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This brochure provides information about the qualifications and business practices of HDS Capital
Management, Inc. (hereinafter “HDS Capital” or “firm” or “we”). If you have any questions about
the contents of this brochure, please contact us at (301) 652-2535 or at hstern60@hotmail.com. The
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Additional information about HDS Capital is available on the SEC’s website at
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number. The CRD number for HDS Capital is 107424.

Registration with the state regulatory authorities does not imply any level of skill or training.
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Item 2. Summary of Material Changes

This Firm Brochure, dated 03/28/2012, provides you with a summary of HDS Capital’s
advisory services and fees, professionals, certain business practices and policies, as well
as actual or potential conflicts of interest, among other things. This Item is used to
provide our clients with a summary of new and/or updated information; we will inform of
the revision(s) based on the nature of the information as follows.

1. Annual Update: We are required to update certain information at least annually, within
90 days of our firm’s fiscal year end (FYE) of October 31. We will provide you with
either a summary of the revised information with an offer to deliver the full revised
Brochure within 120 days of our FYE or we will provide you with our revised
Brochure that will include a summary of those changes in this ltem.

2. Material Changes: Should a material change in our operations occur, depending on its
nature we will promptly communicate this change to clients (and it will be
summarized in this Item). "Material changes" requiring prompt notification will
include changes of ownership or control; location; disciplinary proceedings;
significant changes to our advisory services or advisory affiliates — any information
that is critical to a client’s full understanding of who we are, how to find us, and how
we do business.

The following summarizes new or revised disclosures based on information previously
provided in our Firm Brochure dated 02/03/2012:

1. The SEC adopted new rules and rule amendments under the Investment Advisers Act
of 1940 to implement provisions of the Dodd-Frank Wall Street Reform and
Consumer Protection Act. As a result, HDS Capital is no longer eligible for SEC
registration. We are in the process of switching from federal to state oversight, and
the transition must be complete by June 28, 2012. Once the transition is complete,
HDS Capital’s investment advisory business will be regulated by the State of
Maryland.



ltem 3. Table of Contents

ltem

RROwoOo~NoO~WNE

o

PR R R R
©Woo Nk W

Section

Cover Page

Material Changes

Table of Contents

Advisory Business

Fees and Compensation

Performance-Based Fees and Side-by-Side Management
Types of Clients

Methods of Analysis, Investment Strategies and Risk of Loss
Disciplinary Information

Other Financial Industry Activities and Affiliations

Code of Ethics, Participation or Interest in Client Transactions and Personal
Trading

Brokerage Practices

Review of Accounts

Client Referrals and Other Compensation

Custody

Investment Discretion

Voting Client Securities

Financial Information

Requirements for State-Registered Advisers

Page
Number

OO OOUTE, WNPEF

11
11
11
12
12
12



Item 4. Advisory Business

HDS Capital is a fee-based state-registered investment adviser with its principal place of
business located in Bethesda, Maryland. We have been in business since 1999 with
Henry Dwight Stern as the sole direct owner, President and Chief Compliance Officer.

Discretionary assets under our firm’s management were $34,338,004 as of October 31,
2011.

Non-discretionary assets under our firm’s management were $9,075,009 as of October
31, 2011.

Portfolio Management Services

HDS Capital is in the business of managing individually tailored investment portfolios.
Our firm provides continuous advice to a client regarding the investment of client funds
based on the individual needs of the client. Through personal discussions in which goals
and objectives based on a client's particular circumstances are established, we develop a
client's personal investment policy and create and manage a portfolio based on that
policy. During our data-gathering process, we determine the client’s individual
objectives, time horizons, risk tolerance, and liquidity needs. We may also review and
discuss a client’s prior investment history, as well as family composition and background.

We will manage advisory accounts on a discretionary and non-discretionary basis. For
discretionary accounts, we will implement transactions without seeking prior client
consent. For non-discretionary accounts, we will seek prior client consent for every
contemplated transaction. Therefore, clients with non-discretionary accounts should
understand that any delay in obtaining consent may result in less favorable transaction
terms, including higher security price and/or higher commissions and/or limited
availability of the securities sought.

Account supervision is guided by the stated objectives of the client (i.e., maximum
capital appreciation, growth, income, or growth and income), as well as tax
considerations.  Clients may impose reasonable restrictions on investing in certain
securities, types of securities, or industry sectors.

Services in General

Our investment recommendations are not limited to any specific product or service
offered by a broker dealer or insurance company and will primarily include advice
regarding exchange-listed securities, exchange traded funds (ETFs), “no-load” or “load-
waived” mutual funds and corporate debt securities. Occasionally, we may also
recommend investments in warrants, commercial paper, certificates of deposit, municipal
securities, securities of foreign issuers, and United States governmental securities.



We tailor all of our portfolio management recommendations to the individual needs of
each client. All such recommendations are tailored based on information gathered
through client questionnaires, telephone and in-person discussions.

Item 5. Fees and Compensation

For our Portfolio Management services, we charge an annual fee based on a percentage
of assets under our management, in accordance with the following schedule:

Assets Under Management ($) Annual Fee (%)
$0 to $3,000,000 1.00%
$3,000,001 to $5,000,000 0.75%

Above $5,000,000 Negotiable

Portfolio management fees are payable by check, or directly debited, in arrears, at the end
of each quarter, based upon the net value of the assets in the client account on the last
business day of that quarter.

Fees in General

Fees and account minimums for all services are negotiable based upon certain criteria
(i.e. anticipated future earning capacity, anticipated future additional assets, dollar
amount of assets to be managed, related accounts, account composition, negotiations with
client, etc.). Discounts, not generally available to our advisory clients, may be offered to
family members and friends.

Clients may make additions to the account(s) at any time. Additional assets received into the
account(s) after it is opened shall be charged a pro rata fee based upon the number of days
remaining in the quarter. Clients may withdraw account assets upon notice to the Adviser,
subject to the usual and customary securities settlement procedures. No fee adjustments shall
be made for partial withdrawals or for account appreciation or depreciation within a billing
period. A pro rata refund of fees charged shall be made if the account(s) is closed within a
billing period. Our firm will impose no start-up, closing or penalty fees in connection with
the account(s).

We may group certain related client accounts for the purposes of determining the account
size and/or annualized fee.

Certain legacy client agreements may be governed by fee schedules different from those
listed above.

Under no circumstances will we earn fees in excess of $500 more than six months in
advance of services rendered.



Account Termination

Clients will have a period of five (5) business days from the date of signing the
agreement to unconditionally rescind the agreement and receive a full refund of all fees.
Thereafter, the client may terminate the agreement by providing us a written notice at our
principal place of business. Upon termination of any account, any prepaid, unearned fees
will be promptly refunded, and any earned, unpaid fees will be due and payable.

Mutual Fund and ETF Fees and Expenses: All fees paid to our firm for investment
advisory services are separate and distinct from the fees and expenses charged by mutual
funds and ETFs to their shareholders. These fees and expenses are described in each
fund's prospectus. These fees will generally include a management fee, other fund
expenses, and a possible distribution fee. A client could invest in a mutual fund or and
ETF directly, without the services of our firm. In that case, the client would not receive
the services provided by us which are designed, among other things, to assist the client in
determining which mutual fund or funds or ETFs are most appropriate to each client's
financial condition and objectives. Accordingly, the client should review both the fees
charged by the funds and ETFs and the fees charged by us to fully understand the total
amount of fees to be paid by the client and to thereby evaluate the advisory services being
provided.

Brokerage and Custodian Fees

In addition to advisory fees paid to our firm, clients will also be responsible for all
transaction, brokerage, and custodian fees incurred as part of their account management.
Please see Item 12 of this Brochure for important disclosures regarding our brokerage
practices.

Item 6. Performance-Based Fees and Side-By-Side Management

We do not charge any fees based on a share of capital gains on or capital appreciation of
the assets of a client.

Item 7. Types of Clients

Our firm generally provides advisory services to individuals, pension and profit sharing
plans, trusts, estates, and charitable organizations.

We do not currently impose any minimum account size for Portfolio Management
services.

Item 8. Methods of Analysis, Investment Strategies and Risk of Loss

Our firm employs the following types of analysis to formulate client recommendations:



Fundamental Analysis: Fundamental analysis of a business involves analyzing its
income statement, financial statements and health, its management and competitive
advantages, and its competitors and markets. Fundamental analysis school of thought
maintains that markets may mis-price a security in the short run but that the "correct”
price will eventually be reached. Profits can be made by trading the mis-priced security
and then waiting for the market to recognize its "mistake” and re-price the security.
However, fundamental analysis does not attempt to anticipate market movements. This
presents a potential risk, as the price of a security can move up or down along with the
overall market regardless of the economic and financial factors considered in evaluating
the stock. Therefore, unforeseen market conditions and/or company developments may
result in significant price fluctuations that can lead to investor losses.

Mutual fund and/or ETF analysis: We look at the experience and track record of the
manager of the mutual fund or ETF in an attempt to determine if that manager has
demonstrated an ability to invest over a period of time and in different economic
conditions. We also look at the underlying assets in a mutual fund or ETF in an attempt
to determine if there is significant overlap in the underlying investments held in other
funds in the client’s portfolio. We also monitor the funds or ETFs in an attempt to
determine if they are continuing to follow their stated investment strategy.

A risk of mutual fund and/or ETF analysis is that, as in all securities investments, past
performance does not guarantee future results. A manager who has been successful may
not be able to replicate that success in the future. In addition, as we do not control the
underlying investments in a fund or ETF, managers of different funds held by the client
may purchase the same security, increasing the risk to the client if that security were to
fall in value. There is also a risk that a manager may deviate from the stated investment
mandate or strategy of the fund or ETF, which could make the fund or ETF less suitable
of the client’s portfolio.

Risks for all forms of analysis: Our securities analysis method relies on the assumption
that the companies whose securities we purchase and sell, the rating agencies that review
these securities, and other publicly-available sources of information about these
securities, are providing accurate and unbiased data. While we are alert to indications
that data may be incorrect, there is always a risk that our analysis may be compromised
by inaccurate or misleading information.

Investing in securities involves risk of loss that clients should be prepared to bear.
Securities investments are not guaranteed and involve a risk of loss of both income and
principal. We ask that you work with us to help us understand your tolerance for risk.

Our firm employs the following investment strategies to implement investment advice
given to clients:

Long-term purchases: We mostly purchase securities with the idea of holding them in the
clients account for a year or longer. We may do this because we believe the securities to
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be currently undervalued. We may do this because we want exposure to a particular asset
class over time, regardless of the current projection for this class.

A risk in a long-term purchase strategy is that, by holding the security for this length of
time, we may not take advantages of short-term gains that could be profitable to a client.
Moreover, if our predictions are incorrect, a security may decline sharply in value before
we make the decision to sell.

Short-term purchases: At times, we may also purchase securities with the idea of selling
them within a relatively short time (typically a year or less). We do this in an attempt to
take advantage of conditions that we believe will soon result in a price swing in the
securities we purchase.

A risk in a short-term purchase strategy is that, should the anticipated price swing not
materialize, we are left with the option of having a long-term investment in a security that
was designed to be a short-term purchase, or potentially taking a loss. In addition, this
strategy involves more frequent trading than does a longer-term strategy, and will result
in increased brokerage and other transaction-related costs, as well as less favorable tax
treatment of short-term capital gains.

Margin transactions: At times, we will purchase stocks for your portfolio with money
borrowed from your brokerage account. This allows you to purchase more stock than
you would be able to with your available cash, and allows us to purchase stock without
selling other holdings.

A risk in margin trading is that, in volatile markets, securities prices can fall very quickly.
If the value of the securities in your account minus what you owe the broker falls below a
certain level, the broker will issue a “margin call”, and you will be required to sell your
position in the security purchased on margin or add more cash to the account. In some
circumstances, you may lose more money than you originally invested.

Clients should understand that investing in any securities, including mutual funds
and ETFs, involves a risk of loss of both income and principal.

Item 9. Disciplinary Information
Our firm has no reportable disciplinary events to disclose.
Item 10. Other Financial Industry Activities and Affiliations

Neither our firm nor our employees engage in any other financial industry activities or
have any other financial industry affiliations.

Item 11. Code of Ethics, Participation in Client Transactions and Personal
Trading



Code of Ethics Disclosure

Our firm has adopted a Code of Ethics which sets forth high ethical standards of business
conduct that we require of our employees, including compliance with applicable federal
securities laws. Our Code of Ethics includes policies and procedures for the review of
quarterly securities transactions reports as well as initial and annual securities holdings
reports that must be submitted by the firm’s access persons. Among other things, our
Code of Ethics also requires the prior approval of any acquisition of securities in a
limited offering (e.g., private placement) or an initial public offering. Our code provides
for oversight, enforcement and recordkeeping provisions. A copy of our Code of Ethics
is available to our advisory clients and prospective clients upon request to Henry Stern,
President and Chief Compliance Officer, at the firm’s principal office address.

Our firm or individuals associated with our firm may buy or sell securities identical to
those recommended to or purchased for customers for their personal accounts. In
addition, any related person(s) may have an interest or position in a certain security(ies)
which may also be recommended to a client. This practice results in a potential conflict
of interest, as we may have an incentive to manipulate the timing of such purchases to
obtain a better price or more favorable allocation in rare cases of limited availability.

To mitigate these potential conflicts of interest and ensure the fulfillment of our fiduciary
responsibilities, we have established the following restrictions:

1. No principal or employee of our firm may buy or sell securities for their personal
portfolio(s) where their decision is substantially derived, in whole or in part, by
reason of his or her employment unless the information is also available to the
investing public on reasonable inquiry. No principal or employee of our firm may
prefer his or her own interest to that of the advisory client.

2. It is the expressed policy of our firm that no person employed by us may purchase
or sell any security prior to a transaction(s) being implemented for an advisory
account, and therefore, preventing such employees from benefiting from
transactions placed on behalf of advisory accounts.

3. We do not aggregate employee trades with client trades.

4. We maintain a list of all securities holdings for our firm and anyone associated
with this advisory practice with access to advisory recommendations.

5. We emphasize the unrestricted right of the client to decline to implement any
advice rendered, except in situations where our firm is granted discretionary
authority.

6. All of our principals and employees must act in accordance with all applicable
Federal and State regulations governing registered investment advisory practices.



7. Any individual not in observance of the above may be subject to disciplinary
action or termination.

Item 12. Brokerage Practices

We do not have any formal or informal soft-dollar arrangements and do not receive any
soft-dollar benefits.

We do not request or accept the discretionary authority to determine the broker dealer to
be used for client accounts. Clients must direct us as to the broker dealer to be used for
all client securities transactions. In directing the use of a particular broker or dealer, it
should be understood that we will not have authority to negotiate commissions among
various brokers, and best execution may not be achieved, resulting in higher transaction
costs for clients. Not all advisers require their clients to direct brokerage.

Our firm participates in the Schwab Institutional (SI) services program offered to
independent investment advisers by Charles Schwab & Company, Inc. (“Schwab”), an
unaffiliated FINRA-registered broker dealer. Clients in need of brokerage and custodial
services will have Schwab recommended to them. As part of the SI program, our firm
receives benefits which are typically not available to Schwab retail investors.. These
benefits include: receipt of duplicate client confirmations and bundled duplicate
statements; access to a trading desk serving Sl participants exclusively; access to block
trading which provides the ability to aggregate securities transactions and then allocate
the appropriate shares to client accounts; ability to have investment advisory fees
deducted directly from client account; access, for a fee, to an electronic communication
network for client order entry and account information; receipt of compliance
publications; and access to mutual funds which generally require significantly higher
minimum initial investments or are generally available only to institutional investors. The
benefits received through participation in the SI program may or may not depend upon
the amount of transactions directed to, or amount of assets custodied by, Schwab.

Schwab may also make available, arrange and/or pay third-party vendors for the types of
services rendered to our firm. Schwab may discount or waive fees it would otherwise
charge for some of these services or pay all or a part of the fees of a third-party providing
these services to our firm. Schwab may also provide other benefits such as educational
events or occasional business entertainment of our personnel. As such, our firm receives
a benefit because we may not have to pay for certain research, products or services.
Accordingly, we may have an incentive to select or recommend a broker-dealer based on
our interests in receiving research, products or other services, rather than on our clients’
interests in receiving most favorable execution. In evaluating whether to recommend or
require that clients custody their assets at Schwab, we may take into account the
availability of some of the foregoing products, services, benefits and other arrangements
as part of the total mix of factors we consider and not solely on the nature, cost or quality
of custody and brokerage services provided by Schwab, which may create a potential
conflict of interest.

10



Nonetheless, we have reviewed the services of Schwab and recommend the services
based on a number of factors. These factors include the professional services offered,
commission rates, and the custodial platform provided to clients. We will, however,
periodically review and compare the services offered and fees charged by Schwab with
the services offered and fees charged by other broker-dealers.

Should we decide to use another broker dealer to execute a client trade due to better
availability, liquidity, or pricing, Schwab will charge an additional trade-away fee for
each such trade. Therefore, we will only use this trade-away ability in situations with
compelling financial reasons.

Directed Brokerage

If a client, when undertaking an advisory relationship with our firm, already has a pre-
established relationship with a broker and instructs us to execute all transactions through
that broker, it should be understood that under those circumstances, we will not have the
authority to negotiate commissions, obtain volume discounts and best execution may not
be achieved. In addition, under these circumstances a disparity in commission charges
may exist between the commissions charged to other clients since our firm may not be
able to aggregate orders to reduce transaction costs or the client may receive less
favorable prices.

We reserve the right to decline acceptance of any client account for which the client
directs the use of a broker if we believe that this choice would hinder its fiduciary duty to
the client and/or its ability to service the account.

Trade Aggregation

As a matter of policy and practice, our firm does not generally block client trades and,
therefore, implements client transactions separately for each account. Due to this
practice, certain client trades may be executed before others, at a different price and/or
commission rate. Additionally, our clients may not receive volume discounts available to
advisers to block client trades.

ltem 13. Review of Accounts

Henry Stern, President and Chief Compliance Officer, will continuously monitor the
underlying securities in client accounts and perform at least monthly reviews of account
holdings for all clients. Accounts are reviewed for consistency with client investment
strategy, asset allocation, risk tolerance and performance relative to the appropriate
benchmark. More frequent reviews may be triggered by changes in an account holder’s
personal, tax or financial status. Geopolitical and macroeconomic specific events may
also trigger reviews. We will periodically, and at least annually, meet with each client,
either by a telephone conference or in person.

In addition to the monthly statements and confirmations of transactions that clients
receive from their broker dealer, our firm will provide semi-annual unrealized gain/loss
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statement of holdings and/or performance reports. More frequent reports may be
delivered upon client request.

Item 14. Client Referrals and Other Compensation

Other than that already described in this Brochure, our firm does not receive any
additional compensation from third parties for providing investment advice to its clients
and does not compensate anyone for client referrals.

Item 15. Custody

Custody is defined as any legal or actual ability by our firm to access client funds or
securities. Since all client funds and securities are maintained with a qualified custodian,
we don’t take physical possession of client assets. However, because we directly debit
client fees from their custodial accounts, our firm is deemed to have constructive custody
of client funds. We urge all of our management clients to carefully review and compare
their reviews of account holdings and/or performance results received from us to those
they receive from their custodian. Should you notice any discrepancies, please notify us
and/or your custodian as soon as possible.

Item 16. Investment Discretion

For clients granting us discretionary authority to determine which securities and the
amounts of securities that are to be bought or sold for their account(s), we request that
such authority be granted in writing, typically in the executed investment management
agreement.

Should the client wish to impose reasonable limitations on this discretionary authority,
such limitations shall be included in this written authority statement. Clients may
change/amend these limitations as desired. Such amendments must be submitted to us by
the client in writing.

Item 17. Voting Client Securities

Advisory clients may elect to delegate their proxy voting authority to us. Alternatively,
clients may, at their election, choose to receive proxies related to their own accounts, in
which case we may consult with clients as requested. (With respect to ERISA accounts,
we will vote proxies unless the plan documents specifically reserve the plan sponsor’s
right to vote proxies.) To direct us to vote a proxy in a particular manner, clients should
contact Henry Stern by telephone, electronic mail, or in writing.

When we have discretion to vote proxies for our clients, we will vote those proxies in the
best interests of its clients and in accordance our established policies and procedures.
Our firm will retain all proxy voting books and records for the requisite period of time,
including a copy of each proxy statement received, a record of each vote cast, a copy of
any document created by us that was material to making a decision how to vote proxies,
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and a copy of each written client request for information on how the adviser voted
proxies. If our firm has a conflict of interest in voting a particular action, we will notify
the client of the conflict and retain an independent third-party to cast a vote.

Clients may obtain a copy of our complete proxy voting policies and procedures by
contacting Henry Stern directly. Clients may request, in writing, information on how
proxies for his/her shares were voted. If any client requests a copy of our complete proxy
policies and procedures or how we voted proxies for his/her account(s), we will promptly
provide such information to the client.

We will neither advise nor act on behalf of the client in legal proceedings involving
companies whose securities are held in the client’s account(s), including, but not limited
to, the filing of “Proofs of Claim” in class action settlements. If desired, clients may
direct us to transmit copies of class action notices to the client or a third party. Upon such
direction, we will make commercially reasonable efforts to forward such notices in a
timely manner.

ltem 18. Financial Information

Under no circumstances will we earn fees in excess of $500 more than six months in
advance of services rendered.

Item 19 Requirements for State-Registered Advisers

The following individuals are the principal executive officers and management persons of
HDS Capital:

e Henry D. Stern, President & Chief Compliance Officer

Information regarding the formal education and business background for this individual
is provided in their respective Brochure Supplement.

HDS Capital is not engaged in any business activity other than giving investment advice.

Neither HDS Capital nor our supervised persons are compensated for advisory services
with performance-based fees.

We are required to disclose all material facts regarding certain legal or disciplinary events
pertaining to arbitration awards or other civil, regulatory or administrative proceedings in
which our firm or management personnel were found liable or against whom an award
was granted. Our firm and our management personnel have no reportable disciplinary
events to disclose.

Neither HDS Capital nor our management personnel have a relationship or arrangement
with any issuer of securities.
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Part 2B of Form ADV: Brochure Supplement

Henry Dwight Stern
4808 Moorland Lane
Suite 105
Bethesda, MD 20814

Telephone: (301) 652-2535

HDS Capital Management, Inc.
4808 Moorland Lane
Suite 105
Bethesda, MD 20814

Telephone: (301) 652-2535

03/16/2012

This brochure supplement provides information about Henry Stern that
supplements the HDS Capital Management, Inc. brochure. You should have
received a copy of that brochure. Please contact Henry Stern if you did not receive
our brochure or if you have any questions about the contents of this supplement.
Additional information about Henry Stern is available on the SEC’s website at
www.adviserinfo.sec.gov. You can search this site by a unique identifying number,
known as a CRD number. The CRD number for Henry Stern is 1231833.

15


http://www.adviserinfo.sec.gov/

Item 2. Educational Background and Business Experience

Henry Dwight Stern, Sole Owner, President, Chief Compliance Officer

Year of Birth: 1951
Education:
Mr. Stern graduated from George Washington University with a BBA in Finance in 1980.

Business Background:

President, Chief Compliance Officer, HDS Capital Management, Inc. from 11/1999 to
present

Senior Vice President, Portfolio Manager, Wellington Capital Management, Inc. from
09/1997 to 11/1999

Investment Executive, Ferris Baker Watts, Inc. from 11/1983 to 09/1997
Item 3. Disciplinary Information

Mr. Stern does not have any history of disciplinary events.

Item 4. Other Business Activities

Mr. Stern is not engaged in any other business or occupation.

Item 5. Additional Compensation

Mr. Stern does not receive any additional compensation from third parties for providing
investment advice to its clients.

Item 6. Supervision

As the sole owner of HDS Capital, Henry Stern is responsible for all employee
supervision and general business strategy of the firm. Mr. Stern is also solely responsible
for formulation and monitoring of investment advice offered to client, documenting
investment meeting deliberations, overseeing all material investment policy changes, and
conducting periodic testing to ensure that client objectives and mandates are being met.
Item 7. Requirements for State-Registered Advisers

Mr. Stern has never been the subject of a bankruptcy petition nor has he ever been
involved in any of the following events:
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An award or otherwise being found liable in an arbitration claim alleging damages
in excess of $2,500, involving any of the following:

(@) an investment or an investment-related business or activity;

(b) fraud, false statement(s), or omissions;

(c) theft, embezzlement, or other wrongful taking of property;

(d) bribery, forgery, counterfeiting, or extortion; or

(e) dishonest, unfair, or unethical practices.

An award or otherwise being found liable in a civil, self-regulatory organization,
or administrative proceeding involving any of the following:

(@) an investment or an investment-related business or activity;

(b) fraud, false statement(s), or omissions;

(c) theft, embezzlement, or other wrongful taking of property;

(d) bribery, forgery, counterfeiting, or extortion; or

(e) dishonest, unfair, or unethical practices.
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