STATE OF NEW HAMPSHIRE

DEPARTMENT OF STATE
BUREAU OF SECURITIES REGULATION

iN THE MATTER OF: )
) ORDER TO CEASE AND DESIST,
LPL Financial, LLC ) ORDER TO SHOW CAUSE
CRD #6413 )
) C-2013-000005
Respondent )
NOTICE OF ORDER

This Order commences an adjudicative proceeding under the provisions of RSA 421-
B.26-a.
LEGAL AUTHORITY AND JURISDICTION

Pursuant to RSA 421-B:23, the Secretary of State has the authority {o issue and cause
to be served an order requiring any person appearing to him to be engaged or about to be
engaged in any act or practice constituting a violation of RSA 421-B or any rule or order
thereunder, to cease and desist from violations of RSA 421-B.

Pursuant to RSA 421-B:24, I, any person who wilifully violates a cease and desist order
issued pursuant to RSA 421-B:23 shall be guilty of a class B felony.

Pursuant to RSA 321-B:10, lll, the Secretary of State may issue an order requiring the
person to whom any license has been granted to show cause why the license should not be
revoked.

Pursuant to RSA 421-B:26, the Secretary of State has the authority to impose

administrative penalties of up to $2,500.00 for each violation of New Hampshire securities law

and rules.



Pursuant to RSA 421-B:10,1 the Secretary of State may by order deny, suspend, or
revoke any license or application, or bar any person from licensure if he finds that the

application or licensee has failed to reasonable supervise his agents if he is a broker-dealer.

NOTICE OF RIGHT TO REQUEST A HEARING

The above named respondent has the right to request a hearing on this order to cease
and desist, as well as the right to be represented by counsel. Any such request for a hearing
shall be in writing, shall be signed by the respondent, or by the duly authorized agent of the
above named respondent, and shall be delivered either by hand or certified mail, return receipt
reguested, to the Bureau of Securities Regulation, Department of State, 25 Capitol Street,
Concord, New Hampshire 03301,

Under the provisions of RSA 421-B:23, |, if respondent fails to request a hearing on this
order within 30 calendar days of receipt of this order, respondent shall be deemed in default,
and this order to cease and desist shall, on the thirty-first day, become permanent.

Upon request for a hearing being received by the Bureau of Securities Regulation, in
the manner and form indicated above, a hearing shall be held not later than ten days after
such request is received by the Bureau, after which hearing, the Secretary of State, or such
other person authorized by statute, shall issue a further order vacating or modifying this order,

or making it permanent, as the circumstances require.




STATEMENT OF ALLEGATIONS

The allegations contained in the Staff Petition for Relief dated April 6, 2015 (a copy of

which is attached hereto) are incorporated by reference hereto.

ORDER

WHEREAS, finding it necessary and appropriate and in the public interest, and for the
protection of investors and consistent with the intent and purposes of the New Hampshire
securities laws, and

WHEREAS, finding that the allegations contained in the Staff Petition, if proved true and
correct, form the legal basis of the relief requested, therefore:

It is hereby ORDERED, that:

1. Respondent is hereby ordered to immediately cease and desist from the
above indicated acts and from in any other way violating RSA 421-B;

2. Respondent shall show cause why its securities license in New Hampshire
shouid not be revoked.

3. Respondent shall make an offer of rescission and/or pay restitution for all
uniawful and unsuitable non-traded REIT sales to New Hampshire investors.

4. Respondent and its financial advisors shall disgorge themselves of all
commissions or other remuneration received from the unlawful or unsuitable
sale of non-traded REITs to New Hampshire investors.

5. Respondent shall, in accordance with RSA 421-B:26,1, pay an administrative fine

up to One Million Dollars ($1,000,000).




6. The Respondent shall pay the Bureau’s costs of investigation and enforcement in
the amount of $200,000.

7. Failure to request a hearing within 30 days of the date of receipt of this Order
shall result in a default judgment being rendered and administrative penalties

being imposed upon the defaulting Respondent.

SIGNED,

WILLIAM M. GARDNER
SECRETARY OF STATE
BY HiS DESIGNEE:

Dated:

BARRY J. GLENNON DIRECTOR,
BUREAU OF SECURITIES REGULATION



STATE OF NEW HAMPSHIRE
DEPARTMENT OF STATE
BUREAU OF SECURITIES REGULATION
25 CAPITOL STREET
CONCORD, NH 03301

STAFF PETITION FOR RELIEF
IN THE MATTER OfF:

LPL Financial, LLC (CRD # 6413)

C-2013000005

I. The Bureau of Securities Regulation, Department of State, State of New Hampshire
(hereinafter referred to as “the Bureau™), hereby petitions the Director, and makes the
following statement of facts:

I.

STATEMENT OF FACTS

Background

LPL Financial, LLC (“LPL™), is an investment advisor and broker-dealer with a
principal place of business at 75 State Street 24" Floor, Boston, Massachusetts 02109,
LPL has been licensed in New Hampshire since 1982 and has been licensed with the
Securities and Exchange Commission (“SEC”) and with the Financial Industry
Regulatory Authority (“FINRA™) since 1973.

As part of their business, LPL financial advisors sell alternative investments (“Als”) to
their clients. Als include products such as limited partnership interests, membership
interests in limited liability companies, hedge funds, managed futures, business trusts,
and real estate investment trusts (“REITs™). REITs can be further separated into two
distinct sub-categories, REITs that are traded on a national securities exchange and those
that are not. REITs that fall into this latter category are referred to as non-exchange
traded REITs, or non-traded REITs for short.

Non-traded REITs have certain characteristics that differ from exchange-traded REITs.
The secondary market for non-traded REITs is very limited and redemption offers may
be priced below the purchase price. Second, the front-end fees associated with the sale
of non-traded REITs can be as high as 15% of the per share price and include selling
compensation and expenses. Finally, investors in non-traded REITs may seck income
from distributions over a period of years but distributions are not guaranteed and
whether distributions are paid is often within the sole discretion of the REIT’s Board of

Directors.



4. In the process of selling a non-traded REIT to clients, LPL financial advisors fill out a
form titled Alternative Investment Purchase Approved Public Direct Participation
Program (“All form™). The All form requires that the LPL financial advisor provide
certain client financial information in order to determine whether the proposed sale
would result in a concentration of Als beyond specific caps established by LPL. (See
generally Ex. 2 and Ex. 3.}

5. LPL Written Supervisory Procedures (“WSPs™) regarding Als include guidelines for the
sale of Als in client accounts. (See generally Ex. 4.) Specifically, these guidelines
outline the percentage of a client’s liquid net worth (“LNW”) that may be invested in
Als (“Al Concentration™). (/d. at 1-2.} As Exhibit 4 shows, determining what Al
Concentration is appropriate for a particular client depends on several different factors
including: 1) the client’s age at the time of investment; 2) the client’s LNW at the time
of investment; and 3) the client’s investment objective. (/d.) Further, both charts in
Exhibit 4 establish a percentage cap on the concentration of a client’s LNW in any one
asset category (e.g. Public Real Estate LPs, REITs, Oil and Gas, Equipment Leasing,
etc.). (Id)

6. LPL’s WSPs related to Als state that “LPL Financial considers liquid net worth to
include all assets that can be liquidated within thirty (30) days, exclusive of real estate
holdings™ and that “[t]he liquid net worth reported on the new account form should
include the assets being used to fund the LPL Financial account but should exclude any
existing alternative investment holdings.” (/i at 2.) However, the AIl form states that
the charts included in the form are to be used to determine the “{mjaximum percentage
of Liquid Net Worth (after the purchase) that can be invested in alternative investments
according to the client’s investment objective (unless otherwise specified by the
prospectus).” (Ex. 2 at2.)

The Bureau’s Investigation

7. The complainant in this matter is an eighty-one (81) year-old New Hampshire resident
who was sold a non-traded REIT by LPL in January of 2008. The aggregate amount of
the complainant’s investment was $253,000 although her investment in the REIT sold
was paid in two (2) tranches. The complainant’s LNW, as stated in the All form related
to her investment was $2.5 million. As the complainant was over seventy (70) years old
at the time of her investment, according to the All form completed, the maximum Al
Concentration was 10%.After reviewing the complaint in this matter, the Bureau
initiated an investigation of LPL. As part of its investigation, the Bureau sent several
document requests to LPL seeking information about non-traded REIT sales to New
Hampshire investors back to 2007,
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Specifically, on September 27, 2013 the Bureau sent a document request to LPL seeking
a list of all non-traded REIT sales to New Hampshire investors for a specified period. In
response to the Burcau’s request, LPL provided a spreadsheet of every non-traded REIT
sale to New Hampshire investors since 2007 including the date of the sale, the product
sold, the amount of the sale, the client’s name, the net worth and liquid net worth of the
client, the client’s investment objective, the client’s investment horizon, as well as other
information pertaining to the sale.

Upon review of the information provided by LPL in response to the Bureau’s September
27, 2013 request, the Bureau requested additional information from LPL. Based on the
documents produced by LPL, the Bureau ultimately determined that LPL had made
numerous sales of non-traded REITs to New Hampshire investors that violated New
Hampshire securities law and LPL’s guidelines on Al Concentration.

In response to the Bureau’s supplemental document requests and the Bureau’s assertions
that LPL had violated its own WSPs and Al Concentration guidelines, LPL
acknowledged that ten {10) non-traded REIT sales since 2007 were unsuitable. As this
number of unsuitable sales was lower than the Bureau initially asserted, the Bureau sent
several subsequent requests to LPL seeking all documentation supporting LPL’s
assertions. One of the Bureau’s requests included all All forms underlying each non-
traded REIT sale in New Hampshire from 2007 to the date of the request.

In reviewing the documentation provided by LPL in response to the Bureau’s subsequent
requests, including all AI1 forms related to each non-traded REIT sale in New
Hampshire since 2007, the Bureau determined that LPL not only violated its own WSPs
and Al Concentration caps on numerous occasions, but also that LPL’s WSPs and
supervisory systems as they relate to the sale of non-traded REITs were systematically
flawed resulting in hundreds of unlawful or unsuitable non-traded REIT sales to New
Hampshire investors.

Inconsistencies in LPL’s WSPs and Forms Related toNon-traded
REIT Sales to New Hampshire Investors

As mentioned above, LPL has WSPs specific to Als. (See generally Ex. 4.) As part of
these WSPs, LPL provides guidance as to the suitability of certain Al sales based on
certain client information. (/d at 1-2.) This client information includes: 1) the client’s
age at the time of investment; 2) the client’s LN'W at the time of investment; and 3) the
client’s investment objective. (/d) Based on these three pieces of information, LPL has
established specific caps on the Al Concentration in client accounts.
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Fig. 1: Excerpt from Exhibit 4, pg. 1 and 2.

As Exhibit 4 also demonstrates, the percentage of a client’s LNW that may be invested
in a specific asset category of Als is also capped. (/d) As shown in Exhibit 4, for
clients under seventy (70) vears old, no more than 20% or 25% of a client’s LNW may
be invested in REITs, depending on the client’s LNW. For clients over seventy (70)
years old, this cap is 15% regardless of the client’s LNW.

LPL’s WSPs and their caps on Al Concentration have been updated since 2007 but the
general structure has remained the same. A client’s permitted Al Concentration is based
on the client’s age, LNW, and investment objective.

. In order to effectuate these guidelines, LPL created the All form described above. (See

generally Ex. 2 and Ex. 3.} The AIl form itself, in addition to other information,
requires the LPL financial advisor input the client’s LNW, net worth (“NW”), annual
income, and the amount of the proposed purchase. (Ex. 2 at2.)

The All form also requires that the LPL financial advisor input whether the client has
current or pending Al holdings, the name of the products held, and the amount invested
in each product. (/d.)

The All form then requires the LPL financial advisor to perform basic arithmetic to
determine whether the proposed sale is within LPL’s established caps on Al
Concentration. The formula for this arithmetic is as follows:

Add your current Alternative Investment holdings (item f) to the amount of
your purchase (item ¢), then divide by your liquid Net Worth (item a) to

4



determine the percentage of Liquid Net Worth in Alternative Investments
after this purchase ({f +e¥/a). (Id.)

18. Thus, based on the information provided in Exhibit 2 and the formula on the All form,
the calculation would be completed as follows:

$27,000 (current/pending holdings) + $10,000 (current purchase)

$250,000 (LNW)
In this case, the resulting percentage would be 14.8%.

19. The LPL financial advisor completing this form would then compare the percentage
resulting from the calculation above against the charts provided in the All form.
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Fig. 2; Excerpl from Exhibit 2, an Al form, showing L.PL’s established caps or Al Concentration.

Since the client in related to Exhibit 2 is fifty-four (54) years old, with an mvestment
objective of Growth, and a LNW of $250,000, the client’s LNW percentage cap would
be 20%. Thus, the resulting 14.8% Al Concentration would not exceed LPL’s

' The account opening documents for this client are inciuded in Exhibit 1 attached hercto. It should be noted that at the time of'the
account’s creation, the client’s LNW was reported as “[b]etween $100,000 and $24%,999.” This is consistent with the LNW
reported on both Exhibis 2 and Exhibit 3 attached hereto and indicates that prior Al sales were included in the clien’s LNW at the
time of these REIT sales considering the LNW in both Exhibit 2 and Exhibit 3 is $250,000.

)



established caps on Al Concentration based on the client’s specific financial
information.

20. Exhibit 3 is the All form used in a subsequent sale to the same client as Exhibit 2. (See
generally Ex. 3.) Based on the information reported in Exhibit 3 and the instructions on
the AIl form, the calculation of the resulting AI Concentration would be calculated as
follows:

$39,250 {current/pending holdings) + $7,500 {current purchase)

$250,000 (LNW)

in this case, the client’s resulting Al Concentration would be 18.7%. The LPL financial
advisor completing this form would then compare the percentage resulting from the
calculation above to the charts provided in the All form. Since the client in Exhibit 3 is
fifty-four (54) years old, with an investment objective of Growth and a LNW of
$250,000, the client’s Al Concentration cap would be 20%. Thus, the resulting 18.7%
Al Concentration would not exceed LPL’s established guidelines based on the client’s
specific financial information.

21. However, WSPs provide the following regarding the suitability and required disclosures
in the sale of Als:

Advisors are required to make a full and fair disclosure of all material facts
pertaining to alternative investments they solicit or sell. This may include,
among other things, disclosing that the alternative investment generally is
illiquid and the customer may not be able to liquidate or sell the securities in
the future. Advisors are also required to verify, at the time of purchase, that
the customer meets all suitability requirements specifically provided in the
prospectus or offering memorandum for such security (e.g., minimum annual
income and net worth, state regulations, etc). As a reminder, LPL Financial
considers liquid net worth to include all assets that can be liquidated within
thirty (30) days, exclusive of real estate holdings. This includes, but is not
limited to: checking and savings accounts, IRA and, all marketable securities,
commodity accounts, cash, money market funds and precious metals. The
liquid net worth reported on the new account form should include the assets
being used to fund the LPL Financial account but should exclude any existing
alternative investment holdings. (Ex. 4 at2.)

22. LPL’s WSPs highlight the effect the illiquidity of Als such as REITs have on the
calculation of LNW. (Jd) According to the WSPs, at the time an account is opened,
“the assets being used to fund the LPL Financial account” should be included in LNW
on account opening forms since, at that time, those assets are liguid. (Jd) However, the
WSPs go on to state that LNW should “exclude any existing alternative investment
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25.

holdings” since these holdings are often considered illiquid and thus should not be
considered part of a client’s LNW. (/d)

. The language of LPL’s WSPs described above is problematic in the effectuation of Al

sales mainly because the LNW calculation outlined within the WSPs, determining what
is and is not included in LNW, is inconsistent with how a client’s Al Concentration is
calculated using the Al form.

Based on the charts provided in the All form, as pictured above, LPL financial advisors
should determine the “[mJaximum percentage of Liquid Net Worth (affer the purchase)
that can be invested in alternative investments according to the client’s investment
objective (unless otherwise provided by the prospectus).” (Ex. 3 at 2.} (emphasis
added). Thus, if LNW “should exclude any existing alternative investment holdings™
based on the fact that such holdings are illiquid, and the Al Concentration should use the
client’s LNW after the purchase has been made, then, based on Exhibit 3, the resulting
AT Concentration should be calculated as follows:

$39,250 (current/pending holdings) + $7,500 (current purchase)

$250,000 (starting LNW) - $46,750 (current purchase/current holdings)

This calculation would result in an Al Concentration “after the purchase” of 23.0%. In
this case, this resulting percentage would exceed LPL’s guidelines based on the client’s
specific financial information. In reviewing Exhibit 3 it is clear that the financial advisor
completing the All form did not exclude the current purchase or the current holdings
from the client’s LNW as reported. (Ex. 2 at 2, Ex. 3 at 3.) This 1s especially clear when
comparing the NW and LNW as reported in Exhibit 2 and Exhibit 3 as these numbers do
not change from one exhibit to the other. (Ex. 2 at 2, Ex. 3 at 3.) This is inconsistent
with LPL’s WSPs regarding what should be included in LNW as well as the language
and guidance included on the AIl form. In this case, even if LPL did not require that the
ENW of the client be reduced by amount of the current purchase, the resulting Al
Concentration would be calculated as follows:

$39,250 (current/pending holdings) + $7,500 (current purchase)

$250,000 (starting LNW) - $39,250 (current holdings)

This calculation would result in an Al Concentration of 22.18%, still in excess of LPL’s
established cap on Al Concentration for this client, set at 20%.

Based on LPL’s WSPs and the language of the AlT form, the LNW used in determining
the permissible Al Concentration for a client after the purchase must exclude the amount
of the current purchase and any current Al holdings. (Ex.2at2, Ex. 3 at3,Ex. 4 at2.)
As such, the NW and LNW reported on the All form must be different by at least the

7
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amount of the current purchase and any current Al holdings. If the amount of the current
purchase or current Al holdings is not excluded from the LNW as reported on the All
form, the resulting Al Concentration will be artificially low and thus incorrect.

If a non-traded REIT sale is executed based on an artificially low Al Concentration, as
demonstrated by Exhibit 3 attached hereto and the examples above, then the LPL
financial advisor making the sale and any supervisory personne! reviewing and
authorizing the sale would not have a reasonable basis to believe the transaction in
question was suitable. Based on the lack of a reasonable basis for suitability, the only
reasonable inference is that such sales were unlawful and unsuitable. Thus, the burden
rests with LPL to show that all non-traded REIT sales made to New Hampshire investors
based on artificially low AI Concentrations were, in fact, lawful and suitable.

Additionally, when a non-traded REIT sale is executed based on clearly erroneous
financial information such as an identical NW and LNW, as demonstrated by Exhibit 2
and Exhibit 3 attached hereto, the LPL financial advisor completing the form and any
supervisory personnel reviewing or authorizing the sale would not have a reasonable
basis to believe that the proposed sale was suitable. Based on the lack of a reasonable
basis for suitability, the only reasonable inference is that such sales were unlawful and
unsuitable. Thus, the burden rests with LPL to show that all non-traded REIT sales
made to New Hampshire investors based on clearly erroneous All forms were, in fact,
lawtul and suitable.

In 376 instances LPL sold non-traded REITs to New Hampshire investors based on
clearly erroneous All forms or artificially low Al Concentrations. These 376 sales
totaled approximately $17.5 million.

Further, based on the Bureau’s review of the All forms for all non-traded REIT sales in
New Hampshire back to 2007, the Bureau determined that approximately forty-eight
(48) non-traded REITs of the 376 sales made to New Hampshire investors resulted in an
Al Concentration that blatantly exceeded LPL guidelines. These forty-eight (48)
unlawful and unsuitable sales totaled approximately $2.4 million.

. These forty-eight (48) unsuitable and unlawful sales included at least eighteen (18) sales

that were executed based on Al forms that clearly indicated the sale violated LPL Al
Concentration caps. For example, in one instance, the All form clearly stated that the
client’s AT Concentration after the purchase would be 14.6%. However, as this client
was over 70 years old with an investment objective of “Growth with Income™ and a
LNW of less than $1 million, the applicable Al Concentration cap was 10%. In another
instance, a husband and wife were each sold REITs based on a joint LNW. In the
aggregate, factoring in current Al holdings, these two REIT sales caused the couple’s
joint A Concentration to exceed the applicable 20% cap. Finally, in another instance, a

8
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client was sold a $100,000 non-traded REIT with no other prior or pending Al
purchases. As this client was over 70 years old with an investment objective of “Growth
with Income” and a liquid net worth of $800,000 the AI Concentration for this client
after the purchase was 12.5%, exceeding the applicable 10% AI Concentration cap. The
LPL financial advisor completing the AIl form for this sale erroneously stated that the
Al Concentration after the sale would be 8%.

It should be noted that these forty-eight (48) unlawful and unsuitable sales include the
sale to the complainant. Because the complainant’s LNW was reported as $2.5 million
and the sale to the complainant resulted in an Al holding of $253,000, the complainant’s
resulting Al Concentration exceeded the applicable 10% cap. Thus, LPL’s sale to the
complainant was unlawful and unsuitable.

. Finally, for the 376 non-traded REIT sales to New Hampshire investors based on clearly

erroneous All forms or artificially low Al Concentrations, the LPL financial advisors
responsible for those sales as well as LPL received approximately $1 million in
aggregate gross commissions.

LPL’s Deficient Supervisory Review of Non-traded REIT Sales

. During the course of the Bureau’s investigation, LPL had, generally, a three-tier

supervisory system for reviewing and processing Al transactions including the sale of
non-iraded REITs. Each Al transaction generated by an LPL financial advisor was first
reviewed by an Office of Supervisory Jurisdiction Manager (“OSJ Manager™, i.e., the
registered representative’s branch office manager). (Ex. 4 at 1.) After the initial review
by the OSJ Manager, the Al transaction was then processed by the Alternative
Investment Operations Department (“Al Ops™). (/d.) 1f Al Ops flagged the Al
transaction for additional review, the transaction was then reviewed by either LPL’s
Surveillance Department, or LPL’s Designated Principals (depending on the time period
in question). (/d.)

During the course of the Bureau’s investigation, the AIl forms provided by LPL to the
Bureau were processed and reviewed by at least two tiers of LPL supervisors, an OS]
Manager and personnel in AI Ops. (See id.)

. As demonstrated by Exhibit 2 and Exhibit 3 attached hereto, the All forms used in the

execution of non-traded REIT sales in New Hampshire, from 2007 through 2012,
contained various red flags that LPL supervisory personnel erther did not recognize or
did not find problematic enough to remedy. In fact, in approximately 376 instances,
non-traded REITs were sold to New Hampshire investors based on All forms that
contained one or more of these red flags.
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In approximately 269 of the 376 instances described above, Al1 forms utilized in non-
traded REIT sales to New Hampshire investors listed the client’s NW and LNW as the
same amount. This red flag indicates that in these instances the proposed purchase was
not being deducted from the client’s LNW, in direct violation of LPL’s WSPs and All
form instructions.

. In approximately ninety-three (93) instances, All forms listed the same LNW as was

listed on the AIl forms for a prior purchase by the same client. This red flag indicates
that in these instances the proposed purchase was not being deducted from the client’s
LNW, in direct violation of LPL’s WSPs and All form instructions.

. In approximately thirty-four (34) instances, All forms listed the client’s NW and LNW

as different amounts, but the difference was less than the amount of the proposed
purchase, any other pending purchases, and all prior Al purchases. This red flag
indicates that in these instances the proposed, pending, and prior purchases were not
being deducted from the client’s LNW, in direct violation of LPL’s WSPs and All form
instructions.

. Finally, in approximately forty-eight (48) instances, LPL financial advisors sold non-

traded REITs to New Hampshire investors that violated LPL’s established Al
Concentration caps. In eighteen (18) of these forty-eight (48) instances, the All form
clearly demonstrated that the proposed sale would violate LPL’s caps on Al
Concentration. In the remaining thirty (30) of these forty-eight (48) instances, the All
form contained one or more of the red flags described above. In all of these forty-eight
(48) instances, the All form was reviewed by LPL supervisory personnel and the
proposed sale was executed despite its unsuitability.

In every one of the 376 instances described above, each tier of LPL’s supervisory review
process either did not recognize the red flags present or, if these red flags were
recognized, simply failed to resolve them. Additionally, in each of the 376 instances
described above, a non-traded REIT was sold to a New Hampshire investor regardless of
the red flags present in the accompanying All forms.

In certain circumstances, LPL’s supervisory system did reject and return All forms to
LPL financial advisors. This occasionally occurred when the client’s Al Concentration,
as written on the Al form, clearly exceeded the caps on Al Concentration established
by LPL. On these occasions, when the form was returned by LPL supervisory
personnel, LPL financial advisors would typically increase the LNW as listed on the
form in an amount sufficient to lower the client’s Al Concentration below the caps
established by LPL. These forms were then resubmitted to LPL supervisory personnel
and were sent to the sponsor for execution with no further alteration.

10



LPL’s Deficient Supervisorv Systems for Non-traded REIT Sales
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. In addition to LPL’s faulty three-tier supervisory review process, LPL utilized a database
to catalogue the information captured in the All forms. This database was utilized in
producing initial non-traded REIT sales information to the Bureau as part of its
investigation.

43. Upon review of the initial non-traded REIT sales information provided to the Bureau,
the Bureau determined that, for certain sales, the LNW of the client exceeded the client’s
NW. This is clearly problematic as LNW is a subset of NW and cannot under any
circumstances exceed NW as only a portion of a client’s NW is liquid. This error
occurred in approximately 428 instances among the total 950 non-traded REIT sales
provided.

44, As the non-traded REIT sales information initially produced to the Bureau by LPL was
clearly erroneous, at least one of several inferences can be made. First, if this
information was incorrectly entered into the database manually, then the LPL personnel
entering the information were negligent. Second, if the information was incorrectly
entered into the database as part of some automated process, then the automated process
employed was faulty. Third, even if the sales information was entered into the database
correctly but some logic within the database caused certain sales information to be
altered rendering the sales information inaccurate, LPL’s system for mainienance of
such information was defective. Finally, even if non-traded REIT sales information was
entered into and maintained within LPL’s database correctly but the information was
altered in the process of producing information to the Bureau, then LPL’s processes for
production of past sales information is flawed.

45. Regardless of the cause of the inaccurate sales information produced to the Bureau by
LPL, the information produced was nonetheless inaccurate. The inaccuracy of the sales
information produced to the Bureau is concerning primarily because such information is
not only important to a regulatory inquiry regarding the suitability of certain non-traded
REIT sales, as is the case here, but such information is also essential to any internal
review of LPL’s processes and procedures regarding the sale of such products. The fact
that inaccurate sales information was entered into, maintained within, or distributed from
any database under LP1.’s control represents a considerable supervisory failure on the
part of LPL.

STATEMENTS OF LAW

II. The Bureau hereby petitions the Director and makes the following statements of law under
the New Hampshire Revised Statutes Annotated, N.I{. RSA 421-B, and regulations
thereunder:
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LPL is a “broker-dealer” and a “person” within the meaning of N.H. RSA 421-B:2, 111
and XVI.

LPL financial advisors are “agents” and “persons” within the meaning of N.H. RSA 421-
B:2, Hand XVI

The non-traded REITs at issue here are “securities” within the meaning of N.H. RSA
421-B:2, XX.

The sale of non-traded REITs as described herein constitute “sales” within the meaning
of N.H. RSA 421-B:2, XIX.

Pursuant to N.H. RSA 421-B:3-a, in recommending to a customer the purchase, sale, or
exchange of a security, a broker-dealer or broker-dealer agent must have reasonable
grounds for believing that the recommendation is suitable for the customer upon the
basis of the facts, if any, disclosed by the customer after reasonable inquiry as to his or
her other security holdings and as to his or her financial situation and needs. LPL 1s
subject to this provision yet sold 376 non-traded REITs to New Hampshire residents
based on erroneous information regarding the customer’s financial status. Further, in
forty-eight (48) instances LPL sold non-traded REITs that violated their own guidelines
relating to the sale of Als. These forty-eight (48) instances resulted in the sale of
approximately $2.4 million worth of unlawful and unsuitable non-traded REITs to New
Hampshire investors. Pursuant to N.H. RSA 421-B:8, X, persons licensed under N.H.
RSA 421-B shall abide by the rules of the Securities and Exchange Commission,
National Association of Securities Dealers (now FINRA), national and regional stock
exchanges, and other self-regulating organizations which have jurisdiction over the
licensee, which set forth standards of conduct in the securities industry. LPL is subject
to this provision,

Pursuant to FINRA Rule 3110(a), each FINRA member shall establish and maintain a
system to supervise the activities of each associated person that is reasonably designed to
achieve compliance with applicable securities laws and regulations, and with applicable
FINRA rules. LPL is subject to this rule yet failed to establish and maintain a system to
supervise the activities of its financial advisors when it maintained and disseminated
inaccurate non-traded REIT sales information in response to requests for such
information from the Bureau. Further, LPL failed to establish and maintain a system to
supervise the activities of its financial advisors when it permitted 376 non-traded REIT
sales to occur based on clearly erroneous All forms despite a three-tier supervisory
review process. Each violation of FINRA Rule 3110(a) is a violation of N.H. RSA 421-
B8, X

12



7.

10.

Pursuant to FINRA Rule 3110(b)(1), each member shall establish, maintain, and enforce
written procedures to supervise the types of business in which it engages and the
activities of its associated persons that are reasonably designed to achieve compliance
with applicable securities laws and regulations. LPL failed to enforce their written
supervisory procedures when they allowed forty-eight (48) sales to be made in excess of
their guidelines. Further, LPL failed to enforce their WSPs when they allowed 376 non-
traded REIT sales to occur based on clearly erroneous All forms despite a documented
three-tier supervisory review process. Each violation of FINRA Rule 3110(b)(1) is also
a violation of N.H. RSA 421-B:§, X.

Pursuant to N.H. RSA 421-B:10, 1, the Secretary of State may by order deny, suspend, or
revoke any license or application, or bar any person from licensure if he finds that the
applicant or licensee has failed to reasonably supervise his agents if he is a broker-
dealer. Pursuant to N.H. RSA 421-B:10, V1, in addition to any such order to suspend or
revoke any license or application, the Secretary of State may, upon hearing, assess an
administrative fine of not more than $2,500 per violation. LPL is subject to this
provision and failed to reasonably supervise its agents as evidenced by the fact that
LPL’s supervisory system failed to recognize and remedy hundreds of erroneous All
forms. Turther, LPL failed to reasonably supervise its agents when it failed to maintain
accurate non-traded REIT sales information. Finally, LPL failed to reasonably supervise
its agents when it failed to enforce its own WSPs in relation to non-traded REIT sales to
New Hampshire investors including when it forwarded on for execution All forms
containing inaccurate client financial information.

Pursuant to N.H. RSA 421-B:10, IIl, the Secretary of State may issue an order requiring
the person to whom any license has been granted to show cause why the license should
not be revoked. The order shall be calculated to give reasonable notice of the time and
place for the revocation hearing, and shall state the reasons for the issuance of the order.
LPL is subject to this provision and should be ordered to show cause why its securities
licensure in New Hampshire should not be revoked.

Pursuant to N.H. RSA 421-B:22, in any investigation to determine whether any person
has violated or is about to violate this title or any rule or order under this title, upon the
Secretary of State’s prevailing at hearing, or the person charged with the violation being
found in default, or pursuant to a consent order issued by the Secretary of State, the
Secretary of State shall be entitled to recover the costs of the investigation, and any
related proceedings, including reasonable attorney’s fees, in addition to any other
penalty provided for under N.H. RSA 421-B. LPL is subject to this provision and should
be ordered to pay the Bureau’s costs of investigation and enforcement of this matter.
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12.

Pursuant to N.H. RSA 421-B:23, I, whenever it appears to the Secretary of State that any
person has engaged or is about to engage in any act or practice constituting a violation of
this chapter or any rule or order under N.H. RSA 421-B, the Secretary of State shall have
the power to issue and cause to be served upon such person an order requiring the person
to cease and desist from violations of N.H. RSA 421-B. LPL is subject to this provision
and should be ordered to cease and desist from further violations of N.H. RSA 421-B.

Pursuant to N.H. RSA 421-B:26, 11, any person who violates a provision of the chapter
may be subject to an administrative fine not to exceed $2,500, with each act constituting
a separate violation. LPL is subject to this provision and should be ordered to pay an
administrative fine for each violation of N.H. RSA 421-B outlined herein.

. Pursuant to N.H. RSA 421-B:26, V, after notice and hearing, the Secretary of State may

enter an order of rescission, restitution, or disgorgement directed to a person who has
violated N.I. RSA 421-B, or a rule or order thereunder. Rescission, restitution or
disgorgement shall be in addition to any other penalty provided for under N.H. RSA
421-B. LPL is subject to this provision and should be ordered to offer rescission for any
unlawful or unsuitable non-traded REIT sale to a New Hampshire investor. Further,
LPL should be ordered to pay restitution for any unlawful or unsuitable non-fraded REIT
sale to a New Hampshire investor where such investors no longer hold the position.
Finally, any commission received by LPL or any LPL agent related to the unlawful or
unsuitable sale of a non-traded REIT to a New Hampshire investor should be disgorged.

RELIEF REQUESTED

I11. The Bureau makes the following requests for relief in the above-referenced matter as
permitted under N.H. RSA 421-B:

1.

2.

Find as fact the statements contained in Section I, the Statement of Facts.

Make conclusions of law relative to the statements contained in Section II, the
Statements of Law.

Pursuant to N.H. RSA 421-B:23, order that LPL immediately cease and desist from
further violations of N.H. RSA 421-B.

Pursuant to N.H. RSA 421-B:10, IIl order that LPL show cause why its securities
licensure in New Hampshire should not be revoked.

Pursuant to N.H. RSA 421-B:26, V and V1, order LPL to make an offer of rescission or
pay restitution for all unlawful and unsuitable non-traded REIT sales to New Hampshire
investors.
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6. Pursuant to N.JH. RSA 421-B:26, V, order LPL and its financial advisors to disgorge all
commissions or other remunerations received from the unlawful or unsuitable sale of

non-traded REITs to New Hampshire investors.

7. Pursuant to N.H. RSA 421-B:26, I, order LPL to pay an administrative fine of up to One

Million Dollars ($1,000,000).

8. Pursuant to N.H. RSA 421-B:22, 1V, order that LPL pay the Bureau’s costs of
investigation and enforcement in the amount of Two Hundred Thousand Dollars

{$200,000).

RIGHT TO AMEND

The Bureau staff reserves the right to amend this Petition for Relief and to request that the
Director of the Bureau take additional administrative action. Nothing herein shall preclude
the Staff from bringing additional enforcement action under this N.H. RSA 421-B or the

regulations thereunder,

Respectfully submitted by:

. e

R w'”/ .“(: ff o \_,——i( “““ "/l‘,aj/ //}Lf’/" b /

Adr1an S. LaRocheﬂe Staff Attorney
o

[/V/ A AN e

Eric A,; Forcmr Staft Attorney

/’/ /‘Jk

Jeffrey D. Spﬂi, Depfity Director

Date
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NA
:'_‘I LPL Financial New Account Application and Agreement

instructions Not 1o be used for advisory accounts Fax the cornplated form to Brokerage New Accounts at (858} 545-0874

ATTENTION CLIENT: Any alterstions must be inttialed by all clisnts

LPL Account Number Rep ID Date Dpeaned This application is for
{ | @ Anewaccount (O Ansxstng account”

MM DD 7 YYYY

44718456 | [MNaC

@ Select for direct businass sccount

D Select for direct advisery account (print name of Platiorm or Program)®® I
{Reter to the datsiled procedures for the spectlic types of diract edwsory
accounts on the Resourca Centar for other documants that ars requirad |

*For existing accounts, do NOT use this form to change tegal name, Investmant objective, and/or fina nicial information. To change
iegal name, uss the Brokersge Account Change Form {F401), To change investment objective or financia! information, use

BranchNet | Change Account.
+* For direct advisory sccounts LPL is not acting as the broker/dealar and your accourt will be custodied st a third party custodian.

Section §: Account information

1. Fill in your current residency status: {choose onel Country of Citizenship/Ragistrotion
@ us Sizen ( Resident Alisn () Non-Resident Alien [
2, Registration Type:
@ indvidusl () Personal Trust* (O Pantnership®
O Jownt Tenants With Rights OFf Survivership O IRA/SEP/SIMPLE" O Investmaent Ciub*
O Tenants in Common O Cualfiad Aatrernent Plan/A03(bNH71 O Guardianship/Conservatership®
() Tenams by Entitaty O Corporate” ‘ () Eswata”
) Community Propeny () Limited Liabiity Company* () Oter (Please spacify belowi®
O Custodian for Minor O Non-Profit Qrganization® f J 1

*Addivonal doguments required

3, Account Registration
4. Substituts iﬁ
Social Sacurity Numbar of Tex i Number o Empioyar [deniificauon Number
5. iniling Address
Residence Addrass [no PO, boxes) D Sarme as mailing address . i
Hotriy Phone Business Phone Fax Nurmbar mail
Member FINRA/SIPC F1-0709 Page 1 of 4
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LPL Account Number \44?13459 I NA
Section I: Account Holder Information

Far carporate, LLC, non-profit crganization, partnership, and mvestrmeni club accounts, this section 1s NOT regured Please compilets the appropnate
supplementary docurnentation instead. For additional account heiders, please complete tha Supplemental Account Application (F1C

1. Primary Account Holder/Trustee/Minor/Decadent Social Security Number

asidence Addrass (no P.Q, boxas) D Same as acoount Date of Birth ¢ Depandents
{00 1YY
Country of Citizenship D Type Plaes of Issuance
[UNITED STATES | [oriver Licanse | [New Hampshire j
1D Numbar 1D tsseance Date {D Exiiiiion Date
|I I M/ DD /YYYY Mbt £ DD YRy
Occupation (former occupation o retired) Nature of Buginess Home Phone

i |

]
j

Emiloier iame trnark hare /f satrad or unemployad]

Employment Address (no P.O. boxes)

Has the client ID been verified? @ ves O No

D Mark hars if you are an employas of or related to en employee of any exchange or member firm of any exchenge or mamber of the
FINRA or officer of a bank, trust company, or insurance company, then complete the foliowing

Business Phone

Name E fl Refationship i famae of Firm [ j

i Mark tare 1f you or 8oy membar of your immediate family has been a coporete officer, directer, or owner of 10% or more of any public
corporation within tha past thrae mentlss, than completa the followng ;

Namae of Corporationi{s) |

2. | Secondary Account Holder/Trustes/Custodisn/Fiduciary Social Security Number
{
i ]| ?
Residence Address [no P.O, boxes) D Sarme as account Data of Birth # Depandants
]
|| |
i i MM DD Y
Country of Cltizenship iD Type Place of lasuance
? | H 1
I Number |D 1ssuance Date 1D Expiration Date
MM 7O 7 AN DD /YY
Dccupation ({ormer occupation 17 ratired! Nature of Business Home Phona
Employer Name D {rmark hare il retired or unernployed) Business Phons

| I j

Employment Addrass {no P.Q, boxes)

e

Has the client ID been verified? O Yes O No
E} Mark hara if you are an amployae of or related 1o an employes of sry exchange or mamber finm of any exchange or member of the
FINRA or officer of a bank, trusl company, of Insurance company, then complete the following

Name I ] Ratationship f Name of Firm J

Mark here if you or eny member of your smmediate family has been a corporate officer, dirsctar, ar owner of 10% or more of any public
corporation within the past three months, then complaie the following

Namoe of Corporation|s) i

Membar FINRA/SIPC F1-070% Page 2 of 4




NA

LPL Account Number ‘4-4715459
Section {ll: Margin Agreement

A rmargin account aflows you 10 borrow against eiigible securities or puichese Secunties on margin tritial below if you want 1o establish 8
margin aceount and to ndicate that you have raceived the Margin Disclosure Staternent and have read the margin disclosure sectionin the

Master Account Agreement and agree to the terms end conditions. Please note: ALL partias must inial

Date Margin Disclosurs Statement provided

M S DD/ YYYY Inihals tnitials intals initials

Section IV: Investment Objective

1. | Safect the investment ohjective that most accurately reflocts tha goals for this sccount {choose only onel
The investrnent objeciives are overell abjectives for the antire account and may be inconsistent with & particuiar holding at any time Flease

note that achievement of the stated investment chiectives is & long-tarm goal for the account.
A. Income with Capital Preservation. Dasigned as & longar term sccurmudglion acgount, this 15 the most conservative invesiment
objectiva, Emphasis is placed on generation of current income and prevention of capital loss.
{ B. Income with Moderate Growth. Emphasis Is piaced on generation of current incorne with & secondary focus on moderate capitel
O C. Growth with Income. Emphas:s is placed on modest capital growlh with some focus on generation of current income
. D. Growth. Emphasis is placed on achiaving high fong-larm growih and capital appreciation. There is itde focus on generation of

current income.

O E. Aggrassiva Growth, Emphasis is placed on agaressive growlh and maximum capitsi sppreciation No fotus on gereration of current
income This objective has g very high lovael of risk and s for investors with a fonger uma horizon.

O F.Trading. Emphasis 15 placed on speculalive tansaction activity Thes objectiva represents accaptance of an extramely hugh level of nisk

ATTENTION CLIENT: if you sefect an objacuve and ¢ross « oul (9 choose another, you must initial next o this change.

Section V: Financial Information and Experience

1 What is your total annuai incoma?
{ A Less than 525,000 () B Between 325000 and $45,993 (O C. Bowween $50,000 and $93,939
4P O Betwesn $100,000 und §248.999 () £ Between §250,000 and $488,9398 () F Between §500.000 and $748,999
() G Between $756,000 and £999,899 (O H $1,000,000 and over

2. What is your net worth? (exclusive of home}
() A. Less than $25,000

@ D Berween 3100.000 and $248,899
() G Betwesn $760,000 and $958,999

fas)

Batwaan $25,000 and 349,599 {T) € Batween £50,000 and 599,958
Between $280,000 and $499,099 O F Between $500,000 pny $748,939
H $1,000,000 snd over

QOO

3. What is your Higuid net worth?

O A Less than 325,000

. D Between $100,000 and $245,986
{O G Berween 750,000 and $555,959

Between $25,000 and $49,999 O C Berween $50,000 and $99,95%
Between $250,000 and $499,899 O F Berween $500.000 and $749.928
H §1,000,000 and over

m

OO0

4. | Approximate account value?

. A. Less than $25,000

O L Between 5300,000 and $249,909
O G Between 5750,000 and 5599,848%

Between £25,000 and 549,893 O  Between 550,000 and $99,999
Between $250.000 and 5489,699 O F Belween $500,000 and $749,999
H %1,000,000 end over

m

QOO0

5. What is your federaf tax bravket?

[ 28 %
6. Investment Experience (number of years):
R None - Margin 10 Slocks o Options
10 Mutuat Funds Aninuities 10 Bonds Partnerships

Other (please specily)

7. Source of Cliant Wealth and income {inherlance, employment salary, sele of resl eswae, etc.)

Employmen! income I

Membper FINRA/SIPC F1-0709 Page 3of 4




NA

LPL Account Numbar %44718-459 ’

Section VI: Client Acknowledgment and Execution

Under penaluss of peruty, | hereby certfy that (1} The nurnbar shown on thus form s my cortect taxpayer denufication number {or lam
waiting for & numper 10 ba issued 1o mel, and {2} | am not subject 1o backup witnholding because f{a} | am exemat from backup withhelding,
or (b} | have not been natified by the Internal Aevenue Service [IRS] that | am subject o beckup withnolding as a result of a fadure 10 repon all
mterest of dividands, or (¢ the 1AS has notfied me that | am no ionger subject 16 batkup withhiclding, and (3) 1am a U S person lincluding a
U.5. residant allent {Cross out (2) # subject Lo backup withhoiding | The intamal Hevenus Service does nat require my consent to any
provision of this document other than tha certifications required to aveid backugp withholding.

| undarstand that LPL wil supply my name 1o (ssuers of any securities held in my sccount so that | may receive impartant information
ragarding those securities, unless | notdfy LPL in wrimng not to do so.

| understand and agree that it is my responsibility to inform my financial sdvisor any time | purchasa class A shares of & mutual
fund In the sams fund famlly es a fund thet | own, aithar individuaily or in related actounts, in order to ensure thet [ receive the
appropriate commission discount.

[ seknowladge that proceeds from liquefied home equity on my primary residence will not be used to fund this account.

| further certify that all of the information provided on this form is true, correct, end complete and that | have recalved 8 copy of this
form. | agres to notify LPL of any changes to the information on this form. | have reviewed and sccept the Master Account
Agreement and the predisputs arbitration clause stated in the last section thereof,

Aa- 27\

-
Clisnt Signatuse (il tengnt in comman, ndicale % of ownership) Cata Ckent Signeture fil tanant n comymen, indicste % of awnalship Cate
Cliant Signsture il tanant iIn corrmon. indicats % ol cwnarship) Cate Cuant Bignatura (i Lengng n common, wwdicate % of cwmersipl Data

BRANCH USE ONLY

| have raviewed 1his document {or compieteness, accuracy, suitability, and proper disciosures |f this account was opened online and the
automated check against the OFAC list of specally designated nationals {SDNs} resuited in 2 mateh 1o the chent’s name, | have confirmad
that the ciientis nol the same person fisted by OFAC If this account 15 opened by the home office, | have checked the list of SDNs and eithar
1he clienl’s name does not appear or, it the cliant's name is the same as the narna of a SDN, the client is nol the person listed by QrFac |

have also provided the clignt with the CIP disclosure either in writing or verbally

Financial Agvisor Signature (untoss same es Branch Marager) Finencisl Advisor Namp (piint} Rop 1D Date

Joni Finpncisl Adwisor Signstya foptionsl} Joint Financiat Advisar Nema ipnnt} Rep ID Deie

W 4 éé JEFFREY N WILLIAMS MN4C &/ 3/ 0
ghaturd treguired Branct Menager Natne {pring Rep iD Dara®

Membar FINRASIPC

F1-0709 Page 4 of 4
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APD

:'l-l LPL Financial Alternative Investment Purchase
Approved Public Direct Participation Program

Instructions. Uise this form to request LPL's appreval prior 10 investing In approved public direct participation programs. sdch as public equipment
leasing programs, public oil & gas limied parinerships, pudlic real estats limited partnerstups, tax credit limited parinerships of registered non-iraded
investment programs, {Please refer 1o the Resource Center for the most current list of svailable nvesimenis} For each prospeclive invesiment,
complate this form and the sporsor's subscriplion sgreerment in theit entirety and send originals to Alternative Investment Processing, PO Box
505053, San Diago. CA 92150-8053 or overnight to 9785 Towne Cantre Drive. San Diego. CA 92121

Please note: This form is not to be used for private offerings, including 1031 sxchanges, exchange funds, hedge funds (or funds of hedge
funds), managed futures, or private equities,

1.1 Clisnt information {The account regisirstion listed balow must match ihe new account paperwork on file with LPL. A new outside
investment account does not naed to be opaned if 8 brokarage account afready exisis for the same registration j

LPL Account Number (REQUIRED} Rep D
f4718459 | MNsC |
Clisnt Namea/Account Registration Date of Birth

Joint Client Mame (f applicablal Date of Sirth

! . ]

2 Produet Information {ali fields required]

Investrment Product Name Product Sponsor Name

Cole Credit Property Trust lll, INC | [ote f
Date of Prospectus”® Date Prospectus Deliversd to Client

IApril 30, 2010 [ March 9, 2017 ;

"MUST BE CURRENT PROSPECTUS

3. Account Information [must select ongl
Indicate whara s alternative nvestmeant will be held
O Held in the ahova listed LPL-sponsored brokerags raticement account. A $50 purchass fee will ba deducted from the account.

@ Hald diractly with the sponscr or with the sponsor's approvad third-party retirement custodian {(must be an LPL non-retirement ar
cutside invastmant sccount) |f appticable, please nciude the third-party retirement custodian’s enroftment and funding cocuments if the
nvasiment 15 baing held with the spansor's approved retirement custedian

4, 4a. Souree of Funds (must select cne)

O Yes @ No  Crigingl source of funds for this puichase was from a fuli or partial liquidation of a prospectius product {e.g mutual
fund, varnable annuty, vanable universs life, 529 plan, non traded REIT, maneged futures, etc ! If ves, & complated
and signed Invesiment Switth/Exchange Disclosure form (F27) must be attached (not needad if sourcs of fund s
from LPL advisory account,

43, Funding Instructions {must select ona)

D I3sue a check from the raferenced account number for the amount o! 3 . (Writa specriic dollar amount)  Funds are
currently availabta for the purchase and apphcable fees. Please note: Funds must be gvailadble in the account. (8.9 trades musi be
sattled ar a jpurnalftranster of funds has airesdy occurred Mot available for gualified outside investment account),

E} |ssug a check from a ditlerent LPL gccount for the amount of § . {Write specific dollar amount)
\he authorizad signers are diffarant from those lisied on the purchasing account, thei SiYnetures are required below (not available for
LPL-sponsored retiremant accounts or qualified outside Investrent acceunt}.

Authorized Signer Signsture Autharized Signer Nama (prnt)

Authevized Signar Signstuie Authorized Signer Narrra {pnrt)

Send enclosed check payabie to the product sponsor (or product SpoRsor’s pankjescrow ageni) for the amount of §
{Wnta spsecific dollar smountt Nat available for LPL Sponsored Retirement Accounts.

Funding Instructons contmue on next page

1
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APD

Funding Instructions (Third Party Retirement Custodian)

D Invesimant will be held at the product sponsor’s approved third party retiremant custodian, AND.

{:I Account Uansfer papenwork s included to transter funds to the third party rélirement custodian (This may increase lime for
mvestment 1o ba completed dus 1o transfer request being submitied back 1o LPL from third pary retirement custodian aher LPL

OR
spproval)

[7] A contribution check made payatle to the third panty retiremant custodian s enclosed
Funds have bean issuad from a third party and have been sant directly (o the fund spensor inot available for LPL-sponsored reurement
accounish

5 | Financiai Information
Complete this saction ta determing if your allernative investment purchase meeats LPL's Alternative [nvestment Approval Guidelines (see

belowi
Plaase nats: The financial information provided below must match the chient's financial information on record with LPL. if the client’s

financial mformation needs to be updated, pleasa provids the correct information on this form and LPL will update 113 records accordingly
a. Liguid net worth*
250,000

*LPL definas hgud net worth a5 all essaets that can ba liguidated in 30 days. exclusive of real estate holdings This includes, buts not mited
to, the following. chacking and savings accounts, retirement accounts, all markeiabie secunties, commodity accounts, cash, tash

aguivaients, and practous metals

b. Not waorth

250,000 |

c. Net worth as definad by prospectus [if different from item b above)

l4:!. Annual income

130,000 |

8. Amount of your purchass

10.000 }

{. Current or panding alternative Invastment holdings:
Clisnt is currently invested in elternative investments.

@ Yes [ yes, please list current and pending holdings below!

OND

MNaime Dollar Amount Currently Invested Panding
Healtncare Trust of America | 2000 | 1
Coie | 000 | [}
| oo i

] ]

[Behringer Harvard

l | |

Total dofiar amount currently invested in alternative mvestiments ;27'000 iw i nonej

¢. Add your current alternative investment holdings {item 1) to the emount of your purchasa (item e}, than divide by your liquid net
worth {item a) to determine the parcentaye of Hquid net worth in alternetive investments after this purchase {[f + e}/a).

17,000

LPL's Alternative investment Approval Guidalines
Maximum percantage of liquid nat worth latter the purchase) that can be invasted in each product type according 1o the client’s investment
chiective {unless ctherwise spacilied by the prospecius)

Clignts under 70 yesrs oid
. Liguidt nat worth up to Lipnd Rat worlh botwesn Liqusd not sworth shove Asset Categoios
Frovasiment Obiecsive $599,999 $1.0M 10 54 9 $5.0M tcapped a1 20%)
Income wilh Public Real Estzte LF's, REIT's, O# & Gey endd
Caonal Presaneuon o % 0% Egquipment Leasing
incame with
Modereio Growih 0% u% 3%
Giowtn wath Income 20% 25% 0%
Growth 20% 8% 0N
Aggressive Growth 25% 0% 35% 1

Ho mar e than 20% in Eny Ong 8336! CaTeQ0ry for ¢lignts waih 4 1o S1OMIM, these with 310MMS or 3bova may hokl up 10 29% N dny 00 85301 CAI0GoTY
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LPL's Altermnative Investment Approval Guidelines {continued}

Clignts 70 vears old and sbove

Invesiman Obiecve Lgud Qgéevngh Wi Lqu';’ln.zi.iwg?‘:?r;mm Laquid n%mh abra Eﬂﬁ;ﬁgﬁ
Incoma wath 9% % 5% Public Aeal Esiate LP's, REIT's, Oif & Ges and
Capitsl Prasarepton Equipmeny Laasing
Mgfx;&h 10% % 7%
Grawth with incoms 10% 17% 5%
Grgreth 16% 2% 5%
Agprassnve Growy 0% 15% 15%

No mare than 15% 10 8ty 008 B1SO1 CBLBQOYY

Mo rore that 10% of chent's LNW cei ba nvesied in Srograms Ursalad &3 & Dusiness deveiopmont company

LPL Financis! reserves the Ght 10 raviow gny ransacton, ond will do 5o when appronists, aspocialy i Ca363 Whor IMve3lors 8o at
sgruficantly advanced sge {a. 85 and shove)

Hote' Prospocius JeQuimments suparsede hese guidolines whore spplcable.

Cliant Signature & Certification {reguirad!

« | hereby acknowledge receipt of the prospectus snd all of its terms and conditions

« | understand 1hat it 15 My responsibility 1o resd the prospectus and alf other offering matenals prapared by the Investment sponsor
theroughly and to understand them prior 10 investing

* [ arn awara of previous programs offered by the program sponsor las indicated n secuon 2 of thus form), if any, and whether ¢r not they
liquidated on or during the date or ume pericd disclosed in the prospeciusies! for those programs if no date or ume penod was disclssed in
the prospectustes), my advisor has informed me of this fact

+ { also understand this investment may be iliquid and thal there may not be a teadily available market for the investment. | undersiand that
when a marke! exsts, LPL may not be able 10 assist with the sale of such invesiments.

* lagree o pay the annual Alternative Invesument Admnistration Fee of $35.00 per position, subject 10 & maximum of §100.00 per year if
beng held in an LPL account These fees are m sdditon to fees that ate charged by the general panner / transier agent.

* | sgree 10 pay a $50.00 Allernative Investment Processing Fee per position for the purchase of re-registration of an afternative mvesiment
beng held in en LPL account. Re-registrations include transier-in requests, ansiesr-out requests, rademptions, and the distribution of an
aiternalive invasiment.

+ | centify thet | understand that Unreiated Business Tax Income {UBTH may be agsessed o the account and that LPL will charge a fee of

£100.C0 for this service |f required 10 filg UBT! taxes, !f this investment s being held n an LPL account.

s |f this is en LPL-sponsored retirerment account, | understand that in the event that the 1ssuer [ails to defiver a ceruficaia or confirnation to
LPL within the SECrequirad thuty days, this disbursement will be vrevocably reported to tha RS as a distribution

+ In considaration of the foregoing, | agree o indammnity and hold harmiess LPL and any person controlling or under commaon controf with it
from and against any cost, liabiity, or expensa arising out of or conneciec with such investmant

«+ | carufy that afl of the informetion provided on this farms true, correct, and complats, nchuding my liguid net wonth, net worth, and
annual income 1 the financial information provided on this form differs from that on record at LPL, | hereby authonze LPL 1o update ns
records with tha financial inforrmation provided

For real estats programs that include multifernily assets, [undersiand:

» This type of mvestmant may make investments through joint ventures  INvestments in joint veniures that own real estate development
projacts and real proparties may involve nsks otherwise Not prasent when programs purchase real properves directly  For example, the
program’'s joint venture pariner may lilg for bankrupicy protection, breach a loan agreement, have economic or BuSMess intgrests or goals
that ere nconsistent witlh 118 mterests or goals or lake actions contrary 1o the program's instructions, requests, policies of objaclives.

« This type of investment may invast In mezzanng ioans which involve greater nsks of loss than senior oens secured by income-producing
real propertiss becouse tho investment may become unsacurad a5 4 rasull of lareclosure by the senor lender  Additionally, the program
may invest in bridge loans sacurad by first fien morigages on & multfamily property which nvobve greater risks of loss than conventional
mongage loans

+ This typa of investment may have a high level of indebtedness High levels of indebtadness increase the risk of the investment and could
hinder the abifity of the sponsor 10 pay distnibutons 1o s steckheldars of could decrezse the value of the inveatment in the event that the
income on or the value of the assets secunng the debt falis

« Tha multdamity or apartment community industry 1s highly competiive  Compenion from other apartiment communities and the increased
affordability of single-family homes could limit the sponsor's ability Lo retam currant of aftract new residents and mamiam ¢r nCrease rents,
which could adversaly aHect the program's profitability and returns 10 113 stockholders.

« This type of investment expects to heve hitle cash flow from operating sctvities gvadladla Jor distribution untl the sponsor makes
substantial investments To the axtentIts vesiments are in devalopment or redevelopment projects of in properties that have significant
capial requirements, therr ability 10 maka distnbutions may be negativaly impacied, espacially during «s early penods of operation

» The investment strategy may rasultn a finding by tha intarmaf Revenue Service thai the sponsar has engaged i one or more “prohibrted
transactons” under provisions of the Internal Revanue Coda refated 1o disposiions of properues deemad 10 be inventory or otherwise hekd
tor sala in the ordinary coursa of ther business,

« Until the proceads from this effenng are invested and generating cash flow from operating actvities, some or all of our distnbutions will be
paid lrom other sourcas, which may be deemed & return of caphal, such as from the proceeds of this offenng, cash advanctes by ouwr
edviscr, cash rasuling from a8 waiver of asset management fees and borrowings In anticipation of future cash flow from operating acuvities

« Depending on the program's invastmant suategy, this type of mvesiment may not nualify or remain quafifiad as a real estaie vastmant
1rust {"REIT™) for federal tax purposes, which would subject the sponsor 1o the payment of 1ax on its income at corporate rates and reduce

the amount of funds available for paymant of distributions Lo its stockhelders
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Client Signature & Certification {conimued)
For non-tradad invesiment programs registered under 1he Investment Company Act of 1840, T understand
« These types of programs are trealed a5 busmess development company, ar BOC, under the Investment Company Act of 1340 ("the 1840
Act”) As such, thass programs are fequired 10 comply wilh centain regulatery requiremants. The BDC strycture imits the amount of
teverage the firm can use, and the types of securnies that may be leveraged
» BDCs make invastments i phivate of thinly-traded putbtic compenies in the torm of long-term debt or equity camital
+ The program must invest a sufficiens portion of 18 assets i qualifying assets which could preclude the firm from investing in accordancs
with its current business stralegy, coaversely, the failura 1o invest 3 suthioient portion of its essets in quahfysng assets could result ins
tailure to mamtain BOC status. For detaded information on qualifying assets, please reler 19 the prespectus
« Faillure to mamiain status as a BDC would reduce the fitm's operaung flexibility I the firm does not remain a BDC, 1t right be reguiated as
& closed-and invasiment company under the 1840 Act, which would subject the firm 1o substanually merg regulatary restrictions under the
1840 Act end correspondingly decrease #s operating flexibility
« Ragulations governing the firm’s operation as @ BOC and Regulated Investment Compsny ("RICT} will affect s ability 10 raise, and the way
in whigh they raise additional capital o borrew for investment purposes, which may have a negative effect on its growth [f the firm does
not pay out 90% of it taxable income, the BDC wail nol guakty as a RIC and ail income would be taxed ag income and capital gaing to ns
shargholders
= The firm generelly will not controt its porttolio compan:es. Due 1o the tack of hguidity for its investments in non-traded companias, thay may
not be abla 1o dispase of 1s interestsin its pantfolio compames as readily as the firm would fike or at an appropriate vaiuation As aresult, a
partfclio company may make decisions that couid decrease the vefue of ts pontfolio hoidings
s Annvastmant stratsgy 1ocused primarily on privately held companies presents certain challanges, including the lack of available
inforeation ebout these companies
» The firm will be subjact to corporate-fevel ncome tax if they ere uneble to qually as a RIC under Subchapter M of the Code or to sausiy
RIC distripution requiraments,
o To maintain AIC tax treatment under the Code, the firm must, among othar requirements, maet certain source-of-ncoms and
sssel diversilication requiremeants  In addition, the firm must pay out 80% of ity taxeble income, or the BOC will not qualify as o
RIC and ail income would be taxed as :wncorne and capital gains to sharehciders.
« No mare than 10% of my liquid net worth can be svested in these typeas of programs

For other 1 idaralions, please make surd 1o raad the praspacius thoroughly

0312220M
Chent Signature Datg
Joimy Clisnu Signawra {if epplicable) Data

BRANCH USE ONLY

Financial Advisor Signature and Validation (required)

* | certiy that the cliant meets the product sudabihiny raquiramaents

* My customer(s) isfare well known to me, and | validate that the sigraturais} on the attached document isfare genuine | agree for myself
8nd My successors, assigns, hews, executors, and administrators 1o 8t all ¥mes indeamnsfy and hold harmiess LPL and s LPL, staff and
third-panty providers. acting as authonead agents of LPL, from and agamst any end all claims, losses, lisbilities, taxes, damages, actons,
charges, angd expenses, Including attomey lees, resulting from your comphancs wath this request. LPL reserves the night to verify the
authanticity of any signature

Financiel Adviscs Signature Financial Advisor Marma fprnt) Agp 1 Date

Joint Finanoa! Advisar Neme fprint} RepiD Date
Jeffrey N Wiliams MN4C 03/23/2011
Branch Manager Neme (pany Rep {0 Dae

i1 rep 1D, il Granciat advisars sign
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:-‘I LPL Financial Alternative Investment Purchase

tnstructions: Use this form 1o request LPL's approval prior 1o investing in Approved Alternative Investment Programs, such as managed futures, hedgs
funds, equipment leasing programs, off & gas limited pertnarships, res! estate limited partnerships, tax credit lirmuted partnerships of registered non-
wraded investmant programs. (Please refer o the Resource Center for the most surrent list of approved products.) For aach prospectve mvesiment,
complets this form and the Sponsor's subscription agreement in thelr sntivety and overnight ongingls 1o L.PL Financial {"LPL"), Atin Aliemative
Irvestments, 9785 Towne Cerwre Drive, San Diego, CA 92177

Please note: This form is not to be used for 1031 Exchangaes, Exchange Fund, Privets Equities, Unsolicited Private Transactions

1 .
Type of Asset ![REQUIRED, Check the box that describes the ssset you ars submlitting for purchess. One form par purchase)
[/] Real Estate sP0) [7] Hedge Fund/Fund of Hadge Fund rare
{7} Oil & Ges trg) [] Business Deveioprment Company (480C)
[[] Eauipmant Leasing capoi ] Managed Futures wame
2. Cliant Information {The account registration listed below must mateh the new sccount paperwork on file with LPL. A new outside

Investment sccount does not need to be opensd if a broksraga sccount aiready exists with the same rogistration.}

LPL Aceount Number {REQLHRED) Rep ID

4718453 | Mnac

Client Name/Account Registratio Date of Birth  §

Jolnt Chomt Name {if applicabie) Data of Birth

3. Product Information (ALL FIELDS REQUIRED)

investment Product Name Product Sponsor Name

Eole Credit Property Trust 1 ] Eore Real Estate investments J

Dats of Prospactus® Date Prospoctus Dalivered to Client**

May 2.2013 | Danuary 18,2012 1

*Chack wilh 5PONSO! 10 @nELrB MOst CUrBnl varsion ~*Date miwst be post Dete of Prospecius

4. | Account tiformation {MUST SELECT ONE)

O Sefact if purchasing an savisory sppreved product, Thase must be heid in a tea based, qualifled or nonqualdied. advisory account at LPL

O Saiect if purchasing in 8 quaified brokerage IRA, Positon witl be haldin a LPL sponsored reurement sccount. A %50 purchase fee will be
deductad from the account. Cannot be hald in a nor-quaiifisd brokerage or outside investment account.

@ Select if purchasing & position 1o be hald directly with 1he sponscr of with the sponsar’s spproved third-party reuremaent custodien (must
ba an LPL non-ratirement or outside nvestment accouny) i appiicatie, please include the third party retiremant custodian’s enroflmant
and funding documenis il the investment is being held with the sponsor's approved retrement custodian (if using & third party custodisn
make sure section §3 and/or 5B 1 filled out)

52.] Soures of Funds (REQUIRED)
1 s the oripina! source of funds for this purchase coming O Yes @ No if Yes, go to question 2.  Ne, skip 1o section 6
from a full or parua! liquidation of a prospectus product
{s.g mutuat fund, vanable annuity, variable universal lifa,
529 plan, norrireded REIT, managed future, elc 7

2 1s the ongingl spurce of funds for this purchase being () Yes () No If Yas, skip 1o section B. If No, compiste section Sb

liquidated fram an advisory account?

Mamber FINRA/SIPC AlT-1011 Page 1 0f 6




b | |nvestment Switch/Exchange Disclosure {Unless indicated “if appiicoble” afi sections MUST be filled in)
Name of Invastment to be Liquidated
Speciiic Product Type to be Liquidated {o.g. MF, VA, 529, Non-traded RETT, or zny other Alternative Investment, ate.}
List muftiple products if necessary
Type of Liguidation (selsct ona) Symbal {if epplicabls) Year Purchased Amount Bailng Liquidated
O Ful O Pastial || | s |
Indicate tha 1otal amount of any and all surrendsr charges, redemption feas, and/or other costs associated with liquidaton/surrender that the
client will incur
Amount Percemtage of investment Value  This investment exchange was: (MUST SELECT ONE)
3[7 J [ j% () unsalicted () Soticied
i applicable, cliant will lose a death Wes this product sold by you, the
benefit of approximataty $f:] financia! advisor? O Yes O Mo
Reason for Exchange of Invastmant [SECTION NEEDS TO BE FILLED IN}
Describe why this replacamant transaction Is eppropnate for the client Your explanation should discuss the spacific edvantages and
disadvamages of the axchangs and conclude in an evaluation of the overall net investment advantage 10 the client.
J
B,

Funding Instructions {Select all that apply. Funding amounts should sgual purchass amount in section 7d a3 wel as subseription
agrsement.}

a Issus a chack from the referanced account number forthe emount ol 5 . [Write specitic dollar amounl.} Funds are
currently aveilable for the purchess and applicable fees. Pleass note: Funds must be available in the account {e.g. trades must be
sottled or a journai/transfur of funds has alresdy occurred. Not gvailabie for gualified outside investrnent sccount}.

Encigsed 15 8 parsonel client check made paysbie 0 the product sponsor (or product sponser's bank/escrow agent! for the amount of
3 7500 . Brita spacific dollar amount). Not evailable for LPL sponsorsd retirement scecounts.

E} lssue B chack from e different LPLagoount ___  fortheamountof 3 (Write speciic dollar
amounty H the authorzed signers are different from those listed on the purchasing account, ther signaiures are required balow inot
wvailable for LPL sponsored retiremarnt sccounts ar quelifisd outside investment aceounts).

Cilpnt Signalure Client Nama (pring Dsta

For Third Perty Retirement Custodisn ONLY
3 D |nvestment wil be hald st the product sponsor's approved third narty retiramsnt custodian, AND

{1 Asccount wansfer paperwork 15 included 1o Wansfer funds 1o the third party retrament custodiah This may increase tme for
imvasiment 1o be compiated Cus 10 ansiar requast being submittad back to LPL from thied party retirement custodian after

LPL approval
QR

[:| A contribution check mede payable (o the thid party retirement custodian is enclosed

b Furds have been issued fram a third party end have been sent directly 1o the fund sponsor or retrement custedian (not available for
LPL sponsared ratirement sceounts)

Marnbar FINRA/SIPC Al1-1011
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7. | Financial Information {Section must be completed in its entirety. Additional documentation may be requested.)
Pleasa note: The financial information provided below must mateh the client's financial information on record with LPL. If the clent's
financial Infermation needs to be updated, please provide the correct information on this form and LPL will update its records accordingly

a. Liquid Net Worth* [DOLLAR AMOUNT ONLY; RANGES WILL NOT BE AGCEPTED)
£50,000 |

*{ 8] defines Liqud Net Worth as ail assets that can be ligudated in 30 days, exclusive of real estate holdings, This includes, but s not imited
ta, the following: checking and savings accounts, retirement accounts, all markettle sscuntias, commedity sccounts, cash, cash

equivalenis, and pracious metals.
b. Net Worth {sxclusive of primary residence, home furnishings, and sutomcebiles. DOLLAR AMOUNT ONLY; RANGES WELL NOY BE

ACCEPTED)
£50,000 |

¢. Annual income [DOLLAR AMOUNT ONLY; RANGES WILL NOT BE ACCEPTED]}
150,000

4. Amcunt of Purchase (MUST MATCH SUBSCRIPTION AGREEMENT;

f7.500 i

8. Current or Pending Ahlternative Investment Holdings:
Does this elignt currantly hold, or are they in the procass of purchesing, any additional Atternative Investments?

O No @ vas (H yes, kst current and pending heldings below DO NOT include the purchese on this form Joint accounts must
i ) combine holdings.)

Name Doilar Amount Currently invested Pending
kole ] k4 !1 6,087 } ]
HTA | 5713183 | [
‘Behrmger%—iaward } $ [1 0,6C0 J O

I | 5| J O

I | 3] | ]
Total dollar amount currently invested in Alternative Investments 5@3.250 j’(SO if nonet

f. Add your current Altsrmative Investmont holdings litem s} to the amount of your purchass litem d), then divide by your Liquid Not
Worth [item a} te determine the percantage of Liquid Net Worth in Alemative Investments after this purchase (fe + d]/a}.

I’l 87 % [MUST NOT EXCEED LPL GUIDELINES BELOW)

i L.PL's Alternative [nvestment Approval Guidelines
Maximum percemtage of Liquid Net Worth {after the purchase) that zan be nvasted in each praduct type ascording (o the client’s investment
obisctive (unlass otherwise specified by the prospectus}

Clisnts YNDER 70 years old
R E@ tiglic P;ggWu

St upio? Jiguid Net Worth batwesn it ; s Ligukd NevWorrstve
R TR e

| fncoma with
} Copital Presarvation % 0% 1%
i Income with
H Modezate Grovth % 2% 5%
Ng mote thes 20% v 80y one assel
Growih with lnecms 20% B% 0% category 8nd no more than 0%
alkrwed m 2 BDC
Growth 20% 5% 0%
Apgiessiva Growth 5% 3% 3B%
i 70 ND AB
BT A Ly Neg,Won 9(7 i Liquid Nat Worth batbaanit ot erizl gbd Nelvomn abova iy
R e e s A i »
Income wilh
Capital Pregervation 0% % 5%
Incama with f
Moderate Growil 1% 0% 2%
No morg than 15% in gny one a3ssl
Growth with income 10% 12% 15% category and no mors  than 10%
alioveed 1n e BDC
Growait 10% 12% 15%
Agorassive Growth 0% 15% 5%

Now: Prospectus fequirernants supersede thesa guidelines whate sopicabie
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g8, | Client Signaturs & Certification (REQUIRED)

+ | hereby acknowledge receipt of the prospectus and ell of its terms and cenditions

« | have read and undarstand the prospectus and alf other offering matarials preparad by the investment sponsar thoroughly and 1o
understand thern prior 10 investing

» | agraa to pay the snnual Alternative Investments Adrunisiration Fee of $35.0C per position, subject to a maximum of $100.00 per year if
being hald in a LPL account.

» [ agres 1o pay 8 $50.00 Alternative investrnent Processing Fee par positon for the purchase of re-fegistration of an Alternative Investment
being held 1 a LPL account Re-reg:stratons include transfer-in requests, ransfer-out requests, redamptions, and the distribution ot an
Alternative [nvestment

¢ | cartity that | understand that Unrelated Business Tax income (UBT!) may be assessed 1o the account and that LPL will charge a fee of
$100 for this service f raguired 1o fils UBTH taxss, if this investment 15 baing heid in g LPL account,

« In consideration of the foregang, | zgree to ndemnify and hold harmlass LPL and any person contrelling or under common controf with 1t
from and against eny cost, fability, of expense arising out of or connactad with such investment.

v  certify that all of the infarmation provided on this form is true, correct, and complete, including my Liquid Net Worth, Net Worth, and

Annual income
+ | hava had the opporiunity to discuss with my adwisor any questions regarding the risks of investing in this product and information

rasentsd 1o me about this proguct.
NV\DL

Cate

Chipnt Signetura Joinl Chant Signature

Produet Spocific Investor Representation (Owner MUST initinl, sign, and dote the type of product they are intending to purchase, if

9.
purchasing a privata offering rmake sure section 10 is complotad as well.}
Real Estats (includin 1Ps snd Li.Cs
]
f—“*«> Clisnt Irmitial Jamt Client intsals
] « i understand that the currant distribution yield, if any, is not guarantead. and that this 15 not 8 "fixed ingome™ product. Dmdends and

distrioytions may be’ redused, paid oul in s1ock Instasd of cash, or even ceased altogether, depending on the financial heatth of the REIT |
can withsiand such an event and | am not relying on the income stream, if any, (o meet my cash needs for the foreseeable Tuture

+ | understand thet the shares may be re-priced in tha future, at a iower amount than what | purchased them for, depending on the valug
fluctuations of the undarlying reat estate properties. This is not a {ixed price asset | understand that leveragae, especially ticatung rats, and
debt subject 1o balloon payrnents, increase the iikelicood of property lavel foreclosure, which could result i a total of partial 1css of my
mnvasimaeant

« I understand that sirmilar investment pools have susganded their share redermption program, and that the share redemplion progrem
oHered by this investment, f any, may afso be suspended, severely restricting the figuidity of my investment | do not intend to use the
share sedemption program, if oifered, and the suspension of a shara redemption program will not pdversely affect my liquidity needs. If an
unexpacted nesad for cash should ense, | have sdequate means of providing for that need cutside of this investiment

v | yndarsiand that just because the sponser MEey BALCIPate a liquidity event by a cerlain date, i does not mean 2 liquidity event wilt ocour it
could taks longer than expeciad | have reviewed the Prior Perfarmance tables in the prospectus to fearn about the sponsor’s track record
for inducing fund liquidations.

e | urdarsiand that thers ere additionsl nsks associatod with this investment, and have been urged by my tinancial advisor to read the
prospectus.

s+ | have read and undersiand tifp RISK FACTORS portion of the offering doo

01718720172
liant Signalure Jomt Cliant Signature Data
il & Gas
Client Inutials Joint Client Initials

» | undarstand that O & Gas partnarships are spaculative in naturs, and that walls may not produce snough revenus to rsturn thenr cost. |
undarstand thal the prices of oil and natural gas ere volatile and uncertain Profonged periods of low prices will have adverse effects on the
value of my investment.

= } have been given ampie time to consult with my 1ax advisor regarding the approprateness of this mvestiment

« | understand that partrerships report taxes differantly than other produsts and that | will recave Form K-3 instead of a more traditional
Forrn 1099 | may need 1o request an sxlansion to fie my tax return at the federal, state, and local level

« | hava been given ample tme to consult with my tax prefessional regarding the appropristeness of this investment, including, but net
tirnited to, my ability to lake advantage of any passive [esses from the parnership, the impact of any chatlenge by the IRS 1o tha
partnership's deductions, the impact of the AMT on my Investmsnt, and the impact of any tax law ¢hanges in this ares

« | understand that there are additional f1sks associated with this investment, and have been urged by my financial adwvisor to read 1he
DIOSpBCIUS.

« | have read and understand the RISK FACTORS portian of the offering documant,

« For investors in General Partner units: | undarstand that there is & pessibility of having to contribute capital above and bayond my anginal
mnvestrment, | feet that the bensfits of the tax sheltering, which are not found with Limited Pariner units, outwaigh this added nsk lamina
righ enough 1ax bracket to justify the risk, because | axpect to materially benefit from the 1ax sheltering fpatures onty offered by Genaral
Parner units. As a General Parinar | will have UNLIMITED LIABILITY for Partnership Obligations which may exceed my subscription

amount.
+ For investors in Limited Partner units. | understand that my investment will not contain the same leve! of tax sheltering benefits as

General Pertner unifs.

Chant Signaturg Joirt Chent Signeture Dato
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Continued

Equipment Leasing

Chiens inniais Jont Clisnt Initials

* | understand that the cash distributions | receive from this nvestment are expected 1o be comprised of both samings and return of capital
As 8 result, | understand that the Net Asset Vaiue of my mvestmant is expected to diminish over tme | understand thet the value of the
underlying equipment wilt depreciate over time, end thus, the value of my INvestment, Lpon termination of the program, wilt likely be far
less than my original invastment. | understand that the current distribution yvield, if any, is not necassarily indicative of the profitability of
the fund

+ [ understana that any share redemption program, if offered, may be suspended at any tme b intend 1o hold this investment for the fifa of
the program The program's termination or figuidity event could be many years sway, and | can tolerats the lliquid neture of ths

investment {or the duration of the program.

» | undarstand that leverage, especially debt subject 1o belloon payments and flasting rates, increases the lkelinood of default, which could
magrify 105585 within this investment program, decreasing the value of my invesiment.

+ | understand that partnarships raport taxes differantly than other products and that | will receive Form X-1 instaad of 8 more traditional
Form 1099 | may need 16 request an extension te file my tax return at the federal, state, and jocal lavet,

« | understand that thera ars additional risks essociated with this investment, and have been urged by my financial advisor to read the

prospectus.
+ | have read and understand the RISK FACTORS portion of the cfiering document.

Chignt Signature Jgint Client Signature Dete

Hedge Fund / Fund of Hedge Fund
Chant imtials Jomnt Client Intials

v | considar myself 1o ba 3 sophisticated person ang understand the hature of the (ivestment. | can bear the economic tisks of the
investment, as well as tha limitations on liguidity, f any { feel tha size of my investmaent is appropnets

» { undsrstand that hadge funds typically o not make pariodic distributions of thes net incame or gains, # any, tonvestors. | understand
that, whether or not distributions ara mads. | may be requirsd each year to pay taxes on my portion of the funds texable income, and will
likefy have 10 pay these taxes from other sources.

« | undarstand that because of the muttipls levels of wx reporung mvolved with g fund of funds, 1 will likely nead 10 requast an extension i
fita mwy 1ax return et the federal, stata and local level

» | undarstand that leverage within a portfolio may magnify losses

» | understand that there are additional risks associeled with this invesimaent, and have been urged by my financial adwisor to read the

praspeclus
« | hava read and understand the RiSK FACTORS porticn of the oftaring document

Ciiant Signature Jouwt Clhiant Signature Data

Managed Futures
Clint Initials Jownt Clint Initials
+ i understand that futures and opuons trading can quickly lead to large losses, which can sharply reduca the Net Asset Value of my

invastmant.

+ | undarstand that substantial management, advisory, and brokerage tees will afiect the funds ability to earn & profit,

» | undarstand thet there are additional risks associated with this investment, and have been urged by my financial advisor to read the
prospectus

» | have read and undersiand the RISK FACTORAS portion of the offering document,

Jeint Chent Signgrurs Datg

Llient Signature

Mamber FINRA/SIPC Ai1-1011 Page 50f 6




Continued

Buysi valopmeant

Clrent Initals Joint Clignt initials

s | understand that the current distributicn yield, 1f any, 1s not guarantaed, and that this s not a “fixed ncome™ product. Dividends and
distributions may be reduced, paid out i stock instead of cash, or even ceased zhogether | can withsiand such event and | am not relying
on the ncorne stream, If Bny, to meel my ¢ash neads for the foreseeabdls future

« | understand that Business Development Companies invest in securilies {both equity and debt} of private companies, as wall as thinly
traded securities of publicly registered compames. The quasi-private nature of the secunties to be investad in presant ceriam challenges,
including the fack of available infarmation gbout these companies

« | understand that neither (he fund nor its sponsor will control 118 portfolic companies Due to the teck of liguidity for s investmants i non-
traded companies. the fund manager may not be ahis to dispese of interests inits portiolio companies as raadily as they would like, or gt
sn appropriate valuation

» | understand that there is & nisk that the fund could fall 1o quahfy for pass through tax treatment because of the strict condiions that must
be mat n order 1o qualify as 8 Business Development Company If the fund fails 10 quality es @ BOC, the amount available to me from
distntutions will be less than | would otherwise ba entitled to ]

» The shara redamption program ofered by this investment, f any, may be suspended. { do nolintend 1o use the share redemplion }
program, if offered, end the suspension of & shere redemption program will not advarsely aHect my liquidity needs If an unexpected nsed
for cash should zrise, 1 have adequate means of providing far that need outside of this iInvestment.

« No more than 10% of my Lsquid Net Worth can be nvested in these types of programs

+ | understand that thare are additional nsks assomated with this mvestment, and have baan urged by my financial advisor 10 reed the

prospactus,
+ | hava read and understand tha RISK FACTCRS pertior: of the offesing document.

Clignt Signatura Jont Client Signetura Date

10. Client Disclosure For Private Offerings ONLY, including those offered pursuent to Regulation D (investors in SEC rogisterad, publle
offerings MUST NOT sign this part, Owner MUST initial, sign, and dats product purchasing}

Chant Intials Joint Client imtials

For Prvate Offenngs ONLY, including those offered pursuant to Regulanan D {invesiors in SEC registerad, pubhc offermgs MUST NOT sign
this part] | have raad the prospectus, and understand tha risks | feel that this mvestment is suitable for me | have relied on the information
contained in the privale placement memorandum, and only that information, in dstermaning that this investment program s suilable for me
based on my investment objective, iquidity needs, risk tolerance, tima harnizon, and 18x status

Client Sigratlre Joint Clent Signatwo Dato

. Finencial Advisor Sipnature and Validation (REQUIRED}
» | cariify that the client meets the product suitability requirements
» My customet{sl 1s/are well known te me, and ! validate that the signaturels on the ettached document isfare genuine |agrae for myself
and My SuUCCessors, Bssigns, heirs, executors, and sdmimstiators 10 at all tirnes indemmiy and hold hermless LPL and all LPL statl and third-
> sarly providers, acting as suthorizad agents of LPL. from and aganst any ang all claims, josses, liabilities, taxes, damages, actions, charges,
5‘ and expenses, including attorney fees, resulting from your compliance with this request. LPL resarvas the night to verify the authenticity of’
=] .
o any signatur s
m LY o
2 W é/ﬁé%_w— sy A M/ LisAms NS zﬁf/’{)/&
g @WWM Financial Advisy‘qama (print) Rep 1D Oale 7
:
Joing Financial is0f S:gnetura fopuona] Joint Financial Advisor Nama (prindl Rep 1D Dato
Jeffrey N Williams MN4AC 01/1872012
Branch Mansger Nama [psing Rep 1D Dete
Al1-1611 Page 6 of 5
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Introduction

Responsibility
Resources
Fregquency
Action

LLPL Financial
Policy

Clients under 78 years old

Written Supervisory Procedures
Chapter 14: investment Product Sales and Suitabiiity

rrader also campares the wades 10 a report received directly from the trust
company, again checking that the client was given a price break if eligible.

The Compliance Surveillance group monitors compliance with LPL
Financial UIT policies and procedures.

Alternative Investments

LPL Finuncial Advisors are permitted to assist clients with the purchase of
only those alternative investment products that have been approved by LPL
Financial. The term “alternative investment” includes limited parinerships,
unlisted Real Estate Investment Trusts (REITS), limited Liability companies,
hedge funds, munuged futures, business wusts and other illiguid pass-through
investments. Advisors sre prohibited from seliciting the purchase or sale of
privately placed or distribused alternative investments without the express
prior written approval of LPL Finaneial. All other wansactions in alternative
investments are private securities ransactions that are expressly prohibited
under FINRA Rule 3040 and may be grounds for termination for cause. In
addition, an advisor is strictly prohibited from acting as a purchaser’s
represerdative in the sale of an alternative investment for which the advisor
will be compensated by the issuer,

OS¥ Manager & Designated Principal

IBPM Imuaging Queue, Product Sponsor Application, LPL Financial forms

Daily
Review transactions for suttability

The Allernative Invesiment Operations depariment reviews all allernative
mvestmient paperwork o determine whether the transaction falls within LPL
Finunciw) guidelines, OS] munagers are required to approve uil trunsactions
for financial advisors they supervise by signing the appropriate forms. The
Alternative Investment department will forward all OSJ manager
iransactions and exceptions to the Supervision group for principal review

and approval, Supervision will route the transaction 10 the assigned {
Designated Principal for the OS] manager.

The following chars below detail LPL Financial Altemative Investment
policies und investment guidelines,

B in'ueu'-'\. 'C‘Ii' v Liguld nevwarthup o - Ligglind et woalhy et 20 Ligukd net weantiy seve s - L Ausot Catogarins
st Mty U 4g09698 ROt B BN B R S D Cloappad at 20%17
Incuime with . an Hn Hubbt Real Batate L7y, BEFTS, Gl & Gag ared

Copit Presareaven ‘ N " Eequiptnent Leaingy
s vl i il b
Ehderate Siow o K i
Srteectinvath bcoose K el
Greerh 20 0%
Hopareities Grtvah T T

Fin encrs than 23% in ary ol azset sategery b dien

tg vaths up 1o 310K thase vath S0 or abires e Bold U 10 25% 0 any o 3soet catesger,
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Clients 70 years old and above
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Advisors are required 1o muke a full and fair disclosure of all material
facts pertaining to alternative investments they solich or sell. This may
include, smong other things, disclosing that the alternstive investment
generally s illiguid and the customer may not be able 1o Hquidate or sell
the securities in the future. Advisors are also required o verify, at the
time of purchase, that the customer meers ail suitability requirements
specifically provided in the prospectus or offering memorandum for
such security {e.g., nunimum annual income and net worth, state
regllations, erc). As a reminder, LPL Financial considers liguid net
worth t¢ include all assers that can be liguidared within thirty (30) days,
exclusive of real estate holdings. This includes, but is not lmited to:
checking and savings accounts, IRA and, all marketable securities,
commodity accounts, cash, money market funds and precious metals.
The liquid net worth reported on the new account form should include
the aysers being used to fund the LPL Financial account but should
exciude any existing alternative investment holdings.

LPL Financial procedures reguire that ail advisors deliver to the clienta
copy of the prospectus or offering memorandum for any alternative
investment product recommended or sold ut the time of the
recommendation or sale. LPL Financial advisors should familiarize
themselves with the contents of the fund prospectus/offering
memorandum prior 1o recommending o purchase 10 clients, LPL
Finanvial udvisors are reguired 10 order prospectuses for their clients
from LPL Financial after completing the AI2 form. LPL Finaneial
udvisors may not hold prospectuses for approved private placements in
their office. The prospecius or offering memorandum delivery i
documented on the approprigte Alternative Investment Purchase form
for the product being sold or sohicited.

The source of funds must be disclosed on each form, [T it is determined
thart the source of funds is derived from a prospecius product, then the
Reguest to Switch Investment (F27) form must be submisted with all
other documents. Also required are the subscription documents, a check
mde payable 1o the investment sponsor o payiment instructions, and all
other forms required by LPL Financial (e.g., a new account form).

All alternative investment purchases by customers must receive prior
review by, und approval of, LPL Financlul Alternative Investment
Deparmment. For each proposed alternative investment transaction, the
finuncial advisor is required to deliver an alternative investment package
3/15/2011 39




Alternative
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Alternative
Investment
Exceptions
Requests

Designated
Principal Exception
Review Process {or
Alternative
Investments and
Account Types

Written Supervisory Procedures
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to the Alrernative Investment Depariment. Aliernative investment
packages must contain the appropriate alternative investment form
according 10 product,

All alternative investment purchases by customers must receive prior
review by, and approval of, LPL Financizl Alternative Invesiment
Department. For each proposed alternative investment transaction, the
financial advisor is required 1o deliver an zlternative investment package
10 the Alternative Invesunent Department. Alernative investment
pickages must contain the appropriate alternative investment form
according 10 product.

All exception requests must be presented to Compliance in writing. The
information provided to Compliance should include: Client financial
information, beneflciaries, additional insurance policies, health of client,
and o compelling reason why client should be ullowed 10 exceed the
nolicy lintis. Each reguest is viewed on a case-by-case basis and may
require addivionad documentation. All requests for OSF manugers are
routed to the Designated Principal and all requests for financial advisors
are routed to the Survelllance group for review.

To be considered for an exception, the following information must be
provided in writing:
« 5 the client an accredited investor as defined by SEC
Regulation D?
»  Whatis the current health of the cliem?
+  How muny beneficiaries does the client have?
e Deesihe client have any insurance policies (e.g. long term
care, life, ere)?
*  Whatis the client’s current tax bracket?
v What is the breakdown of the client’s net worth?
¢ What iy the compelling reason as to why the client needs w0
exceed our policy?

Advisors should include any other information that will assist the
Complisnce Department in the declsion-making process,

Please note: LPL Financial cannot make exceptions fo prospectus
suitability requirements or the regulatory imposed limit of 10% of
net worth in public managed futures. 1t is also the advisor’s
responsibility to review the prospectus for state-specific
requirements,

The following should be considered when reviewing for an exception on
TFrust aceounts:
1. When reviewing a rust account it may be necessary o review
the trust documents.
2. lrrevocable Trusts must use the trust’s financial information

only.
If the trust is estublished using a wx identification number, the
percentage guideline based on the investment objective will be

L

instituted,
4, If the trust was established using u social security number, then
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Written Supervisory Procedures
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the oldest client registered should be considered for the LPL
Financial policy, based on the investment objective.

5. Assets from a trust established using a tax identification
number cannot be commingled with assets of the rustee’s
personal assets.

The following should be considered when reviewing for an exception on
UTMA/UGMA/Guardianship/Custodial accounts:
1. The finuncial information of the minor or ward should be used.
2. The percemage of the client's liguid net worth is based on the

qecounl OWner's assets,

The following should be considered when reviewing for an exception on
Profit Sharing Plans, 401Ky, Corporate, and Non-Prefit aceounts:

1. Read through Corporate Charter documents (ifapplicable) or
uny other documents to determine if these types of investments
can be heid in the aceount.

Use the entity's finaneial informuation.
3. The percentage must be bused on the accounts investment
objective and financials.

=3

The following should be considered when reviewing for an exception on
Individual or IRA accounts:

1. In most cases [t may be appropriate te use the spouse’s
information if the client lives in 2 community property stale,
However, if the client has a prenuptial apreement then they
may not be able to.

The following should be considered when reviewing for an exception on
Joint accounts;
2. LPL Financial will consider the oidest account holder listed on
the seeount 1o determine sye suitabiliny,

Designuated Principals must wke the following steps to approve or reject
an alternative investment transaction:

1. Loginw IBPM
Chick View
Click inbox
This will open the “Viewer” box.
From the “Viewer” box, chick on right arrow buiton until you
reach the OSJ signature pape (usually page 3 of 4), Review
packet for comnpleteness and LPL Financial policy and place
n0te o signature ared listed “Branch Office Muanager”.
5. To create the note:

a. Click top lefi o] labeled “annotate”, then click on
left tool lubeled T, Then click and drag open &
rectetgular box to enter text. Automatically & box will
pOp Up 10 CIHer text

b, Type: “Reviewed by-XX & the date™. Once vou enter
the text and click the box close, the note will appear in
the space where you created the box,

¢, Close sut "Viewer”, und suve changes mude 1o the
paperwork when prompted.

7. Gote “Forms"™ tab und click “Customer Reguests Pull™ on right
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side of form. Alsc verify “Records Verification Box™ is
unchecked.

& If the order should be rejected, note the transaction in the queue
for the reason the order is being rejected and click "Rejected”,
This will send the order back 1o the Altemative Investment
Operations depariment,

9. Chck “Approved”. This will send the order buck 10 the
Allernative knvestment Operations departiment.

LPL Financiul dees not permit advisors 1o assist directly in the sale of an

Alternative

Investment alternutive invesument for an LPL Financial retirement secount, unless
Liguidations and the client is seliing or redeeming back to the general pariner or if they are
Redemptions secepting a tender offer. For all otber aceounts, the adviser may provide

10 ¢lients that wish to liguidate an alternative investment the name and
telephone number of the general partner of the aliernative investment that
offers 1o redecm unils to the terms of a prospecius. Any customer who
wishes to sell an alternative investment should be made fully aware that:

«  Alemnative investment units usually sell ata very deep discount
to their initial purchase price;

e The customer is responsible for paying slf fees charged by the
rurket maker, issuer or general partner in relation to the
transfer; and

s The transTer process may tuke longer thun eight weeks to be
completed,

Additionally advisors are prohibited from independently determining 1he
value of limited partnership units, An advisor who 18 preparing a
cusiomer portfolio summary or staternent that includes limited
purtnerships must rake sure that: {1} the sumuiary or statement fists the
limited partnership units in & separate location from other securities, and
{2) the price ussigned to the limited parinership units is the duly verified
and documented price bid made {or the security by un independent
secondary market maker. The Communications with the Public chapter
of this munual further explains the required disclosures en portfolio
summaries znd statements, Advisors are strictly prohibited from valuing
limited parmerships at cost basis or 4t a prive determined by the general
purtner other than as provided by the prospectus.

LPL Finuncial does not process secondary market sales and advisors are
not aflowed in any way o help the client facilitate the sele through s
secondary merkel maker or provide the client with numes and phone
numbers of any secondary market makers.

Retention of Third-  LPL Finuncial requires that alf third-party invesnment or money managers
Party [nvestment engaged by an advisor 1o provide services to his or her customers be

approved in wridng by LPL Financial prior 1o use. All advisors interested
in utilizing the services of o third-party invesiment or money Manuger nut
currently on LPL Financial approved list should provide the Alternative

Investment depariment with a writlen request for approval, This request

must include the name, address and telephone number of the third-party

advisor's olfice, us well us any other information about, or publicaiions
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jssued by, such advisor.

Advisors have a responsibility o review the services of any third party
invesiment manager they retain 1o provide mvestment management
services on behalf of the advisors’ customer accounis. Such oversight
responsibilities require the monitoring of all orders and investment
positions 1o assure that each customer account is being managed in &
manmer consistent with the stated Investment objectives and financial
condition of the customer,

1031 Exchange Transactions

Under Section 1031 of the IRS Code, real estate investors are able to
defer capital gains taxes on sold properties by investing sale proceeds
into # like-kind property of equai or greater value. This “exchunge” of
properties provides a deferral of taxes for the client and is commonly
referred to as a 1031 Exchange,

FINRA Notice 1o Members 03-71 reminds Member Firms of thelr
obligation 1o establish sufficient internal controls that are “reasonably
designed 1o verify that sales of Non-Conventional Investments (N1Cs)
such as 1031 products, comply with al applicable FINREA and SEC
rules.”” FINRA Notice to Member 05-18 reminds Member Firms that
when offering 1031 wax-deferred exchanges of real property for tenants-
in-common (TIC) are securitivs and Member Firms and their associated
persens must comply with FINRA rules, including suitability, due
diligence, commission splitiing with unregisiered individuals or firms,
supervision, and recordkeeping.

Private Placements such as 1031 Exchange products have restrictions on
solicitation and sules activity with regard to investor qualifications.
Generally, an LPL Financial advisor may not solicit any new ciients for
which they wish w offer a 1031 exchuange. Regulations require that
advisors know their client{s) prior to engaging in this type of a
wansaction.

Private Placements such as 1031 Exchunge products have restrictions on
general advertlsing, general solicitation, sales activity, and investor
qualifications, Generally, un LPL Finuncial advisor may not solicit any
clienty for which they wish o offer a 1031 exchange wnless the advisor
has a pre-existing relationship of at least six months with the client.
Reguiations require that advisors comply with “Know Your Customner”
and suitability requirements prior 1o engaging in this type of'a
transaction.

in making u suitability determination In conpection with a
recornmendation W a customer W purchase @ Tennant I Cormmon (TIC)
interest, the {inancial advisor nwst consider whether the fees und
expenses assoclated with TIC runsuctions outweigh the potential tax
henelits 1 the customer. TIC interests with high up-from fees and
expenses nuist be reviewed closely 1w verify it is suitable for the invesior.
TIC ransactions in some cuses may not provide complete tax-free

FINRA NTM (3-71
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