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 to 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, |, any person who willfully 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 o 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
requested, 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 faws, 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
should not be revoked.

3. Respondent shall make an offer of rescission and/or pay restitution for all
unlawful 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).



Dated:

the amount of $200,000.

6. The Respondent shall pay the Bureau's costs of investigation and enforcement in

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:

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 OF:

LPL Financial, LLC (CRD # 6413)

C-2013000005

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:

(W]

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 seek 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 AIl 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
inchuding: 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 “LLPL 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.” (/d. at 2.) However, the All 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 ot 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 AIl 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.




8.

10.

11.

I2.

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 Bureau’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 AI Concentration,

_ L the Bureau sent
several subsequent requests to LPL seeking all documentation supporting LPL’s
assertions. One of the Bureau’s requests included all AIl 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 AIl 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 unlawtul 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 LNW 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 AI Concentration in client accounts.



14.

15.

16.

17.
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Fig. 1. Excerpt from BExhibit 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) years 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 Bx. 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 (“*N'W”), annual
income, and the amount of the proposed purchase. (Ex. 2 at 2.)

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 e), 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+el/a). (Jd.)

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

$27,0060 (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 AIl form.
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Fig. 2: Excerpt from Exhibit 2, an All form, showing LPL’s established caps on Al Concentratiorl.

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

! The account opening decuments for this client are included in Exhibit 1 attached hereto. It should be noted that at the time of the
account’s creation, the client’s LNW was reported as “[bletween $100,000 and $249.99%.” This is consistent with the LNW
reported on both Exhibit 2 and Exhibit 3 attached herelo and indicates that prior Al sales were included in the client’s LNW at the
time of these REIT sales considering the LNW in both Exhibil 2 and Exhibit 3 is $250,000.
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established caps on AT 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 All form, the calculation of the resulting Al Concentration would be calculated as

tollows:

$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%
AT 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 at 2.)

22. LPL’s WSPs highlight the effect the illiquidity of Als such as REITs have on the
calculation of LNW. (/d.) 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 liquid. (/d.) However, the
WSPs go on to state that LNW should “exclude any existing alternative investment



holdings™ since these holdings are often considered iiliquid and thus should not be
considered part of a client’s LNW. (Id.)

. 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 All form.

. Based on the charts provided in the ATl form, as pictured above, LPL financial advisors

should determine the “[m]aximum 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
Al 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”™ 0 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 LN'W as reported. (Ex. 2 at 2, Ex. 3 at 3.) This is 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 All form. In this case, even if LPL did not require that the
LNW 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) + 37,500 {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 All 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. 3at3, Ex. 4at2.)
As such, the NW and LNW reported on the All form must be different by at least the
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26.

27.

28.

29.

30.

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 personnel 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 Al 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 sunitable. 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,
lawful 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 REITSs based on a joint LNW. In the
aggregate, factoring in current Al holdings, these two REIT sales caused the couple’s
joint AT Concentration to exceed the applicable 20% cap. Finally, in another instance, a

8



31.

33.

34

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 Al Concentration for this client
after the purchase was 12.5%, exceeding the applicable 10% Al Concentration cap. The
[PL financial advisor completing the All 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 $253,0600, 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-traded 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 All 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 Al Ops. (See id.)

. As demonstrated by Exhibit 2 and Exhibit 3 attached hereto, the AIl 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 either 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.



36. In approximately 269 of the 376 instances described above, All forms utilized in non~

38.

40,

41.

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 All 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 ATl 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 AIl 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 sutficient 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.
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LPL’s Deficient Supervisory Systems for Non-traded REIT Sales

42. 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 maintenance 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.

435. 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 LPL’s control represents a considerable supervisory failure on the
part of LPL.

STATEMENTS OF LAW

H. The Bureau hereby petitions the Director and makes the following statements of law under
the New Hampshire Revised Statutes Annotated, N.H. 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, Il and XVL

. 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. L.PL is
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 AIl forms despite a three-tier supervisory
review process. Each violation of FINRA Rule 3110(a) is a violation of N.H. RSA 421-
B:8, X.
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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) s also
a violation of N.-H. RSA 421-B:8, X.

Pursuant to N.H. RSA 421-B:10, I, 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, VI, 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. Further, 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, 111, 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.

Pursnant 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.JH. 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, III, 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.I{. 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.I1. 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-traded 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 unlawtul or
unsuitable sale of a non-traded REJIT 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, III 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 VI, order LPL to make an offer of rescission or
pay restitution for all unlawful and unsuitable non-traded REIT sales to New Hampshire

investors.

14



6. Pursuant to N.H. 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, IV, 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:

il W/ A 4/ e / A

Adrlan S/L\aRocheHe Staff Attorney Date / !
(/fu J e TS
Eric /%4 F ormer Staﬂ Attomey Date
f/ f./ //L/é o f,..——’
v / } «f /Lf }
Jc}ﬁey ]? Spill, Defyity Director Date
e 'k
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New Account Application and Agreement

=1 LPL Financial

Instructions Mot to be used for advisory ascounts Fax the completed form 1o Brokeregs New Accouns 81 [858) 8460874

ATTENTION CLIENT: Any alterstions must be initlaled by all clients.

LPL Account Number Rep iD Date Gpenad This application is for
\4471 5459 I !MN4C ! z e A naw sccount O An gxisling actount ™
RAE 7 DD/ YYYY

*Z] Selact for direct bustness account

D Sefect for direct advisory account [print name of Platiorm or Programi™” [
{Refer 12 the dateiled procedures for the speciic Types of direct advisory
accounts on the Resource Center for other documents that are requirad

*For existing accounts, do NOT usa this form te change legsel nama, investment objective, and/or financial infermation. Te change
tagsl name, usa the Brokerage Account Change Form (F401). To change investment objective or financial information, uss
BranchNet ! Change Account.

*+ For direct advisery accounts LPL is not acting #s the broker/dealer and your account wilf be custodied at a third party custodian.

Section I: Account Information

1. | Fill in your current residency stetus: (choose ong) Country of Citizenship/Registration

@ Us Cizen ) Resident Alten () Non-Residens Alien

2. Registration Type:

s individual O Personal Trust® O Partnership®

() Jowni Tenants With Rights Of Survvorship () IRASEP/SIMPLE” () investment Club!

Q Qusfified Retrament Plan/403(bj{7)* o GuardiznshipfConservalorstip®

(") Corporata* () esute’

() timited Liabrlity Company© () Other (Plaase sgeciy belowi®

(") Non-Frofit Orgenizaton* [ ; '
*Additons! documents required

() Terams n Common
(") Terants by Entusty
O Community Preperty
O Custodian for Minor

3. Account Raegistration

!

4. Substituta is .
Social Secunty Number o Tex I Numbes or Employar Identfication Numoet 3
5. ziling Address

Resigence Address ino P.O. boxes] [ Same as mailing address .

Home Phone

b Leood

Busingss Phone Fax Number

1

i imai! E ;

fMarmber FINRA/SIPC Fi1-0709

Page 1 of 4
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NA

LPL Account Number l44738453 \

Section Ii: Account Holder Information

For carporate, LLG, non-profit organization, perinership, and wvestment club accounts, this secton 1s NOT required Please compiels the appropriate
supplementary tocumsntation instead. For additional account holders, pleass complete the Supplemental Account Application iF1

1. Primai Account Holder/Trustee/Minor/Decedent Social Security Number
asidence Address {ro P.O, boxes) D Same as seeount Date of Birth # Dependams
J 007 7YY
Country of Citizenship D Type Placs of Issuance
[UNITED STATES | [oriver License | |New Hampshira ]
|D Number I lssuence Date 1D Expiration Date
MM/ DD /Y MM [ ED/YYYY ’
Occupation {former occupation f retired} Nature of Business Hems Phene
| | |
Employer Name | [ (mark hers /f reurad or unemployad) Business Phone
Employment Address (no F.Q. boxes)
Has the client ID been verified? @ vas O No -
Mark here if you are en emnplovee of or refatad 1o sn employes of any exchanga or member firm of any exchange of raember of the i
FINRA or officer of a bank, trust company, or iNsurance company, then comgolets the following :
Nama l J Relationship I Name of Firm [ l i
[ Mark here if you or any mamber of your immadiate fornily has been e corporate olficer, director, or owner of 10% or more of any public :
corpGralan within the past throe months, then complats the following .
Namo of Corporatien(s) [ ] ‘
2. Secondary Account Holder/Trustes/Custodian/Fiduciary Sociat Security Number
Residance Address (no P.O. boxas) D Sarma as account Dats of Birth # Depeandants
i’
¥ ;
J | N |
i J MM DD YTYY
Country of Citizenship D Typa Place of Issuance
1D Number 1D ssuance Data [D Expiration Date
MMTLD FYYYY RMTBR 7YY
Occupation Hormer occupation |f retired) Noture of Business Home Phone
[ i J ]

Ermnployer Name D {mark hara i retired or unemploved) Business Phone
Employment Address (no P.O. boxes)

| ]

Has the client 1D been verified? O Yes O No

D Mark here f you are an employes of of related o an empioyes of any exchange or member firm of any exchange or member of the
FINRA or officer of a bank, rus: company, of 5UreNCe company, then complete the following

Name l ] Relationship i J Namae of Firm i f

Mark heve if you of any member of your immediate family has bean a corporate officer, director, or ownes of 10% or more of any public
corporation wilthin the past threa monihs, then complete the following

Name of Corporation(s) f J'

Page2of4
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LPL Account Number | 44718458
Section lll: Margin Agreement

A margin account allows you 10 borrow against eligivie sacunties or purchase Secuntias on margin Iniual betow if you want 1o establish a
margin account and 1o indicate that you havea receved the Margin Disciosurs Staternent and have read the margin disclosure sectionin the
Master Account Agréement and agree 1o the terms and conditions. Please note: ALL parties must wutial

:

Date Margin Disclosure Statement provided

MM /EDAYYYY intigls initiais initigis Initals
Section IV: Investment Objective
1, Salect the investment objective that most accurstaly reflects the gosls for this sccount {choose only orej

The invesiment objectives are overall ohactives for the satite eccount and may be Inconsisient with a parlicular holding at any tme Plegse
note that achievernent of the staled investment objectives is a long-tarm goal for the account.
A. income with Capitat Preservation. Designad as a longer term accumutation acoount, 1his 15 the most consenvative investment
ohjective. Emphasis is placed on generation of current income and prevention of capital loss.
O B. Income with Moderata Growth. Emphasis is placed on generation of current ncoms with 8 secondary {ocus on rmoderste capital

O C. Growth with Income. Emphasis 1s placed on modest capital growth with some focus on generatian of current income

. D. Growth, Emphasis s ploced on achieving high jorg-tarm growth and cepital appreciation. There 15 ldile focus on generation of
current income.

O E. Aggressive Growth. Emphasis s placed on sggressive growth and maximum capital spprecistion No focus on gareration of currem
income This objective has a very high lovel of risk and 15 for inves1ors with a fonger ume horizen.

() F.Trading. Emphasis is placed on speculative 1aNSacton activity This objective represents acceptance of an extramely high lavel of nsk

ATTENTION CLIENT: if vou selact an objsctive and 2ross it aut 1o choose another, you must initial next to this change

Section V: Financial Information and Experience

1 What is your total anrual income?
(O A Less than 825,000 (O) B Between $25,000 and $49,999 (O C. Between $30,000 and $93,999
@ D Berween $100,000 and $249,989 () E Bewween $250,000 and $499,999 () F Between $500,000 and $748,999
() G Between 5750,000 snd $399,99% () H $1,000.000 end over

2, What is your net worth? {exciusive of home)
O 4 Less than $25.000

@ O Between 100,000 end $249,599

() G Between $750,000 and $993.939

Batwean §25,000 end $49,993 O { 8etween $50,000 and $89,599
Between $250,000 and 3492999 {7y F Between $500,000 and $749.958
£1,000,000 end over

OO0

3. What is your lguid net werth?

(3 A Less than $25,000 O B Between $25,000 and $43,599 O C Between $50.000 and £99,99%
. D Betwean $100 000 and $249,9588 O £ Between $25C,000 and £499,998 O F Berween $500.0C0 and $748,999
O G Between $750,000 and $999,95% O H $1,000.000 and over

4. | Approximate eccount velus?

@ A Less then 525,000 O B Berween $25,000 and $49,5999 O C Between 350,000 and 389,989
O 0 Between $100,000 and 5248,898 O E Between $250.000 snct 5433,994 O F Batween $500,000 and $749,99%
O G Betwesn $750,000 and $899,999 O H $1,000,000 and over

5. What is your federal tax bracket?

|28 1%
6. Investment Experience {number of yearsi:
‘ None Margin 10 Stocks Options
10 Mutuat Funds Annuies 1¢  Bonds Partnerships

Other {please specily)

7. Source of Client Wealth and Intume (inheritance, employment salary, saie of reel estale, e1c)

]

Page 3of 4
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NA

LPL Account Numbar [4—4?18—659 I

Section Vi: Client Acknowiedgment and Execution

Under penaluss of perjury, | hereby certify that {1} The number shown on this form 1s my correct 1axpayer identification number {or fam
waiting for 8 number 10 be issued 1o mel, and (2} | am not subjact 1o backup withholding because (a) | em exempt from backup withhelding,
of (o} | heve not baen notifisd by the Internal Bevenue Senvice (RS} that | am subject 10 backup withholding as a result of a fature 10 report alf
interest or dividands, or {c) the IRS has notfied me that | am no fonger sulject 10 backep withholding, and (3) tam a U S person {including a
U.S. residant allent (Cross out (2) if subject to backup withhoiding | Tha Imternal Revanua Service doas not require my consemt 1o any
provision of this documant cther than the certifications required to avoid backup withholding.

| undarstand that LPL will supply my name 10 1ssuers of any secunties hald in my account so thet | may receive impartant imfarmation
regarding those securities, uniess [ notfy LEL in writing nat o ge so,

| undarstand and sgree that it is my responsibility to inform my financial advisor any time | purchase class A shares of a mutual
fund in the sama fund famliy as a fund thet | own, aither individueily or in ralated secounts, in erdar to ensure that | receive the
appropriate commission discount,

{ acknowledge that procesds from tiquefiad home equity on my primary residence will not be used to fund this account.

| turther certify that all of the information provided on this form is true, correct, and complete and that | have recelved a copy of this
form. 1 agres to notify LPL of any changes to the infermation on this form. | have reviewed and sccept the Master Account
Agreamant end the predisputs arbitretion clause stated in the last saction thereo!,

- AN )
Ctignt Signaturg {if tenant i cormman, indicale % af cwnarship) Datg Chont Signature {il tenant i cormmon, inGicate % of ownarshipi Dste
Clignt Signeture {il tanent in common, indicsle % of cwnership) Date Chent Signeture §l tengnt in camrmon, indicate % of ownershp) Dbt

HRANCH USE ONLY

I have reviswed this documant for compleleness, sccuracy, suitability, and proper disclosures. i this account was opened online and the
automated check against the OFAC list of spaciaily designated nationals {SDNs) resubtad in @ match 1o the chent's name, T have confirmed
that the client 15 ot the same persen fistad by OFAC If this account 15 opaned by 1the home office, | have checked the list of SDNs and enher
he client's name doas not appear or, i the clisnt’s name is the same as the name of a SON, the client is not the person tisted by OFAC |

have afso providad the client with the CIP disclosure eithar in wnting or verbally

Financisl Agvisor Sigraturg funiess same as Branch Managet) Financief Advisor Nemae print Rap D Date

Rep 1D Date

Juint Fingrest Advisar Signaturg fopuonat) Jon Fingnast Adwsor Nema prind

7/ W JEFFREY N WILLIAMS MN4C o/l o
Rep 1D Deto

h WA Rnachy” S a(ur,{irﬁqusmcii, Branch Manegar Mema {print!

Mamber FINRA/SIPC
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Exhibit 2



APD

ﬁl LPL Financial Alternative Investment Purchase
Approved Public Direct Participation Program

Instructions: Use this form 1o requsst LPL's approval prior to investing in approved public direct perticipation prograrms, such as public equipment
imasing programs, public of & gas limited perinershups, public reel estate limitad partnerships, tex credit fimited partnerships ar registered non-iraded
investment programs. (Pisasae refer 1o the Resource Center for the most current fist of available investmenis.) For each prospective invesiment,
complate thus form and the spansor's subscriplion agreament in their antirety and send originals to Alternative investment Processing, PO Box
500053, San Diego, CA $2150-2053 ar overmight 10 3785 Towne Cenire Drive, Sen Diega, Cag2121

Pieass nota: This farm is not to be used for privats offerings, including 1031 axchanges, exchange funds, hedge funds (or funds of hsdge
funds}, managed futures, or private equities.

1. | Client information (The account ragsstration listed balow must match the new aceount paperwork on file with LPL. A new outside
investment sccount does not need to ba opaned if a brokerage account aiready exists for the same registration.}

LPL Account Numbaer {REQUIRED] Rep D
4718459 | MN4C |
Client Name/Account Registrstion Date of Birth

Dats of Birth

Joint Client Name (i{ sophicable)

i | | i

2. Product irformation {all fields required]
[rvestment Product Name Product Sponsor Name

F:o%a Credit Praperty Trust I, INC [ i:‘oie I
Date Prospectus Delivered to Client

Date of Prospectus®

April 30, 2010 | March 9, 2011 |
"MUST BE CURRENT PROSPECTUS

3. | Account Information (must selact one)
indicate whara this altarrative mnvastment will ba held
O Held in the abova histed LPL-sponsored brokerage retirement sccount. A $50 purchasa fee will be deducted from the account.

@ Hald directly with the sponsor or with the sponsor's approved third-party relrement custodian (must be an LFL nonretirerment or
oulside invesiment account) |f applicable, piease inciude the third-party retiremant custodian’s enroliment and funding documents if the
nvestment 1s baing held with the sponsor's spproved retirement custodian

4, 4a. Source of Funds {mus! select ane)

O Y5 @ No  Original source of funds for this purchase was from a full or partial liquidation of a prospectus product (a.g mutual
fund, variabis annuity, vanebia universal lifa, 529 pian, non traded AEIT, managed futures, etc] H yes, 8 completed
and signad Invesimant Switch/Exchange Disclosurs form (FZ7) must be autached {not needed if source of fund s

from LPL agvisory account),
4b. Funding Instructions {must salect ona)
D Issue a chack from the referenced account number tor the amount of § . (Write specific dollar amount}  Funds are

currently available for the purchase and applicable fees. Please note: Funds must be avaidabla in the account, fe.q trades must ba
satiled or a purmabiransier of funds hes already occurred Not availobls for qualified gutside investment seeount).

D Isgus & check from a diferem LPL sccount for the amount of & . {Write specific dollar amounty If
the authorized signers are ditfersnt from those Lsted an the purchasing account, thei signatures are required below {not available for
LPL-sponsored retiremant ascounts or qualified outsids investrant account),

Authorized S«nar Signature Autherized Signer Narne (print

Authorizad Signer Signature Authonzed Sigrer Naema {print}

Send enclosed check pavable 10 tha product sponsor {or product Sponser's Dankfescrow agent} for the amount of §
(Whte specitic dollar amount} Not avaifable for LPL Sponsored Retiramant Accounts.

Funding Instructions conlinue on next page

Member FINRA/SIPC Al1-0510 Page 1of 4
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Funding Instructions (Third Party Retirement Custodiant

D tvestment will be held at the product sponsor's approved third party retiremant custodian, AND,

D Account venster paperwork is included to transfer funds 1o the third party retirement custodian {This may increase time for
nvastment 10 be complated due to ransfer requast being subrnitiad back 1o LPL from third pary retitement custodian after LPL

OR
epprovat)

I} Acontibution check made payabls 1 the third party retirement custodian is enclosed

Funds have baen issued from a third party and have been sant directly to the fund spensor (not available for LPL-sponsored retirement

accountsl.

Financial Information
Compiela this saction 1o datermine if your altemalive invesiment purchase meets LPL's Alternative {nvesiment Approval Guidelines (sea

helow)
Please note; The financial informanion provided below must match the chent’s financial informatien on record with LPL. i the client’s

finangral Information needs to be updeted, please provide the correct information on this form end LPL will update 11s records accordingly
a. liquid net worth*
250,000

*LFL. defings lquid nat worth a5 all assets that can ba liquidatad in 30 days, exclusive of real estate holdings This includes, but)s not lirmited
to, the follownng. checking and savings accounts, retiyement accounts, ail marketable securities, commeodity sccounts, cash, cash

aquivalants, and precious matais

b. Net worth
250,000 i
c. Nat worth s dsefined by prospectus f different from item b above)
Iv;i. Annual income E
130,000 |
e. Amount of your purchase
10,000 }
f. Current or panding altarnative Investment holdings:
Client is currantly invested in eiternative investments,

@ Yas (M yes, please list current and pending holdings below)

O No

[Behnngcr Harvard

{ | |

Total doflar amount currently invasted in alternative Investments. ‘27‘000 kw /¥ nonej

Mamea Daollar Amount Currently Invested Panding
Healtncare Trust of America | f2.000 | [
Cole | oo | O
| o000 |
J

g. Add your current alternative investment holdings (fem ) to the amount of your purchase {item ¢}, then divide by your liquid net
worth {item a} to determine the parcentage of liguid net warth in atternative invastments after this purchase ([t + e}/a}.

k7,000 ]

Lt '3 Alternstive investment Approval Guidelines
Maxirmum percantage of fiquid net worth (after the purchase) that can be invested in each product type according 10 the client’s investment

chiective {uniess otherwise spacified by the prospectus)

. Liqua et worth up 1o Ligyxd Nt worth Dotwean Liquis not worth sbove Asset Categones
fnvasimant Olsective 15799, 55 5100 10 54.9M $5.004 icapped 8t 20%)
Ircome with 0% 0% 0% Public Raal Eswte LFs, REIT's, Od & Gos and
Copital Prassnaven Equipment Leasing
Income with .
Modarste Growth w0 20% %
Growth with Incame 0% 25% 0%
Giowth W% ®% 0%
Agoressive Growth 25% W% EEE]

No mara than 20% i1 any one assal category for clients with up 10 $10M M. thoge with STCMM or above may hakl up to 29% in Bny one asiat cslogory.

Mambear FINRASSIPC
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APD

LPL's Alternative Investment Approval Guidalines (continved)

Clignts 70 vears oid grid above
. Ligund net worth U 1o Liqued st wonh batweaen Liguid not worth abave Asse1 Categoriey
invesument Goiectve 592,999 $1.0M 10 54.9M $5.0M {capped at 15%]
incorng with Public Aasl Exwie LP's, REITs, Ol & Gas and
Capits! Preservation a% o% 5% Equipmeant Leasing
Incamne with
Mocterztn Growih 0% 10% 2%
Growin witk income 0% 17% 15%
Giowth 10% 2% 15%
Agyrasana Growth 10% 5% 13%

Mo mare than 15% i Bny ona 833561 CA1eQ00Y
Mo mora than 10% of ckaat's LINW con b investad i or0grems Uested 43 4 busingss divekoment compsny

LPL Einancasl 1e38rves 1ho fight 10 fevaw any (ransaction, and will ¢o B0 when 8po/Gor iats. a3pacizlly in cases whers (mesion ae of
sgrilcanity advenced ep4 .0 BS and cbovel
Noter PIospectul recuiements suparseda these guicelings whara appleably.

alternative investment

morgage ioans

6. Cliant Signature & Cortification {requiradi

» | heraby acknowledge receip! ol the prospectus and all of its terms and conditions

» | understand 1hat 115 my responsibifity 1o read the prospectus and all other offering materials prepared by the mvestment sponsor
thoroughly and 1o understand them priof 10 investing

» | am aware of previcus programs oifered by the program sponsor (as indicated ¢ seclion 2 of this form), if any, and whether or not they
liquidated on or during the date or tma penod disclosed in the prospectusies! for those programs If no date or trna penod was disclased in
the prospectusies). my advisor has informed me of this fact

+ | also undersiand this investment may be ilhiquid and thal there may not s a readily avaifable markelt for the investment. | undersiand that
whan & marke! exists, LPL may not be abie 1o assist with the sale of such invesiments.

+ | ggree 1o pay the annual Altarnauve Invastment Administration Fee of $35.00 per position, subject te a maxmum of $100.00 per year if
being held i an LPL account. Thase {ees are i addiion {o fees that are charged by the general partner / transfer agent.

* | sgree (o pay a $50.00 Alternative invesimant Processing Fee per posiion for the purchsse or re-registration of an alternative invesiment
beng held in en LPL account. Re-regisirations include transfer-in requests, ranster-oul requests, redemplions, and the distribution of an

v | certify that | understand that Unrelated Business Tex Incoma (UBTI} may be assessed 1o the accountand thay LPL wil charge a fae of
$100.00 for this service f required 1o file UBTI axes, if this investment s beng held :n an LPL account

+ | this is &n LPi-sponsored retirement sccount, | understand that in the svent that the ssuer fails to deliver a ceruficata or confirmation to
LPL within the SECrequired thity days, this disbursement wil be srrevocably reponed to the IRS as a distribution

+ In consideration of the foregeing, | agree o ndemnfy and hotd harmiess LPL and any parsen cantrolling or under common contiod with it
from and egainst any cost, Habiity, or expense ansing out of or connected with such mvestment

» | conity thet all of the information provided on this lorm s Urue, correct, and complete, inciuding my liguid net waerth, net worth, and
annual income 1 the financial imfarmation provided on this lorm differs from thet on record at LPL, | hereby authonze LPL 10 update is
racorgs with the financial information providsd

For real estels programs that include multifamily assels, | understand:

« This type of nvestmant may make invesiments through joint ventures  lnvestments in joint ventures that own real estato davelopmant
projacts ang real properliss may involve nsks gtherwise not present when programs purchase real properties diractly For example, the
program's joint venture partner may file for bankruptey protection, breach o loan agreement, have econcrmic or business inlerests ar goals
thal sre sRconsistent wath its interests of goals or taka BCLiONS CoNIrary (0 the program’s instructions, requests, policies or chjectives.

+ This type of invesunent may invest in mezzanine loans winch involve graater nsks of 10ss than senior loans secured by incerme-producing
raal propertips becausse the investment may become unsacured as a result of Joreciesure by the senicr lender  Additionatly, the program
may nvest in bridge toans secured by first lien mortgages on a mutitamiy property which involve greatar risks of 10ss than conventional

» This typa of Investment may have a high level ol indebtedness  High levels of indebtedness increase the risk ot the mnvasiment and could
hindar the ability of the sponsor to pey distiibutions 1o 115 stockholders of Could decrozse tha valua of The investment:n the event that the
income on or the value of the assets secunng 1he debt falis

« The multfamiy of spartmant community industry is highly cornpetitive  Compatition {rom other apartment communities end the increased
at{ordability of singia-farmily hamas could limit the sponsor's ability to ratan current or anract newy residents and mamtamn of NCraase 1ents,
which could adversaty atfect the program's profitability and reluras 1o 13 stockholders,

» This type of mvestment expacts 10 hava littie cash flow fram operating acuvities available for distribution unul the sponsor makes
substantial investments  To the extent 11s investmants are in development or redevelopment projects of n properties that have sigruficant
capital requrements, thair ability to make distnbutions may Da negatively impacted, especially during its early periods of operation

» The investment stratagy may resull in a finding by the intemal Revenue Service that the sponser has engaged 0 one or more "prohibited
wransactions” under provisions of the Intemal Revenue Code refated o disposiuons of properues desmed 10 be invenlory or otherwisa held
for sale it the ordinary course of ther DUSINESS.

+ Until the proceeds from this affening ara invested and generating cash flow from operaling activiies, soma o all of our distributions will be
paid from othar sources, which mey be deemed a return of capial, such as from the proceeds of this ofiening, cash advances by our
advisor, cash rasultng frorm & watver of asset management fees and borrowings i anticipation o future cash flow from operating activities.

« Depending on the program's investmant strategy, this type of nvesimant may not quakify or reman qualified as a rea! estate investment
wrust {~ REST™) for federal tax purposes, which would subject tha sponser 1o the payment of ax on its income at corporats rates and requce
the amount of funds available for payment of distributions 1o its stockholders

Mamber FINRASSIPC
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Client Signature & Certification {contnued)

For non-lraded investment programs registered under the Investment Company Act of 1840, | undersiand.

« These types of programs are treated a5 busmess development company, or BDC, under the Investment Company Act of 1840 (“the 1840
Act") As such, thase programs are required 1o comply with centain regulatory requirements. The BDC struciure kmits the amount of
teverage the firrm can use, and the types of securties that may be leveraged

» BOCs make mvastments in private of thinly-traded public companies in the lorm of long-term debt or equity capital

« The program must invest a sufficient poruon of 1ts assers i qualitying assets which could preclude the firm from investing in accerdance
with s cufrant busmess strategy, conversely, the failure 10 invest a sufficient poriion of its assets in qualifying essets could resultinits
{afiure 1o maintain BOC stats. For detailed nformation on qualifying assets, please rafer to the prospectus

» Faiiure to maiain status &8s 8 BDC would reduce the firm's operating flexibility if the firm does not remain & BDC, 1 might be regulated as
a closed-end investment company under the 1940 Act, which would subject tha firm to subsiantatly more regulatory restnelions under the
1840 Aet ond correspondingly decrease 1ts operating flexibility

+ Ragulations governing the firm's operation as a BDC and Regulated Investment Company ("RIC™} will affect 1ts ehility to raise, and the way
in which they raise additional capital or bomow for investment purposes, which may have a negative effect an is growth. If the firm does
not pay out 90% of it texable income, the BOC wail not quakly as a RIC and alt income would be taxed as income and capital gains to its
shargholders

» Tha firm generelly will nol control iLs wﬁfclio companies. Due to the isck of hquidity for its invesiments i non-traded companies, they may
not be abieg 10 disposa of s interestsin its pontfolio companigs as readily as the firm would ke or at an appropriate valuation As g result, a
portfolio company may make decisions that could decreass the value of its portfolio holdings.

= An invesimaenl strategy focused primarily on privately held companies presents caertam challenges, including the fack of available
informauon about thess companies

» The firm will be subject Lo corporate-evel income tax i thay ere unable to qualify as a RIC under Subchaptar M of the Code or 10 sausly
RIC distribution requirgments,
o To maintain RIC tax treatment under the Code, the firm must, amang other requirernenty, meet certain source-oi-income and
#5501 diversificanon requirements  In addition, the firm must pay out 90% of its taxeble incoms, or the BDC will not quatify as a
RIC and all ncome would be taxed as income and capital gans to shareholders,
« No mora than 10% of my fiqud net worth can be invested in these types of programs

Far other 11 idargtions, please maks surs 10 read the prospectus thoroughly

03/23/201
Chent hignatute Oate
Joint Clisnt Signature {if apphicablol Dats

BRANCH USE ONLY

Financlal Advisor Signature and Vatidation {required)

» { cartity that the cliens meets the product suttabiily requiremants.

* My customer(s) is/are well known o me, and | validate that the signature(s} on the eitached document isfare genuine | agree for mysel!
and my successors, assigns, haeirs, exscutors, and sdmitistrators 1o at all times indamanly and hold harmiless LPL and all LPL statf gnd
thirg-perty providers, acting es authorizad agents of LPL, from and aganst any and sl claims, losses, liabiities, 1axes, damages, actions,
charges, end axpensas, including attomey {ees, resulting from your complance with this request. LPL reserves the night 1o verify the
authenticity of any signature

Financial Adviscr Signature Firancal Adviser Name (print} Rap iD Dote
Jomt Financa! Advisor Nama fprint Rep {& Cata
Jeffrey N Willilams MN4C 0372372011
Branch Marager Nema {print) Rep iD Dats
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:'-ﬂ LPL Financial Alternative Investment Purchase

tnstructions: Use this form 1o request LPL's approval pnor 1o investing in Approved Altemative Investmant Programs, such as managed {utures, hedgs
funds, equipment leasing programs, oil & gas mited parinerships, real estate limied pannerships, tax crecit mned partnerships or registersd non-
waded investment programs. {Pisase refer to the Rescurce Center for the most turrant kst of approved products.) for aach prospective myestmant,
complete this form and the Sponsor's subseription agraement in their antirely and overnight onginals 1o LPL Financia! ('LPLY, Attn  Altemative

investments, 8785 Towne Centra Drive, San Disgo, CA 82121

Plaase note: This form is not to be used for 1031 Exchanges, Exchange Fund, Private Equities, Unsolicited Privats Trensactions

1. .
Type of Asset (REQUIRED. Check the box that describes the assst you are submitting for purchase. Ong form per purchase)
Real Estate (4P 7] Hedge Fund/Fund of Hadge Fund (7
E:] il & Gas AP0} (] Business Development Compzny M80CH
[ Equipmenl Leasing i4PD) [7] Managed Futures (sl
2. - . . - :
Clisnt Information {Tha account reglstration listad below must match the new accourt paperwork on fits with LPL. A new outside
investment account does not need to be apaned i a brokerage sccount already exists with the sams registration.}
1PL Account Number (REQUIRED} Rep 1D
la71.8459 | MNaC |
Client Narme/Account Registratio Date of Birth  gElcEGEtE 5
Joint Client Name [if applicable) Date of Birth
3 Product Information (ALL FIELDS REQLIERED)
Invastmaint Product Name Product Sponsor Name
}Cole Credit Property Trust [ J toie Real Estate Investrments _!
Dats of Prospsctus® Dats Prospectus Delivered to Client**
May 2,2011 | Panuary 18.2012 ;
*Chack walh SRANSCT 19 BRELME MOST CUITeN] varsion =*(ate myust be post Deta of Prospecius
4. | Account Informatlon {MUST SELECT ONE]
O Select f purchasing an adwisory approved product, These must be heid in g {ea based, qualitied or non-qualified, advisory account at LPL
O Select f purchesing in 8 quaiilied brokerage IRA, Postion will be haldin a LPL sponsored reurermnent account. A $50 purchase fee will be
deductad from the sccount. Cannot be held in b non-quelified brokersge or putside investment sccount.
@ Setect d purchasing & position 1o be held directly with the sponsor of with the sponsor’s spproved third-party retremant custodian (must
e an LPL nandetremant of oulside invastment account) H appiicatie, please include the third party retremesnt custodian’s enrollment
and funding documents if the investrnent is being held wilh the sponsar's approved retrement custodian [if using a third party custodian
maka sure section Ba and/or Bo)s filled out)
58. | Source of Funds (REQUIRED)

1 s the original source of funds for this purchase coming O Yos @ Nao if Yas, go to question 2. 1f No, skip 10 secton B

frorn a ful] of partial liquidation of 3 prospectus product
{a.g mutual fund, variable snnuily, vanable unversal lifa,
528 plan, non-traded REIT, managed future, a1 )i

2 1s the onginal source of funds for this purchase being O Yas @ No If Yes, skip to secuon 5. If No, compiete section 5b

liguidated from an adwisory acocount?

T

Member FINRASIPC
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501 Jnvestment Switch/Exchange Disclosurs {Unless indicated ™if applicabie” all sections MUST be filled in}
Nama of Investment to be Liquidatsd
Spacific Product Type to be Liquidated {e.g. MF, VA, 529, Non-traded REIT, or any other Afternative investment, ots.}
List mulipie products if necessaty
I
; |
Type of Liquidetion {selact ona) Symbol {i applicable) Year Purchased Amount Being Liquidated
O Fuil () Paral , ] I 5[ ;
indicate the 1otal amount of any and all surrender charges, redemption fees, and/or other cests assotialed with kquidancn/surender that the
chent wall incur
Amount Parcariage of investment Value  This investment exchangs was: (MUST SELECT ONE)
$ J [ g% O unsslietad ) Solicited
i applicable, cliant will lose a death Was this product sold by you, the
benefit of approximatsly § E:_J financial advisor? (T) ves () Mo
Rezson for Exchange of Investmeant [SECTION NEEDS TO BE FILLED IN}
Describe why this replacament transacton & eppropnata for the client. Your explanaton sheuld discuss the spacfic advaniages and
disadvamages of the sxchange and conclude n an eveluation of the overall net mvestment advantage to the clent.
6.

Funding Instructions {Select alf that apply. Funding amounts should squal purchase smount In section 7d as well as subscription
sgrearmant.)

D Issum & check from the relsrenced account number for the amount of § . fWrite spewlic doftar amount) Funds are
currently availetla for the purchase and epplicable feas. Pleass note: Funds must be avaiizhls in the account (e.g. trades must be
sottled or o jourmnal/trensfor of funds has alresdy occurred. Not available for qualified cutslde Investment nccount).

@ Erclesed s a personal clisnt check made payable 1o 1he product spenser lor product sponsor's bank/ascrow egent for 1the ampunt of

b3 7500 . (Write specitic dollar amouny). Not availabie for LPL sponsored retiremant accounts.
E] Issue a check from a different LPL account for the ameunt of § . rita spacitic coller

amounty I the authorized signers are different from those listed on the purchesing account, ther signatures are required below (not
availatla for LPL sponsored retiremeartt atcounts or qualifisd outside investment accounts).

Chent Signatus Client Neme |priny Crata

For Third Party Retirament Custodian ONLY
8 D Investment will be held at the product sponsor's approved third party rettrement custodian, AND

{:] Account transfer peperwork s inciuded 1o ransier funds to the third party reurement custodian This may increase time for
invastment to ba completad dus 1o transier request being submittad back to LPL from third panty retirement custodian after

LPL approval
OR

[T} A contributon check made payable tc the third party retirement custodian is enclosed

b [:] Funds have baen issuad from a third perty and heve been sent directly 10 the fund spenser or retrernent custodian {not svaitable for
LPL sponsorad ratirement accounts)
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Financial information (Section must be completed in its entirety. Additional documentation may be requested.)
Plasse note: The financial Information provided below must match the client's financial information on record with LPL. If the clent's
Linancial Information needs 1o ba updated, please provide the corract information on this form end LPL vell update its revords accordingly

2. Liquid Net Worth* {DOLLAR AMOUNT ONLY; RANGES WILL NOT BE ACCEPTED)
p50.000 ]

*LPL defines Liquid Net Worth as ali assets that can be liguidated in 30 days, exclusive of real estate holdings. This includes, but is not imited
1a, the following: checking and savings accounts, ratirement accounts, all markstable secunities, commodity accounts, casn, cash

aguivalents, and precious metais.
b. Net Worth {exclusive of primary residencs, home furnishings, and automobiles. DOLLAR AMOUNT ONLY; RANGES WILL NOT BE

AGCEPTED)

p50,000 |

¢. Annual Income [DOLEAR AMOUNT ONLY; RANGES WILL NOT BE ACCEFTED)
150000 |

d. Amount of Purchase (MUST MATCH SUBSCRIFTION AGREEMENT}

7500 j

a. Currant or Pending Alternative Investment Holdings:
Doss this client currently hold, or are thay in the process of purchesing, any additional Altemative Investments?

{) Ne (&) Yes (if yes, list current and panding hoidings below DO NOT include the purchase on this form Joint accounts must

combine holdings.}

Name Boitar Amaunt Currently Invested Pending
Lole | s[i6.087 | ]
HTA | sh3183 ] I
{Behnngcrirlaward ] $f1 0.0CC } i

I | 5 | O
L | sl | .
Total doliar amount currently invested in Alternative Invesiments 5;39,250 E(m if nonef

{. Add your currant Alternative investmant holdings (item s} to the amount of your purchasa {item dj, then divids by your Liquid Not
Worth (item a] to detarmine the percentsge of Liquid Nat Worth in Altarnative Investments after this purchase {le + dl/a}.

187 J]% {MUST NOT EXCEED LPL GUIDELINES BELOW}

LPL's Atternative Investment Approval Guidelines
Maximum percemage of Liguid Net Worth {after the purchase} that can be invested in each product type according 1o the chent’s mvestment
objective {unless othaerw:se speciiied by the prospectus)

Clisnts UNDER 71 vears old

A L0 S e D @ Ligid, NeuWord Fiotc o) e Uigtid Net Warth batwesn 36D 8 bova TR 1
ik 1 N PP = 2 Ly . A 5 LELLACI, by
B e S i R R T e e
ineoms with 0% %
Capial Preserveton
Ineome with .
Moderets Growth 0% % 5%
No more than 20% it any 008 Agsst
Growlh with Income Q% 25% 30% cotegory &nd g move  than 10%
alkrwed m 8 BDC
Gremwth W% 25% 0%
Aggeessiva Growth %% 0% 5%

Gliants 70 years ofd AND ABOVE

L T SO T I Uialicd Nathanhlugtotas s Uicuid Net Worth be
e R S T T e

incoma wilh
Capnal Praservation 0% 0%
Income with
NModeiate Growh 10% To% 2%
No morg then 15% in any ong a3sey
Growth with income 10% 12% 15% colegory and no more than W%
aligwed in @ BOC
Giowih 10% IR 16%
AQorasgive Growih 10% 15% 5%

Hote: Prospectus fequitements supersede these puidsiines where spphcable
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8. Giient Signature & Certification {REQUIRED)
» | hereby acknowledge recein of the prospactus and all of its terms and conditions
+ | have read and understand the prospectus and all other offering mataerials prepared by the investrment sponser thoroughly and 1o

understand them paor 10 investng
+ | agree 10 pay the annual Allernalive [nvestmants Adminisuston Fas of £35.00 per position, sulwect to a maximum of $100.00 per year f

being heid in a LPL accourt,

+ | agrea 1o pay e 350.00 Alternative nvestment Processing Fea per position for the purchase of re-registration of an Alternative investmeant
being held in a LPL account Re-registrations inciude transfer-in requests, transfer-cut raguests, redemptions, &nd tha distribution of an
Alternative Investment.

+ [ cartify that | understand that Urvalated Business Tax Income {UBTH may be assessed to the account and that LPL will charge a fes of
$100 for this senace f raquirad to file UBT! taxas, if this investment 1s being held i a LPL account.

« In consideration of the faregong, | agree 1o indemmify and hold harmiess LPL and any person controling or undsr common control with it
from and against any cost, fizbifity, or expense arising out of or connactad with such investment.

« | certify tat all of ths information provided on this form is true, corract, and complete, nchuding my Liguid Net Worth, Net Wonh, and

Annual income
+ | have had the opportunity to discuss with my adwisor any guastions regarding the risks of investing in this product and information

rgsentad to me about this product.

NS

Dete

Cliont Signature Joim Chent Signature

Product Specific Invastor Rapresantation {Owner MUST initial, sign, and date the type of product they are intending to purchassa. if
purchasing & privata offering make sure section 10 is completed as weil)

Real Estate {includin LPs and il Cs
~
—_ ) Clisnt Iniigd Jomt Client Iritsals

] + | understand that 1he currens distribution yield, if any, is not guarenteed, and that thes 15 not 8 "fixed income ™ product. Diwdends and
distributions may be reduced, paid cut in stock instead of cash, or even ceased altogether, depending on the financia! heatth of the REIT |
can withstand such an event and | am not relying on the income stream, if any, to meet my cash needs for the foresesable fulure

« { understand that the shares may ba re-priced In the futyre, at 8 lowsar amount than what | purchased them for, depending on the value
fluctuations of the underlying real estate properties. This is not & Tixad price asset t understand that leverags, especiaily floating rate, and
debt subject 1o balloon payments, increase the iikelinood of property level foreciosure, which couid result in a 1otal or pantial 1oss of my

mnyvesiment
* | understang that similar investment pools have suspanded their share redemption program, and that the shere redemption program

oftered by this investment, if any, may alse be suspended, severely restricting the liquidity of rryy investment. | do not intend to use the
share rodemption program, if offared, and the suspansion of a share redemption program will not advarsely affect my hquidity needs. i an
unexpectod nead for cash should anse, | have sdequate means of prowding for that need outside of this investment

* | understand that just because the sponsor may anticipate @ kquidity event by a certam date, it does not mean 2 liquidity event will occur it
could taka ionger than expectad | have reviewed the Prior Parformance tables in the prospectus o learn about the sponsot’s wack record
for inducing fund liquidations

« { understand that there ara additionst nsks asseciatas with this mvestment, and have been urged by rmy financial advisor to read the
prospectus.

+ | have read and understand 1

4

RISK FACTORS portton of the olfaring doo

01/18/2012
lignt Signalure Jowt Client Signature Cuta
Ol & Gas
Chient Initials Joint Chent dnitials

+ | understand that Ol & Gas parinerships are spaculative in nature, and that wells may not produce enough revenus 10 retumn thesf cost |
understand that tha prices of il and natural gas are volatile and uncenain Prolonged periods of low prices will have adverse effects on the
value ef my investment

5 * | hava been given ampie time 1o consuft with my 1ax advisor regarding the appropristeness of this nvestment

« | undarstand that partnerships report taxes differently than other products and that | witl receive Form K-1 instead of a more tradiional
Form 1099 | may need to raguest &h exiansion 1o fle my tax return a1 the federal, state, and locat fevel

* | have baen given ample time 1o consult with my tax professional regarding tha appropriateness of this mvestment, including, but ot
Levited 1o, My ability to 1ake adventage of any passve losses from the partnership, the impact of any challengs by the IRS 1o the
partnarship's daductions, the mpact of the AMT on my investmant, and the impact of any 1ax law changes 0 this area

« { understand that there ara additional risks associated with this investment, and have been urged by my financial advisor to read the
prospactus.

+ | have read and ungerstand the RISK FACTORS portien of the offering document.

» For investors in Genoral Partner units: | undarstand that thare is s possibility of having to contribute capital above and beyond my oniginal
nvestment. | feet that the benefits of the tax sheltering, which are not found with Limited Partner unuits, outweigh this added nsk, lam ina
hsgh enough tax bracke! to justify the risk, bacause | axpect to matenally benefit from the tax shaltering features only offered by General
Partner urits. As a General Partner | will have UNLIMITED LIABILITY for Partnarstup Obligations which may excaed my subscrigtion

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

Genaral Partner units,

Jomt Client Sigrature Bato

Cligrt Signaturg
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Continued

Equipment Leasing
Client Initials Joint Cliant initisls

v | understand that the cash distributions | recaive from this investment are expected 1o be compnised of both sarnings and raturn of cepital
As & rasuit, | understand that the Net Asset Vaius of my invesimeant s expected to dimmish over tme. | understand that the valye of the
undarlying equipment will depraciate over tims, and thus, the value of my invasimant, upon termination of the program, will ikely be far
less than my original investrment. | understand that the current distribution yield, #f any, is not nacassanly indicative of the profitability of
the fund

* | understand that any share redsmption program, if offared, may be suspended at any time | ntend 10 hold this investment for the life of
the program. The program's termination or fiquidity event could be many years away, and | can tolarate the iHliquid nature of this

investment for the duration of the program.
+ | understand that laverage, espetially debt subject to balloon payments and flogting rates, increases the likelihood of default, which could

magrify lossas within this imvestmant program, desreasing the value of my investment

v | undersiand that partnerships repert texes differentiy than other products and that | will receive Form K-1 instead of a more traditional
Form 1089 | may need to raguest an extension o file my tax return at the federal, state, and jocal level,

o | understand that there are additional risks associated with this investment, and have baan urged by my financial edvisor to resd the

pProspectus.,
v | have read and undgrstand the RiSK FACTORS portion of the offenng document.

Date

Clhisnt Sigrature’ Joint Client Signature
\

Hedgs Fund / Fund gf Hedge Fund

Cliant initials Joint Clignt Initials

v | consider myseH to ba 8 sophisticated person and understand the nature of the mnvestment. | can bear the sconomie nsks of the
mvestment, as well as tha limitatons on liquidity, if any | feel the size of my investman! is eppropiats

s | undarsend that hedge funds typically do not make perodic distributions of theu net incomne or gains, f any, (o vestors. | understand
that, whether or not distributions are made, | may be required each year 1o pay 1axes on my portion of the funds texable income, and will
likely have tc pay thesa taxes from other sources.

* | undorsiand thet becsuse of the mulliple levals of X reporung mvelved with & fund of funds, will likely need to request an extension 1o
fila iy 18x return at the federal, stale and incal level

* } undarstand that leverage within a portiotio may magnily losses
s [ ynderstand that thare are additonal nsks associaled with This nvestmani, and have been urged by my financial advisor to read the

prospectus
= | hava read and understand the RISK FACTORS portion of the offering document

Client Sighatuie Jont Clion Sigrature {ate

Managed Futures
Client initials Jant Client Initials
+ | understand that futures and oplions trading can guickly lead to large losses, which can sharply reduce the Nat Asset Value of my

investmeant.
» | understand that substantial management, adwisory, and brokerage fees will atlact the funds abiity to earn a profit.

« } understand thet there ara sdditiona! risks associaled with this nvestmant, and have been urged by my financial edvisor to read the

prospectus
» | have read and understend thae RiSK FACTORS portion of the offering document,

Client Signatura Joint Cliant Sigratue Date
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Continued

Bugi valopment

Client imgals Joint Clent Initials

« | understand that the curreni distribution yeeld, if any, 15 not guaranteed, and that this s not 2 “fixed ingome” product. Dividends and
distributions may be- reduced, paid out in stock instead of cash, or even ceased ehogether | can withstand such event gnd { am not relyng
on the mcome stream, if eny, 10 meet my cash needs for the foresseable future

s | understand that Business Davelopment Companies ivest in securities [both equity and debs) of private companies, as wall as thinly
rraded securities of publicly regisiered companies. The quasi-prvate nature of the securmias to be invasted in present certain chalienges,
neluding the lack of available information about these comganies

« | understand that neitner the fund nor its sponsor will control its portfolic companies Dua to the lack of kquidity tor its invB5UMEnts In non-
traded companies. ths fund manager may not be able to dispose of interasts in its portfoho companies as readily as they would like, or at
an appropriate valuation

» | undarstand that there s s nisk that the fund could fad to quakiy for pass through tax tresiment because of tha strict conditions thal must
be met i order to qualiy 23 & Business Developmem Company 1 the fund fails 10 qualify as a BDC, the amount avaiable to me from
distributions will be less than | would otherwise be entitled to

« The share redamption progeam offered by thus investment, f any, may be suspanded [ do not intand 1o yse the share redermption
program, if offered, and the suspension of & share redemplon program will not adversely affect my liquidity needs If an unexpected naed’
for cash shouid arisa, | have adequate means of prowiding for that need cutside of thus mwestment

» Mo more than 10% of my Liquid Net Worlh can ba mvested in these types of programs

« | understand that thars era additonal nisks associated with this investment, and have been urged by my financial advisor 10 read the

prospactus,
» | hava read and Lnderstand the AISK FACTORS portion of the offenng docurment.

Chiart Signature Jont Cliant Signatura Dute

10 Cliant Disclosure For Private Offerings ONLY, including those offered pursuant to Reguiation D {investors in SEC registered, public
offerings MUST NOT sign this part. Owner MUST initiat, sign, and date product purchasing)
Chant Iniials - Joint Chient nitials
For Privata Offenngs ONLY, ncluding those offered pursuant 1o Regulzuon D linvestors in SEC registerad, public offanngs MUST NOT sign
this part) | have read the prospsctus, and understand the risks. | f@al that this investment is suitabls for me | have rebed on the information
contaned in the private placemant memorandum, and only thet information, in determuining that this nvestment program s suitabis for ma
pesed on My nvestment objective, liquidity needs, risk tolerance, time honzon, and tax 3181us
Cleru Signatura Joint Chent Signaturo Data
" Financial Advisor Signature and Velidation (REQUIRED)
» 1 cortify that the client mests the product suitability requirenents
« My custormer(sl 1s/are well known 1o me, and | validate that the sigristurels on the atisched document is/are genuine }agree for mysel!
and My SUCCOSSOrS, BS5igns, heirs, execulors, and administiators 1o at all times indamnily and hold harmless LPL and alf LPL statf and thirge
> pary providers, actiy as authorized agents of LPL, from and against any and all ciawms, losses, lisbiities, taxes, darmages, actions, charges,
2‘ and expanses, including attornay fees, resulting from your compliance with his request. LPL reserves the nght to verify the suthenticity of
o any signatirg. y .
&
3 M v el — Sty MW nms  MNYe  fafoorH
g @%WW& Financial Amim/dama (prnt Rep ID Data 7
o
Rep 1D Doto

Joiont Financial isor Signotura {GpuOng) Joint Financial Advisor Name (print]
@,ﬁﬁ: 7 W,__ Jeffrey N Williams MNAC 01/18/2012
Rep ID Dste

Mermber FINRA/SIPC

1 ,ﬂm;‘mﬁu?{ne irequirad) Brench Manager Nama ipsiny
[
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Written Supervisory Procedures
Chapter 14: Investment Product Sales and Suitability

rrader also compares the rades (0 a report received directly from the rust
company, again checking that the clent was given a price break if eligible.

The Complisnce Surveillance group monitors compliznce with LPL
Financial UIT policies and procedures.

Part Vi Alternative Investmenis

LPL Financial Advisors are permiited 10 assist clients with the purchase of
only those alternstive investment products that have been approved by LPL
Financial, The term “alternative investment” includes limited partnerships,
unlisted Real Eswate Investment Trusis (REITS), limited liability companies,
hedge funds, manuged {utures, business trusts and other illiquid pass-through
mvestments, Advisors are prohibited from soliciting the purchase or sale of
privately placed or distributed alternative investments without the express
prior written approval of LPL Financial. Al other ransactons in alternative
investments are private securities ransactions that are expressly prohiblied
under FINRA Ruie 3040 and may be grounds for rermination for cause. In
addition, an advisor 15 strierly prohibited from acting as a purchaser’s
represemative in the sale of an aitemative investment for which the advisor

introduction

will be compensated by the issuer,
Responsibility  OSJ Muanager & Designated Principal

IBPM Imaging Queue, Product Sponsor Application, LPL Financial forms

Respurces
Frequency Praily
Action Review transuctions for suitability

LPL Financial  The Allernative Invesunent Operations department reviews all alternative
investment paperwork 1o derermine whether the rransaction falls within LPL
Financial guidelines. OS] managers are reguired w approve sll transactions
for financial advisors they supervise by signing the appropriate forms. The
Alternative Investment department witl forward all O8] manager
transactions and exceptions 1o the Supervision group for principal review
wnd approval. Supervision will route the runsaction to the assigned
Designated Principul for the OSJ manager.

Policy

The following charts below detail LPL Financial Alternative Investment
policies und investment guidelines,

Clients ynder 70 vears old

et Sbieciun (i st wrarif i 1o BIDAEDEIRETS WA B fetwarth showe Iy Asper Coseghnar
[ HWERTRe AT UljedTie L OSEE EUCI S R U FPSLE F-) V RETERERS $E O <O feapied a1 20%)
) lre e iy o s 1o Fudeie Heal ILLL\:? Lig, HtJ'T‘_s‘ 0l & Zag arad
Coita Pae i Erqijanient Lessirg
snacrme vty 0 i L5
0 I
20 i)
At 3% 15w
Ho mmare than S0 e mvy s az et cateqgory ol <lerte wath on 1o 3 1ORERT (ate wathe b ITARA Of Afiamet fiay hokt ot 25% 00 any cie satst catedary,
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Chents 78 years ol and above

! LiGusid net worth uip Ligu ot wiorth sbGve .
Seazhan o T10k Te 1485 R S et = {oap _
O 6 £ Fuble Raal Estate 5.Fjs, REITs, Cil& Gad andg
Equpreat Leasing

He 160% 1%

W Tk 53

10% 1%, Tt i
i 0% 15% 5% ]

calE Ry

AN bt It &) prorarns Lated 48 a bus e GOMYANY.

S v 85 42 whets arnorals abetintle i 25l whers if 291605 318 of
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W At

advanded agr e &6

T nte sUfeml Sade Hiwese udslingr whiers spilable
Advisors are required 1o maeke a full and fair disclosure of all material
facts pertuining 1o aliernative investments they solicit or sell. This may
include, among other things, disclosing that the alternztive investment
generally 15 iliiquid and the customer may not be able w liquidate or seli
the securities in the future, Advisors are slso reguired to verify, at the
ime of purchase, that the customer meets all suitability requirements
specifically provided in the prospectus or offering memoerandum for
such security {e.g., minimum annual income and net worth, state
regulutions, ete). As u reminder, LPL Finuanciu! considers liguid net
worth to include all assets that can be liquidated within thirty (30) days,
exclusive ol reat estate holdings. This includes, but is not limited to:
checking and savings sccounts, JRA and, all marketable securities,
commeodity accounts, cash, money market funds and precious metsls.
The liquid net worth reported on the new sccount form should include
the gssers being used 1o fund the LPL Finuncisl sccount but should
exclude any existing alternative investment holdmgs.

Suitability and
Reguired
Disclosures

Prospectus/Offering  LPL Financial procedures require that all sdvisors deliver 1o the client a

Memorandum copy of the prospectus or offering memorandurn for any alternative

Requirement investment product recommended or sold at the time of the
recommendation or sale. LPL Financial advisors should familarize
themselves with the contents of the fund prospectus/ofTering
memorandum prior 1o recommending a purchase 1o clients, LPL
Finuncial advisors are required to order prospectuses for their cliems
from LPL Financiul after completing the AI2 form. LPL Financial
advisors may not hold prospectuses for approved private placements in |
their office. The prospectus or offering memorandum delivery is i
documented on the appropriate Alternative Invesument Purchase form
for the product being soid or solicited.

The source of funds must be disclosed on each form. If it is determined
that the source of funds is derived from a prospectus product, then the
Reguest 1o Switch Investment (F27) form must be submitred with all
other documents. Also required ure the subscription documents, a check
made payable ro the invesiment sponsor or payment instructions, and all
other forms required by LPL Financial {e.g., a new account form).

Source of Funds

Alternative All alternative investment purchases by customers must receive prior
Investment review by, and approval of, LPL Financial Alternative Investment
Approval Process Department, For each proposed alternative investment ransaction, the
financisl advisor is reglired 1o deliver an alternative investment package !
3/15/2011 39




Alternative
investment
Approval Process

Alternafive
Investment
Exceptions
Requests

Destgnated
Principal £xception
Review Process for
Alternative
Iavestments and
Account Types
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10 the Alternative Investment Department. Aliernative invesiment
packages mugt contain the appropriate aliernative investment form
gecording to product.

All slternative investment purchases by customers must receive prior
review by, and approval of, LPL Financial Alernative Investment
Deparmment. For each propesed alternanve investment transaciion, the
financial advisor is required o deliver an alternative investment package
to the Alternative Investment Department. Alwernative investnent
packages must contain the appropriate altermative investment form
according 10 product.

Allexception requests must be presented to Complianee in writing. The
information provided ro Compliance should include: Client finuncial
information, beneficiaries, additional insurance policies, health of client,
and a compelling reason why client sheuld be allowed 1 exceed the
policy limits. Euch request 1s viewed on o case-by-cuse busis and muy
reguire additons! documentation. All requests for OSJ munagers are
routed to the Designated Principal and all requesis for financial advisors
are routed to the Surveillance group for review,

To be considered for an exception, the following information must be
provided in writing:
o lsthe client an accredited investor as defined by SEC
Regulation D?
«  What is the current health of the cliem?
»  How many benefciaries does the client have?
e Doesthe client have any Insurance policies {e.g. long term
care, life, erc.)?
v What s the client’s current 1ax bracket?
*  What s the breakdown of the client’s net worth?
+  What is the compelling reason as to why the client needs to
exceed our policy?

Advisors should include uny other information that will assistthe
Complivnce Department in the decision-making provess.

Please note: LPL Financial cannot make exceptions to prospectus
suitability requirements or the regulatory imposed limit of 16% of
net worth in public managed futures. It is aiso the advisor's
responsibility o review the prospectus for state-specific
requirements,

The following should be considered when reviewing for sn exception en
Trust accounts:
1. When reviewing a trust account it may be necessary 1o review
the rust documents,

2. lmrevoeable Trusts must use the wust’s financial information
only.
3. Ifthe trust is esteblished using a tax identification number, the

percentage guideline based on the Investment objective will be
institwed.
4. If the trust was established using a secial seeurity number, then
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the oidest client registered shoutd 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 financial information of the minor or ward should be used.
2. The percentage of the client's liquid net worth is based on the
SCCOUNT OWTIET'S agsers,

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

1. Read through Corporate Charter docurnens (if upplicable) or
uny other documents o determine if these types of investmenis
can be held in the account.

Use the entity's financial informarion.
The percentage must be based en the accounts investment
objective and financials.

(VSR 0o

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

1. Inmostcases It may be appropriate to use the spouse’s
information if the client lives in a community property siate.
However, if the client has a prenuptial agreement then they
may not be sble 10,

The following shouid be considered when reviewing for an exception on
Jolnt accounts;
2. LPL Finencial will consider the oldest account holder listed on
the gecount to delermine age suitability,

Designated Principals must tke the following steps to approve or reject
an alternative Investment transaction:

I. LoginwBPM
Click View
Click Inbox
This will open the “Viewer” box.
From the “Viewer” box, click on right arrow bution uniil you
reach the OS) signature page {usually page 3 of 4). Review
packet for compicteness and LPL Financial policy and place
nole on signature area listed “Branch Office Manager™.
6. To create the note:

a. Click top left wool Tubeled “annotate™, then click on
left wol labeled “T". Then click and drag open u
rectangular box to enter text. Awtomaticully a box will
DOP Up Lo enter text.

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

¢, Close outr “Viewer”, and save changes made to the
paperwork when prompied,

7. Go e “Forms” rab and click “Customer Requests Pull™ on right
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side of form. Also verify “Records Verification Box™ is
unchecked,

8§ Ifthe order should be rejected, note the mansaction in the gueue
for the resson the order is being rejected and click "Rejected”.
This will send the order back 1o the Alternative Investment
Operations department.

9. Click "Approved”. This will send the order back 10 the
Alternative Investment Operutions department.

L.PL Finunciul does not permit advisors to assist directly in the sale of an
wiernative investment for an LPL Financial retirernent aecount, unless
the elient is selling or redeeming back to the general parmer or if they ure
aceepting a tender offer. For all other zccounts, the advisor may provide
to ¢lients that wish to liquidate an alternative investument the name and
telephone number of the general partner of the alternatijve investment that
offers to redeem units Lo the terms of & prospectus, Any customer who
wishes to sell an aliernaiive investnent should be made fully aware that:

Alternative
Investment
Liguidations and
Redemptions

«  Allermnatve investment units usually selt at a very deep discount
to their initiad purchase price;

. e eo1pe v e e i avine 2!l fees charoe h

he customer is responsible for paying sil fees charged by the

merkel maker, issuer or general panter in relation to the
rransfer; and

»  The transfer process may ke longer than eight weeks to be
completed.

i

Addltionally advisors are prohibited from independently determining the
value of limited partmership units. An advisor who is preparing o
customer portfolio surnmary or statement that includes limited
parinerships must make sure that: (1) the summary or statement lists the
limited parinership units in o separate location fromy other securities, and
{2} the price assigned to the Himited partnership units is the duly verified
and documented price bid made for the security by an independem
secondary market maker, The Communications with the Public chapter
of this manual further explains the required disclosures on portfolio
sumrarics and slatemenis, Advisors are strictly prohibited from valuing
limited purmerships at cost basis or at 4 price determined by the general |
partner other than us provided by the prospectus. :

LPL Finuncial does not process secondary market sales and advisors are
not allowed in any way 1o help the ¢lient fucilizate the sale through a
secondary murkel muker or provide the clent with numes and phene
numbers of any secondury market makers.

LPL Financial requires that a1l third-purty investment or money managers
enguged by an sdvisor w provide services o his or her customers be
approved in writing by LPL Financial prior 1o use. Al advisors interested
in utllizing the services of a third-party investment or money manager not
currently on LPL Finuncied approved lst should provide the Aliernative
Invesirnent department with & written request for approval. This request
must include the name, address and telephone number of the third-party
adviser’s office, ss well as any other information about, or publications
371572011 42
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issued by, such advisor,

Advisors have a responsibility to review the services of any third party
investment manager they retin 1o provide investment management
services on behalf of the advisors’ customer accounts. Such oversight
responsibilities require the monitoring of alt orders and investment
positions Lo assure that euch customer account is being managed i a
munner 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 1o
defer capital gaing taxes on sold properties by Investing sale proceeds
into ¢ like-kind property of equal or greater value, This “exchange” of
oroperties provides @ deferral of taxes for the cllent and is commonly
referred 1o as a 1031 Exchange.

FINRA Notice 1o Members 03-71 reminds Member Firms of their
obligation to eswblish sufficient internal controls that are “reasonasbly
designed to verify that sales of Non-Conventional Investments {NICs) :
such as 1031 products, comply with ali applicable FINRA und SEC !
rules.™ FINRA Notice ro Member 05- 18 reminds Member Firms that
when offering 1031 ax-deferred exchanges of real property for tenants-
in-common {TIC) are securities and Member Firms and their associated
persons must camply with FINRA rules, including suitability, due
diligence, commission splitting with unregisiered individuals or firmns,
supervision, and recordkeeping.

Priviste Placermems such as 1031 Exchange products have restrictions on
solicitation and sales activity with regard 10 investor qualifications.
Generally, un LPL Financial advisor may not selicit any new clients for
which they wish to offer u 1031 exchange. Repulations require that
sdvisors know their client(s) prior o engaging in this type of &
transaction,

Private Placements such as 1031 Exchange products have restrictions on
general advertising, general solicitation, saley actvity, and investor
gualifications. Geperally, an LPL Finuncial advisor may not solicit any
cliznts for which they wish 1o offer a 1031 exchange unless the advisor
hhas a pre-existing relationship of at feast six months with the cliens.
Regulations require that advisors comply with “Knoew Your Cusiomer”
and suttability requirements prior to engaglng in this type of o
transuction.

In making u suitability dererminarion in connection with o
recommendation 10 & customer o purchase a Tennunt In Commaon (TIC)
interest, the Nnancia] advisor muost consider whether the feey and
expenses associated with TIC ransactions cutweigh the potentiul tax
benefits to the customer. FIC interests with high up-front fees und
expenses sl be reviewed closely o verify it s suitable for the invesior,
TIC ransaciions in seme cases may not provide complete tux-ree

TFINRA NTM03-71
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