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I. PRFXIMTNARY STATEMENT

This Consent Order is entered into between the Securities Division of the Office of the

Attorney General of South Carolina (the "Division") and JJ.B. Hilliard, WX. Lyons, LLC,

CRD No. 453 ("Hilliard Lyons'* or the "Respondent"), in order to resolve the Division's

investigation under Matter No. 20172047 into whether certain Hilliard Lyons conduct violated

the provisions ofS.C. Code Ann. § 35-1-101, etseq., the South Carolina Uniform Securities Act

of2005 (the "Act") and the regulations promulgated thereunder.

Without admitting or denying the findings of fact and conclusions of law set forth in this

Consent Order, except as to the jurisdiction of the Securities Commissioner of South Carolina

(the "Securities Commissioner") over it and the subject matter of this proceeding, which are

admitted, the Respondent expressly consents to the entry ofthis Consent Order.

H. JURISDICTION

1. The Securities Commissioner has jurisdiction over this matter pursuant to S.C.

Code Ann. § 35-1-60 1(a).
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iExcessive Trading in Certain Customer Accounts

5. Beginning in late 2014 and continuing into the fall of 2015 (the "Relevant

Period")* Watson began to engage in excessive trading m certain ofhis customers' accounts.

6. The Division's review of Watson's trading activity revealed at least three (3)

accounts in which Watson engaged in excessive trading.

7. In those three (3) accounts* the Division found annualized turnover rates in excess

of4, 1 and cost-equity ratios ranging from 16% to 22% during the Relevant Period.2

8. During the Relevant Period* Hilliard Lyons' policies and procedures required that

the branch manager be the registered principal responsible for the approval of all trades by

representatives in that manager's branch office* referring to branch managers as the "front line"

in supervision.

I
!

9. The Greenville branch manager (the "Manager") approved all of Watson's trades

during the relevant period based on information provided to the Manager by Watson.

Hilliard Lvons' Response

10. During a cycle branch exam in May 2015, Hilliard Lyons' compliance department

identified six (6) accounts in which Watson's trading appeared to be excessive, despite the fact

that all ofthe trades in each ofthese accounts had been approved by the Manager.

11. Following this, the Manager met with Watson again to discuss his strategy..

Additionally, the Respondent sent "activity letters" to the owners ofthe accounts in question.

12. In August 2016, the Manager, still concerned by Watson's strategy and trading

activities, revoked Watson's ability to enter any trades in customer accounts.

i Annualized turnover rate is calculated by dividing total securities purchased for a specific

period oftime by the average monthly net equity of the account, and then annualizing the result.

An annualized turnover rate of four (4) gives rise to the presumption of excessive trading.
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Subsequent Events

13. In the Pall of2015, one customer ("Customer 1 ") filed an arbitration claim against

Hilliard Lyons alleging excessive trading and unsuitable recommendations by Watson. Hilliard

Lyons settled this claim in June 2016 without admitting liability.

14. Following Customer l's arbitration filing, the Financial Industry Regulatory

Authority ("FINRA") began an investigation into Watson and his securities-related activities.

15. On October 12, 2016, Watson resigned from Hilliard Lyons and terminated his

registrations with the Division.

16. On January 17, 2017, FINRA barred Watson from associating with any FINRA '

member as a result ofhis failure to comply with its requests for testimony.
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22. The Respondent's failure to reasonably supervise its agent who violated the Act

provides the basis for the fine set forth below pursuant to S.C. Code Ann. §§
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