
STATE OF NEW JERSEY
BUREAU OF SECUR]T]ES
153  Ha  Lsey  S t ree t
P .  O .  B o x  4 ? 0 2 9
Newark ,  New Je rsey  0  7101

IN THE MATTER OF:

Maxr"re l1 Baldwin Smith, I I I
( c R D  N O .  6 0 0 0 1 2 )

ADMTNI STRATTVE
CONSENT ORDER

Pursuan t  t o  the  au tho r i t y  g ran ted  to  the  Ch ie f  o t  t he  New

Jersey  Bureau  o f  Secu r i t i es  ( t he  . .Bu reau  Chre f , . )  by  the  Un i fo rm
S e c u r : : L t i e s  L a w  ( 1 9 9 ? ) ,  N . J . S . A .  4 g : 3  4 . 1  Z L  q q q -  ( t h e  . . s e c u r i t i e s

Law" ) ,  and  a f te r  i nves t i ga t i on  o f  t he  fac ts  i nvo l v ing  Ma)<we lL  B .
Smi th ,  I I I /  t he  Bureau  Ch ie f  anc l  Maxwe f l  B ,  Smi th ,  I I 1 /  t h rough

counse l  (Rober t  A .  Wet r /  J r . . ,  Esq .  o f  We i i  &  p laza ,  LLC)  r row  qes l re

to  reso .Lve  th i s  ma t te r  and  consen t  t o  the  fo rm and  en t r v  o f  f h i s

Admin i s t ra t i ve  Consen t  Orde r

So fe l y  f o r  t he  puLpose  o f  se t t l _ ing  th i s  p roceed ing  on l y ,  and
wr tnou t  Maxwe l l  B .  Smr th  I I I  ac im i t t rnq  o r  c teny ing  the  f i no lngs  sea
fo r th  be1ow,  the  Bureau  Ch ie f ,  makes  the  fo l f ow ing  f i nd ings  o f  f ac t
and  conc lus ions  o f  I aw :

FINDINGS OF FACT

1 .  M a x w e t f  B .  S m i t h ,  I I I  ( . . S m . i t h , , ) ,  C R D

i n  F a i r  H a v e n ,  N e w  J e r s e y ,  w a s  r e g t s t e r e d  w i t h

a g e n t  w i t h  v a r i o u s  f i r m s  f r . o m  J u l y  1 9 ? 4  t h r o u g h

#  6 a A A I 2 ,  r e s i d i n g

the  Bureau  as  an

A p r i l  2 0 0 9 .



2 .  Smi th  was  reg i s te red  w i th  the  Bureau

Can tone  Research  Inc .  ( "Can tone , , )  i n  T in ton  Fa f l s

2 6 3 1 4  f r o m  J a n u a r y  ? ,  2 0 0 5  u n t i L  A p r i l  3 ,  2 0 0 9 .

3 .  Fo r  more  than  seven teen  ( .1? )  yea rs ,  f rom November  . I 992

un t i l  Ap r i ]  2009 ,  Sml th  p romoted  and  so ld  wha t  pu rpo r ted  to  be  a  tax

exenp t  l n te res t  bea r ing  i nves tmen t / , ,Hea th  Care  F inanc ia l  pa rEnersh lp

D i rec t  Mun ic ipa l  l oan , ,  ( , .HCFP Loan , , ) ,  wh ich  r ras  an  un ieg . r sEereo

secu r i t y .

4 .  Sml th  so l i c i t ed  and  so fc l  t he  HCFP Loan  to  more  rnan  ren
(10 )  peop le  nho  i nves ted  a  to ta l  o f  app rox ima te ty  S10  m lL l i on  i n

HCFP Loans .

5 .  S m i t h  u s e d  h i s  t i t l e  o f  S e n i o r  V i c e

a t  va raous  b roke r  dea le rs  w i th  wh ich  he  was

con f idence  o f  p t :ospec t i ve  tnves to rs .  Ln

inves to rs  Sn i th  so f i c i t ed  and  so ld  the  HCFp

unsoph is t i ca ted  i nves to rs .  Mos t ,  i f  no t  a l l ,

o f  t he  b roke r  dea le rs  wh lch  emp loyed  Smi th .

6 .  Sml th  c rea ted  a  p rospec tus  tha t  con ta ined  fa l se

rep resenCa t tons  fo r  t he  HCFP Loan ,  wh ich  was  p rov ided  to  i nves to rs .

7 ,  Smr th  opened  a  pe rsona l  secu i i t i es  accoun t  a t  Mer r i _L f

Lynch ,  P le rce ,  Fenner  &  Smi th ,  I nc .  { , ,Mer r i f I  Lynch , , ) ,  Smi th

ins t ruc ted  i nves to rs  to  make  rne l r  rnves tmen t  checks  payab le  to
"Mer r i f l  Lynch  A /C  36641" ,  i n  o rde r  t o  pu rchase  the  HCFP Loan .

Inves to rs  wer .e  i ns t ruc ted  to  send  the i r  checks  to  . .Hea t th  Care

as  an  agen t  w i th

, Nen Jersey, CRD+

Pres iden t  and  pos i t i on

assoc ia ted  to  ga in  the

some lns tances ,  t he

Loan  to  r {e re  e lde  r1y ,

i nves to rs  ne re  c l i en ts



F lnanc ia f "  a t  331  Wes t  57 .h  S t ree t ,  Depar tmen t  pMB_451 ,  Ne l r  yo rk ,  Ny

10019 .  A t  t imes ,  Smi th  hand  r " r ro te  the  accounL  name and  number  on

the  check  a f te r  rece i v ing  the  check  f rom the  i nves to r .

8 .  The  Hea f th  Care  F inanc la l  add ress  was  ac tua lLy  a  Ma i l

Bo )<es ,  E l c .  s l o re .

9 .  By  i ns t ruc t i ng  i nves ro rs  to  make  the i r  checks  ou t  t o

Mer r i l l  Lynch ,  Smi th  m is lead  i nves to rs  by  l end ing  au lhen t l c t t y  o l

a  l a r .ge  i ns t l t u t i ona l  bank  to  the  HCFp  Loan .  Add i t i onaLLy ,  Smr th

sen t  ou t  f e t t e rs  to  i nves to rs  con f i rm ing  the i r  i nves tmen ts  on

f i c t i t i ous  Hea l th  Car :e  F inanc ia f  l e t t e rhead ,  wh ich  . i nc_Ludec l

fab r rca ted  d i rec t  I oan  i nves lmen t  numbers ,  i n te res t  rd res  ano

matu r i t y  da te  o f  t he  l oan .

10 .  I n  L ru th  and  fac t ,  t he  HCFP l , oan  d i c l  no t  e r< i sL  ano  was

f i c t i t i ous .  Ra the r ,  t he  en t i re  rnves ! .men ts  was  a  scheme t .  . l e f r : r r . r

wnere  1n  some rns tances  sn r th  pa id  ea r l y  i nves to rs  14aLr )  noney

co l l ec ted  f rom tha t  l nves to r . s  own  money  o r  i r om ne t ,  i nves r ,o rs .

11 .  Smi th  depos i ted  the  i nves to r  checks  i n to  h i s  pe rsona l

secu r l t res  accoun t  a t  Mer r i l l  Lynch ,  r rhe re  the  noney  \ ras  i nves ted

rn  money  na rKe t  secu r i t i es -  Sn i th  then  t rans fe r red  the  rnoney  ro

o the r  pe rsona l  accoun ts  fo r  t he  pu rpose  o f  m isapp ly ing  the  funds  fo r

h ts  pe rsona l  use  and  fo !  t h i ro  pa r ! . res .

L2 .  Smi th  used  the  i nves to r  money :  a )  t o  pay  i nves lo rs  the r r

oogus  l n te res t  paymen t  i n  an  e f fo r t  t o  con t i nue  to  dece ive  i nves to ts



rega rd rng  the  s ta tus  o f  t h - - i r  i nves tmen ts ;  and  b )  f o r  h i s  pe rsona l

use  and  fo r  t h j rd  pa r t i es .

13 .  Sml th  made  fa f se  anc l  m is lead ing  s ta temen ts  to  l nves to rs

rega rOrng  the  HCFP Loan ,  i nc lud ing  bu t  no t  l im i ted  to ,  t na r  rne :

a )  HCFP Loan  was  a  sa fe  secu r i t i es  j nvesLmen t ;

b) investment returns on the HCFp l,oan were exempt from

federa f  i ncome taxes ;  anc l

1 4 .

c )  HCFP Loan  had  a  gua ran teed  i n te res t  ra te ,  rang inc

f r o m  7 . 5 9  t o  9 . 0 9  p a r c t  s e m i _ a n n u a l t y .

Smi th  fa r l ed  to  d i sc lose  to  i nves to rs  tha t :

a )  ne  comming led  i nves to r  money  i n to  h i s  pe rsona l

accounLs ;

b )  he  used  i nves to r  mon ies  to  . . pay . ,  o the r  i nves to rs ;

a n d

c )  t h e  H C F P Loan  was  no t  reg i s te red , r i t h  t he  Bureau

CONCLUSIONS OF LAW

S N j I  . t J  . T ' I P L O ' I D  q  D F V 1  1 , ,  S ' H L I 4 |  ^ P
A P t  l F l . F  ^  r ^  ' ; ; - -' . ' - ' - - - ' . d ' 1 , | ' ' ' A - . ' '

N . J . S . A .  4 9 : 3  5 2 ( a )

15 .  Smi th  emp loyed  a  scheme to  de f r .aud  i nves to rs  by

the  conc luc t  desc r ibed  i n  the  p receo lng  pa rag raphs .

16 .  Smi th / s  schene  inc tuc leo ,  Du !  \ ras  no t  _L im i ted  to :

e n  g a g i  n g

f n



i ) )

c )

c rea t i ng ,  p romot ing  and  se l l i ng  a  f i c l _ j , t i o l r s

secu r r t y?  by  us ing  a  m ls lead ing  p rospec t l r s  and  a

fa l se  company  add ress  fo r  ove r  seven teen  (17 )  yea rs ;

con t i nu ing  Lo  m isLeac l  i nves to rs  rega rd ing  the i r

l nves tmen ts  by  i ns t ruc t i ng  i nves to rs  to  make  the i r

checks  ou t  t o  Mer r i l l  Lynch ;  ano

misapprop r ia t i ng  i nves to r  f unds  fo r  h i s  use  and

persona l  bene f i t .

i nves to r  i s  a

4 0 : j -  2 t d .  o y  S  l - 1  L p o n  e o . h

separa te  v io fa t i on .

I I

1B .  Smi th  d i rec t l y  and /o r  i nd i rec t l y ,  mac le  ma te r ia t l y  f a l se

and  m is lead inq  s ta temen ts  o r  om l t t ec {  ma te r ia l  f ac t s  to  i nves to rs  i n

connec t i on  w i th  the  o f fe r  and  sa le  o f  secu r i t i es .

19 ,  The  m is lead ing  s ta le f i r en rs ,  among  o the rs ,  we re  tha t  t he i

a )  HCFP Loan  was  a  sa fe  secu r i t i es  i nves tmen t , .

D )  rnves tmen t  re tu rns  on  the  HCFP Loan  were  exemp l  f rom

federa l  i ncome taxes ;  and

c )  HCFP Loan  had  a  gua ran teed  i n te res t  ra te ,  rang ing

f r o m  7 . 5 t  t o  9 . 0 t  p a i d  s e m i  a n n u a l l y .

S m i t h ' o r l e o  ! o  d  s  o s a  - o  t v - s . o r  I n d _ :

UADE MATERIALI, . l

MATERIAL EACTS IN
N .  r L  S .  A .  4 9 : 3 - 5 2  ( b )

2A



made

21.

Dy

b )  h e  u s e d  i n v e s t o r  m o n i e s  t o  . , p a y , ,  o j , h e r  i n v e s t o r s ;  a n d

c )  t h e  H C F P  L o a n  w a s  n o t  r e g i s t e r e d  w i t h  t h e  B u r e a u .

.  E a c h  o m i s s i o n  o r  r n a t e r i a l f y  f a f s e  o r  m i s l e a d i n g  s t a t e m e n t

S m i t h  i s  a  s e p a r a t e  v i o t a t i o n  o f  N . J . S . A .  4 9 : 3 _ 5 2 ( b )  .

h e  c o m m i n g f e d

a c c o u n t s ;

i nves to r  money i n t o  h i s  p e r s o n a f

] I I

S Y - T H  S O - D  L N P f u - S l  f p L D  t r  , p  i - t  L  - \

o L A r l o N  o "  N .  J . s . A .  l ; : ;  o O  
. -

HCFP Loan so ld  by  Smi th  i s  a  secur l ty ,  as  de f ined1 n e

i n  N . J . S . A .  4

t  J .  t n . � a

24. ' I ]r le

reg i s t ra t i on

s e c u r i t y .

I , he  Bureau .

not exempt from

federa l l y  cove red

9 : 3 - 4 9 ( m )  o f  t h e  S e c u r i t j e s  L a w .

HCFP Loan  was  no t  reg i s te red  w i th

HCFP T -oan  so fd  by  Smi tn  was

w i th  the  Bureau  no r  was  i t  a

25 .  The  HCFP Loan  o f fe red  fo r  sa le  and /o r  so .Ld  by  Smi th  was

r .equ i recL  to  be  reg i s te red  l r i t h  t he  Bureau .

26 .  The re fo re ,  each  o f fe r  and  sa fe  by  S rn i th  o f  t he

u n r e g i s t e r e d  s e c l r r i t y  i s  a  s e p a r a t e  v i o l a t i o n  o f  N . J . S . A .  4 9 : 3 _ 6 0 .

PUBLIC INTEREST

2 '1  .  I t  l s  i n  t he  pub l i c  i n te res t  t o

the  reg i s t ra t i on  requ i remen ts  p rov ided  by

N .  J .  S .  A .  4 9 : 3 - 5 6  ( c )  .

revoke the er{emptions lo

N . J . S . A . 4 9 : 3  5 6  ( b )  a n d



The  Bureau  Chre f  f i nds  tha t  t he  sanc t i ons  imposed  be low  a re  i n

the  pub f i c  i n te res t  f o r  t he  p ro tec t i on  o f  i nves to rs  and  cons i s ten t

r . r i t h  t he  po f i cy  and  pu rposes  i n tended  by  the  Secu r i t l es  Law.

r t  i s  on  th r "  l r+1  day  o f  November  2oo

ORDERSD that:

1 .  MaxweL l  B .  Smi th ,  I I I  sha l l  he reby  cease  and  c les i s t  f r o rn

fu tu re  v io la t i ons  o f  t he  Secu r i t i es  Law.

2 .  Maxwe l l  B .  Smi th ,  T I I  sha l l  make  nc  o f fe r  o r  sa le  o t

secu r i t i es  w l th in  the  scope  o f  t he  Secu r i t i es  Law.

3 .  Maxwe f l  B .  Smi th?  I I I  i s  ba r red  f rom be ing  d  pd rEr re r ,

con t ro l  pe rson?  o f f i ce r  o r  d i rec to r  o f  an  i ssue r ,  b roke r_deaLer  o r

i nves tmen t  adv i se r ,  o r  f rom occupy ing  a  s im i l a r  s ta tus  o t  pe r fo rmrng

a  s im l l a r  f unc t l on  o r  f rom d i rec t f y  o r  i nd i rec t l y  con t roL l i ng  o r

be inq  con t ro l f ed  by  an  i ssue r ,  b roke r -dea le t :  o r  i nves tmen t -  , r l v i  <c r

o r  f rom ac t i ng  as  a  b roke r -dea le r ,  agen t  o r  i nves tnen t  ac l v t se r  rn

Ne l r  Je rsey .  E ) . cep t  t ha t  Smi th  rnay  ob ta in  emp loymen t  w i th  an  i ssue r

in  a  pos i t i on  tha t  i s  no t  regu la led  by  the  Bureau  o r  a f fec t tng  i Ls

au tno r l  Ly .

4 .  Ma> iwe1 l  B .  Smi th ,  I IT  i s  c len ied  a I l  e r<empt ions  con ta ined

i n  N . J . S . A .  4 9 : 3 - 5 0  s u b s e c t i o n  ( a )  p a r a g r a p h  9 ,  1 0 ,  a n d  1 1  a n d

subsec t i on  (b )  .

5 .  The  exempt ions  to  the  reg i s t ra t i on  requ i remen ts  p rov lded

b y  N . J . S . A .  4 9 : 3 - 5 6 ( b ) ,  N . J . S . A .  4 9 : 3  5 6 ( c )  a n d  N . J . S . A .  4 9 : 3 _ 5 6 ( g )

are hereby revoked,



6 .  M a x w e l l  B .  S m i t h ,  I I I  i s  o r d e r e d  t o  p a y  9 1 , 8 4 t , 8 2 3 . 4 9  i n

r e s t i t u t i o n  p u r s u a n t  t o  N . J . s . A .  4 9 t 3 , 6 9 ( a )  1 2 ) .

7 .  Maxwe l l  B .  Sn i th ,  I I I  sha t t  f u t t y  and  p ronp t l y  co l rpe rd re

w i th  Lhe  A t to rney  GeneraL  and  any  pe rsonne l  ! . r i t h in  the  Depar tmen t

o f  Lav i  and  Pub l i c  Sa fe ty  regd ro rng ,  among  ocner  rh ings ,  h l s

ac t i v i t i es  i n  so l i c i t i ng ,  o f fe r i ng  and  se l l i ng  the  HCFp  Loan

secu r i t i es ,  and /o r  any  o the r  i nves t i ga t i ons  and /o r  p roceed ings

b r o u g n t  p u r s u a n t  t o  N . J . S . A .  4 9 : 3 - 4 7  e t  9 9 9 .

3 .  Maxv . /e l l  B .  Sn i th ,  I I I , s  f u l t  and  p rompt  coopera t i on  sha l l

i nc lude ,  bu t  i s  no t  t im i ted  to ,  i n te rv ie , , r s  by  the  Depar tmen t  o f  Law

and  Pub l i c  Sa fe ty  pe rsonne l ,  Les t i f y j ng ,  depos iL ions ,  p roduc t l on  o f

documen ts  and  any  o the ta  reasonab le  reques ts .

9 .  T h e  B u r e a u  C h i e f  h a s  r e l i e d  o n  M a x w e l l  B .  S m i i : h ,  I I I , s

rep resen ta t l on  tha t  he  w111  vo fun ta r i f y  and  comp le te l y  co . j pe ra te

ri lEn lhe Bureau ancl any other departments withln the Department of

PubL ic  Law and  Sa fe ty .  I f  t he  Bureau  Ch ie f  de te rm ines  tha t  Maxwe l l

B .  S rn i t h ,  l I I  has  fu t f r f l ed  h i s  coopera t i on  obL iga t i ons ,  t hen  the

Bur :eau  Ch ie f  o r  h i s  des ignee  may  i n fo rm o the r  app rop r ra te  ta \d

en fo rcemen t  au tho r i t i es  rn  wr i t i ng  o f  such  coopera t i on .  I f  t he

Bureau  Ch ie f  de te rm ines  tha t  Maxwe lL  B .  Smi th /  I I l  has  no t  f u l f l l l ed

h i s  coopera t i on  ob l i ga t rons ,  t hen  the  Bureau  Ch ie f  may ,  up i J r  seven

(7 )  bus iness  days  wr i t t en  no t i ce  to  MaxweL .L  B .  Smi th ,  I I I  (wh ich

no t i ce  sha l l  cons t i t u te  good  and  su f f l c i en t  no t i ce  by  ove tn igh t  ma i f

l o  Rober t  A .  We i r ,  J r : . ,  Esq . ) ,  vaca te  th i s  Admin i s t ra t i ve  Consen t



Order : .  The  Bureau  Ch ie f  may  tnen  pu rsue  any  and  a l l  r emed ies  aga ins t

Maxwe l l  B .  Sn i th ,  I I I ,  i nc tuc i i ng ,  bu t  no t  t im i red  to ,  f i t r ng  a

Ver i f i ed  Conp la in t  and  seek ing  an  asse t  f reeze  o r  l he  appo in tmen t

o f  a  Rece ive r .  Maxwe t l  B .  Smi th ,  I I I  sha l f  be  p rec luded  f rom

asser t l ng  any  t . lme  de fenses .

FINAI .'UDGMENT

1 0 .  I t  i s  f u r t h e r  a g r e e d  t h a t  p u r s u a n t  t o  N . J . A . C .  t : 1 _ 1 9 . 1 ( d )

tha t  t h i s  Admin i s t ra t i ve  Consen t  Orde r  sha l f  be  deemed  the  i i na l

c iec i s ion  as  to  Maxwe l f  B .  Smi th ,  I I I .  As  such ,  f i na l  l uognen !  l - n

f h e  a m o u n f  o f  s l , B 4 i , 8 2 3 . 4 9  i s  e n t e r e d  a g a i n s t  M a ) . w e l 1  B .  s m r t h ,

I I I ,  r e p r e s e n t i n g  h t s  r e s t i t u t i o n  o b l i g a t i o n  p u r s u a n t  t o  N . J . S . A .

4 9 . 3 - 5 9  ( a )  1 2 )  .

ceneral provisiolts

11 .  To  the  ex ten t  t ha t  res t i t u t i on  i s  pa id ,  i n  ! . r hc le  o r  i n

pa r l ,  pu rsuan t  t o  o rde rs  en te red  i n  The  S ta te  o f  New Je rseV  v .

M a x n e f l  B .  S m i t h ,  I I I /  D o c k e t  N o :  S - 2 0 0 9 - 1 0 2 8 j 2 _ I 4 I 2 ,  o r  U n i t e d

l f l ,  Docke t  No .  09 -4057 ,  t hen

Maxwe l f  B .  Smi th ,  IT

res t i t u t i on  ob f i ga t i on

12 .  No  emp loyee

Bureau  o r  t he  S ta te  o f

o r  rep resen ta t i on  to

Admin i s t ra t i ve  Consen t

I  s h a l L  b e  e n t i t l e d  t o  c r e d i t  t o N a i d  h i s

l o  t h e  B u r e a u  l n  e q u a f  a m o u n E .

o ,  o f T -  i d l  o t ,  o r  p e r s o n  l a p L o . 6 r  j n g ,  L h -

N o ! '  J - r s e v  n o s  / r a d -  d r ,  d o c l  .  i o r  p r o n : s a

- 5 e  Y a y w a l _  B .  S n j  h ,  t t I  r e g o t o : r g  . n : s

O r d e r .



13 .  No th ing  i n  t h i s  Admin i s t ra t i ve  Consen t  Orde r  sha l l  i n  any

manner  be  cons t rued  to  I l n i t  o r  a f fec t  1 ,he  r i gh ts  o f  any  pe rsons  who

may  have  a  cLa im aga ins t  de fendan l  Maxwe l l  B .  Smi th ,  111 .  The

amount of any such claim may be r:educed by any amounts palo ro such

persons  f rom o the r  sou rces ,  i nc lud ing  any  res t i t u t i on  pa io  pu rsuan t

to  th i s  Admln i s t ra t i ve  Consen t  o rde r .

14 .  Maxwe l f  B .  Sml th ,  IT I ,  by  h i s  s igna tu re  t j e low ,  i n

cons ide ra t i on  o f  h i s  des i re  to  reso fve  the  i ssues  he re in  and  hav ing

fu ]1  oppor tun iLy  to  consu l t  w i th  counse l /  he reby  consenrs  ro  cne

iu r i sd i c t i on  o f  t he  BureaD and  vo lun ta r i l y  \ ra l ves  any  r l gn r  Eo

asse r t  any  de fenses ,  o r  t o  ra i se  any  cha l fenge  tha t  he  o the r \4 i se  may

nave  had  to  th i s  Ad rn in i sL ia t i ve  Consen t  Orc le r .

The  unders igned  has  read  th i s  Consen t  Orde r ,  has
r . i gh t  t o  rev iew  i t  w i th  counse l  be fo re  s ign rng
and  ag rees  to  be  bound  by  i t s  Ee rms .

Consen t  t o  the  Fo rm

Smit I I I

1 0

been  adv i sed  o f  h i s
i t ,  unde r : sLands  i t ,

"^'"'' t'lolol

1,1,,

B .  M i n o r
,  New Je rsey  Bureau  o f  Secu r i t i es

and  En t ry  o f  t h i s  Orde r :

Wei L-q Pfaza, LIC
A9 fo r4Fy  r fo r  Maxwe t t  B .

Rober t  A . 1 r ,  , J L r  E S D a t e d :  i 1


