommending unsuitable transactions, based on clients’ net worth and income requirements; and c)
failing to provide REIT prospectuses at least five days in advatice of making the transactions;

WHEREAS, the report {dentified potential violations of § 30-10-301 regarding investment
advisory account activity, including: &) over diversification of mutual funds; and b) management of
client accounts;

WHEREAS the clients involved in the REIT transactious ave receiving restituiion as part of
another mmlwr;

WHEREAS, LPL is respousible for suporvising Respondent; and

WHEREAS, the parties agree that the best interests of the public would be served by entering
into this Agreement;

NOW, THEREFORE, in consideration of the mutual undertakings coptained in this
Agreement, the parties agres fo settIt-?; this matter with the following terms and conditions:

STIPULATIONS AND CONSENTS

I8 Respondent stipulates and agrees as follows:
A, The allegations set forth in the Recitals, above, are true and correct.

B, Respondent shall pay an administrative fine in the amount of $25,000 no later than

February 1, 2016, The fine must bo made payable to the State of Montana and sent to!

ta
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Montana State Auditor

c/o Darla Sauvtter

840 Helena Avenne

Helena, MT 59601

C. Respondent and LPL. agree to the following additional terms of supervision and
continuing educetion for two vears following the effective date of this Agreement:

1. Respondent shall use and completely fill out all relevant portions of LPL’s
newly revised Al-1 form when effecting any altexrnative investment transactions;

2. Respondent will contact or make reasonable efforts to contact clients at least
once every four months to discuss their accounts;

3. Respondeut shall not open any new investment advisory accounts for any
clients with less than $100,000 in assets for such an account, unless Respondent recefves written
consent from the CSL;

4, LPL will conduct a branch exam of Respondent at least once every six
months, which shall include LPL reviewing whether Respondent has followed the previous thres
requirements, and shall provide the results of each exam to the CST;

5. LPL shall pravide the name and contact informatiou of Respondent’s
supervisor to the CST within ten days of the effective date of this Agreement, and within ten days of
any change in Respondent’s superviser;

6. LPL shall contact at least ten randomly chosen clients of Respondent every
four months, and confirm thelr knowledge and understanding of their current investments with
Respondent; and

7. Respondent shall take and pass an ethics course approved by the CSI within

six mounths of the effective date of this Agreement.
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D, Respondent will comply with the terms and conditions of this Agreement, the Act,
and all other regulations of the State of Montana,

E. With respect to the Recitals, Respondent specifically and affirmatively waives a
contested case hearing and his right to appeal under the Montana Administrative Procedure Act,
Mont. Code Ann. § 2-4-101 et seq. (MAPA), and elects to resolve this matter on the terms and

conditions set forth herein.

F. Respondent acknowledges that his representation by his legal counsel was

satisfactory.

G. Respondent acknowledges that he has read and understands each term of this
Agreement.

H. Respondent enters into this Agresment voluntarily and without reservation,

I Respondent fully and forever releases and discharges the CSI from any and all
actions, claims, causes of action, demands, or expenses for damages or injuries, whather asserted or
unasserted, known or unknown, foreseen or unforeseen, arising out of the Recitals.

I All parties to this Agreennent stipulate and agree as follows:

A. This Agreeinent reselves the matter set forth in the Recitals, and the CSI has no
Intention to impose any additim;al penalty, fine, or other disciplinary action for this conduct.

B. This Agreement is entered without adjudication of any issue, law, or fact. It is
entered solely for the puepose of resolving the matter desctibed in the Recitalg and is not intended to
be used for any other purpose. For any parson or entity not a party to this Agreement, this

Agreement does not alter, limit, or create any private rights or remvedies against the parties.
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G. This Agreement constitutes the entire agreement between the parties on this matter,
No other prowises or agreements, either eXpress or implied, bave been made between the CSI, or
any member, officer, agent, or representative of the CSI, and Respondent related to this matter.

D. This Agreement may not be modified orally, Any subsequent modifications to this
Agreement must be in a mutually-agreed writing with the same formality as this Agreement.

E. This Agreement shall be incorporated into and made part of the attached Final Order
issued by the Commissioner,

F. This Agt'eament‘shall be effective upon signing of the Final Order.

G. This Agreement and Final Order are public records under Montana law and as such

may not be sealed or otherwise withheld from the public.

-74‘—’4 -T;\-\\NV

DATED this | ' 5" day of Decomityer, -wa OFFICE OF THE MONTANA STATE
AUDITOR, COMMISSIONER OF
SECURITIES AND INSURANCE

/é /44//

NICLMAZANEC
MICHATL A. KAKUK
Attorneys for the CSI

ar, 2013 G

3 9 /
o e
DAVID )

Attorney for"RESpahdent

APPROVED AS TO FORM on this 9‘? éiay of Dece

By:

DATED this / i day of December, 2015 By: / / /%"/&—47
REX ROY HARRIS, JR.
Respondent
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APPROVED and AGREED to additional terms of supervision contained in Paragraph 1(C} on behalf
of LPL FINANCIAL LLC, this ## _day of Beromberr26is

Tunvary, PG
e
g@ S%ﬁf‘um

James [/um«u _,,L_\
Printed Name
Sg;‘g( U.QJ 'gw,s[‘&t 5% /nggg, CQ#&/ (w"“/
Title
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FINAL ORDER

Pursuant to the authority vested by Mont. Code Ann. §§ 2-4-603 and 30-10-101 et seq. and
upon review of the foregoing Consent Agreement and good cause appearing,
[T IS HEREBY ORDERED that the foregoing Consent Agreement between the Office of the

Montana State Auditor, Commissioner ol Securities and Insurance, and Respondent Rex Roy Harris,

NICA 4. %INDEEN
Zommissioner of Sccurities and Insurance
Montana State Auditor

Jr., 1s adopted as set forth fully herein.

DATED this/ 3% day of dmam/ 2016

G Nick Mazanec and Michael A. Kakuk, CSI
David Freniere, Respondent
Jamie Vannah, LPL
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