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This matter came on for hearing on July 27, 2005. After the 

presentation of the Department's case, Ms. Karel asked for a delay 

in the proceedings to file a Motion to Dismiss. On September 21, 

2005, the Hearing Officer denied the Motion to Dismiss. Continua-

tion of the evi.dentiary hearing was conducted on September 28, 

2005. 

Ms. Renee Karel appeared in person and by and through her 

attorney of record, David R. Lombardi, and the Department of 

Finance was represented by its Deputy Attorney General, Joseph B. 

Jones. Both parties submitted testimony and documentary evidence. 
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FINDINGS OF FACTS 

1. The evidence establishes Ms. Karel has been registered 

with the Department as a securities agent since January 14, 1998. 

Ms. Karel first began working with Morgan Stanley Dean Witter in 

October 1997, in a training program. She passed her Series 7 test 

in 1998. She worked in partnership with her father, Milt Erhart, 

at Dean Witter and they shared their clients. 

2. Ms. Karel worked at Morgan Stanley Dean Witter until 

February 2002, when she and her father joined Wachovia Securities 

Financial Network and moved their office to 800 W. Bannock. Morgan 

Stanley had thirty agents and their Wachovia off ice was only three 

individuals, Milt Erhart, Renee Karel and Cheryl simon. They 

conducted business under the name of Milt Erhart & Associates. Ms. 

Karel testified Milt Erhart was her employer and she was paid a 

salary and her father paid office expenses. She and her father 

conti.nued to have combined accounts and shared their clients. Ms. 

Karel and her father continued to be affiliated with Wachovia 

Securities until March 2005, when Milt Erhart's registration as a 

securities dealer was terminated. Ms. Karel then became affiliated 

as an agent with Summit Brokerage Services, Inc . , on or around 

March 16, 2005. Her office continued to be located at 800 W. 

Bannock Street, Boise, Idaho 83702, with her father. 

3. Ms. Karel's application with Summit Brokerage Services, 

Inc . , was admitted as Exhibit 1. Page 1 of Exhibit 1 lists a 

number of expenses Ms. Karel had to pay, such as NASD registration 
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fees, fingerprint fees and processing fees. Exhibits submitted by 

Ms. Karel establish that Ms. Karel's business expenses were paid 

from the Milt Erhart & Associates bank account. (Exhibit 8.) 

4. The Financial Advisor Agreement which Ms. Karel executed 

with Summit Brokerage Services, Inc., is included in Exhibit 1, 

pages 5 through 12 . In that Agreement, Ms. Karel is both the 

licensee and the financial advisor. Paragraph 4 of that Agreement 

states: 

Supervision of Financial Advisor. The 
Financial Advisor, Licensee and Summit each 
acknowledge the highly regulated nature of the 
securities industry and the importance of 
compliance with the rules and regulations 
imposed by, among others, various federal and 
state regulatory authorities, clearing houses, 
issuers of securities, and buyers and sellers 
of securities. The Licensee shall perform and 
provide all supervisory services for regula
tory compliance as shall be necessary or 
appropriate in connection with the Financial 
Advisor's regulatory compliance on a daily 
basis in such manner as shall be determined by 
Summit. The Financial Advisor acknowledges 
that prior to entering into this Agreement, he 
has read and signed the Summit Compliance 
Agreement in the form attached hereto as 
Exhibit A and made a part of this agreement. 
The Financial Advisor shall at all times 
maintain in full force and effect all of his 
required securities licenses, and conduct his 
business in accordance with all laws, rules, 
and regulations applicable thereto, and in a 
manner consistent with the Summit Compliance 
Agreement and all internal rules, procedures, 
policies, requests, directives, and memoranda 
of Summit. 

Paragraph 6 sets forth the procedure for payment of commissions to 

the licensee and financial advisor. Payments made be made either 

via check or ACH transaction. Paragraph 7 specifically provides 
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Summit has no responsibility to pay any expenses for the conduct of 

the financial advisor's business. Paragraph 10 provides a 

financial advisor is free to engage in other business enterprises 

and activities, but must obtain the specific written approval of 

Summit prior to doing so. Paragraph 13 provides: 

Access to Licensee and Financial 
Advisor's Records. The Financial Advisor and 
Licensee acknowledge the highly regulated 
nature of the securities business. In this 
regard, the Financial Advisor agrees to make 
immediately available to summit and the 
Licensee, upon the request of either, for 
inspection and copying all of his books and 
records and other documentation and materials 
related, directly or indirectly, to his busi
ness or association with Summit or the 
Licensee. It is understood and agreed that 
all books and records pertaining to summit 
customers are the property of Summit. The 
Financial Advisor and Licensee further agree 
that Summit may, in its sole discretion, 
conduct unannounced examinations and audits of 
his books and records and other documentation 
and materials related, directly or indirectly, 
to his business or association with Summit and 
the Licensee. 

5. On March 18, 2005, Ms. Karel executed a contract with her 

father, Milt Erhart. A copy of that contract was admitted as 

Exhibit 6. The contract states Ms. Karel is to reimburse Milt 

Erhart & Associates monthly for all expenses in operating the 

office at BOO W. Bannock. She further agreed to pay her father 

$1, 000 a month for thirty-six (36) months for purchase of all 

desks, computers, telephone system, fax machine, copiers and 

miscellaneous office equipment. Finally, she agreed to purchase 

his "book of business" for a sum to be determined based upon the 
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value of investment assets at the end of each quarter. She agreed 

to pay one percent (1%) of the average of assets in the accounts 

over the next two (2) years, with payments to range between $5,000 

to $10,000. 

6. On June 7, 2005, the Department investigator, Coleen 

Hodson, and Senior Securities Analyst, Patricia Highley, made an 

unannounced visit to Ms. Karel's office for the purpose of 

conducting an examination of her office. The Department's 

examination was prompted by information the Department received 

suggesting Ms. Karel allowed her father, Milt Erhart, an 

unregistered agent, to conduct securities business with Ms. Karel's 

clients. Both Ms. Karel and Mr. Erhart were present in the office 

when the Department investigators arrived. 

7. The Department investigators arrived at the office 

approximately 9:00 a.m. and remained in the office for approxi-

mately four hours until 1: oo p. m. During the examination, the 

Department representatives, Coleen Hodson and Patricia Highley, 

requested Ms. Karel to produce various documents, including the 

following documents: 

1. A list of clients to include their address and telephone 
numbers; 

2. Financial records for Milt Erhart and Associates; and 

3 . Ms . Karel's personal bank account records into which she 
deposited her commission checks. 

Ms. Karel acknowledged she had these requested documents, but 

denied the Department access to them. (Ms. Karel did produce other 

00042 
FINDINGS OF FA.CT, CONCLUSIONS OF LAW AND RECOMMENDED ORDER - 5 



documents which were not disputed.) Ms. Highley testified it is 

routine for Department investigators to request production of 

client lists and bank records. Ms. Highley further testified that 

Ms. Highley and Ms. Hodson asked Ms. Karel for the disputed records 

at least four times. 

8. Ms. Karel shared her office location with her father, 

Milt Erhart, and conducted her business using his name. The 

directory in the office at 802 West Bannock listed the business as 

"Milt Erhart & Associates.n The lettering on the window of the 

office clearly stated: "Milt Erhartn "Renee Karel.n The business 

letterhead they utilized also stated: "Milt Erhart & Associates.n 

9. When the investigators arrived at the office, Ms. Karel 

acknowledged her father maintained a real estate business at the 

location. Her father utilized two desks in the office which had 

files, papers and a computer on them. Ms. Karel stated that she 

was buying her father's business, but admitted her father continued 

to have limited involvement with her securities' customers since 

many were old friends of Mr. Erhart. 

10. Ms. Karel disclosed to Ms. Highley and Ms. Hodson there 

were two bank accounts relating to her business, one was a checking 

account in the name of Milt Erhart & Associates and the second was 

a personal checking account into which her commission checks were 

deposited by summit Brokerage Services, Inc. Ms. Karel testified 

her off ice expenses were paid through the Milt Erhart & Associates 

bank account and she is an authorized signer on the account. 

00043 
FINDINGS OF FACT, CONCLUSIONS OF LAW AND RECOMMENDED ORDER - 6 



11. During the examination, Ms. Highley and Ms. Hodson 

presented Ms. Karel with the standard letter prepared by the 

Securities Bureau Chief for use by all investigators. That letter 

was admitted as Exhibit A. It identifies the various Department of 

Finance analysts and investigators and quotes the authority of 

Idaho Code §30-14-411 for access to records for audits and 

inspections. The letter further advises that penalties may be 

imposed pursuant to various statutes, including Idaho Code §30-14-

412, for failure to comply with Department requests. Ms. Highley 

also verbally advised Ms. Karel of the consequences of her refusal 

to provide access to requested records. 

12. At the time of the examination, Ms. Highley and Ms. 

Hodson completed a Limited Scope Interview Checklist. That 

document was admitted as Exhibit B. During the interview, Ms. 

Karel advised Ms. Highley and Ms. Hodson Ms. Karel had approxi-

mately 100 active accounts, many of which were her father's clients 

from Wachovia. (Exhibit B, p. 3.) Ms. Karel advised them she only 

had two new accounts. Page 6 of Exhibit B noted the business 

account was maintained under the name Milt Erhart & Associates at 

Key Bank. Ms. Karel refused to say if she split commissions with 

Milt Erhart. Ms. Karel further refused to provide any information 

on the personal account into which she deposited her commissions. 

13. Arnold Roseman was Ms. Karel's supervisor and is the 

Executive Vice President/Chief Compliance Officer for Summit 

Brokerage Services, Inc. During the June 7 examination, Ms. Karel 
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contacted Mr. Roseman for direction on how to proceed. On June 8, 

2005, Mr. Roseman faxed a letter to Ms. Karel, which she counter-

signed, the same day. (Exhibit D.) That letter recites that Ms. 

Karel is aware her father is not an NASD licensed individual and 

Ms. Karel represented to Summit Brokerage Services that Mr. Erhart 

had "given her his book of business." It had been agreed that Mr. 

Erhart would not be involved in any way with the business. That 

letter states: 

1. Based upon the disclosure to me that your 
father uses the office, and was on prem
ise during the examination, we must 
insist that you and your father can not 
work from the same location. You have 
represented to us that he would not have 
any contact with his former clients and 
at the least, having him work next to you 
gives the appearance that he still may be 
communicating with your clients. 

Mr. Roseman also reminded Ms. Karel that she was to provide full 

cooperation to the State of Idaho in connection with her examina-

tion. 

14. After receipt of that letter, on June 9, 2005, Ms. Karel 

faxed a letter to Mr. Roseman. (Exhibit E.) The fax notes the 

business name of "Milt Erhart & Associates" at the top. In that 

fax, Ms. Karel provided Mr. Roseman with a copy of a written 

contract dated March 18, 2005, between herself and her father, Milt 

Erhart. In her transmittal memo to Mr. Roseman, Ms. Karel noted 

her belief that she was only required to provide records which she 

was legally required to maintain. She contended that she did not 

know she was required to keep bank records on site and she was 
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confused by the statute. Her memo further stated: "I appreciated 

your updated advice that you recommend I just turn everything 

over. 11 Her memo voices her concern about an .invasion of privacy 

and her information might become public record. She further 

stated: 

Since I was told what the investigators were 
looking for, I am wondering if that informa
tion can be provided another way. They want 
to know if I have paid my father based on 
commissions. The answer to that is only 
indirectly - I have paid him for the business 
from my income, which of course .is generated 
from commission. 

She also provided Mr. Roseman with redacted copies of some of her 

personal bank records. During her hearing testimony, she testified 

she thought Mr. Roseman would pass this information on to the 

State. However, there is no indication in her memo that she 

requested or expected Mr. Roseman to do so and Mr. Roseman had 

directed her to cooperate with the Department. 

15. On June 10, 2005, Summit Brokerage Services, Inc., sent 

their own examiner, Peggy Goldstein, to do an internal audit. Ms. 

Goldstein's report was provided by Mr. Roseman and was admitted as 

Exhibit G. Page 2 indicates Ms. Karel advised the Summit Brokerage 

Services Compliance Officer the branch was operating under a "dba, /1 

Milt Erhart & Associates. Ms. Karel admitted there was a bank 

account in the "dba11 name and that it was the only bank account 

used by the branch. Ms. Karel was unwilling to provide the Summit 

examiner with any information on the Milt Erhart account because 

her father opened it up originally, even though Ms. Karel admitted 
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she was an authorized signer on the account. With respect to Ms. 

Karel's personal business account, she indicated she would have to 

look up the account number. The Compliance Officer also noted the 

signage in the lobby says "Milt Erhart & Associates." She further 

noted that second s.ignage with Milt Erhart and Renee Karel appeared 

prominently on the glass wall near the entrance. 

16. In response to the question of whether anyone else was 

working in the office, Ms. Karel replied: "Not anymore, as of 

Wednesday, June 8, 2005." On Page 4 of Exhibit G, Ms. Karel 

commented that since June 8, 2005, only Renee and her husband had 

access to the office. The Summit audit was suspended when Summit 

was advised Ms. Karel's registration had been suspended by the 

State of Idaho. 

17. During her testimony, Ms. Karel presented testimony in 

support of various defenses and to challenge the sanction. She 

testified she had some limited prior involvement with Department 

examinations and no one had ever asked for bank records before. 

The fact that no one had ever previously asked Ms. Karel to produce 

bank records does not justify her refusal to provide bank records 

when they were requested. 

18. Ms. Karel further testified that, with prior examina-

tions, the Department would provide a written report and allow a 

licensee an opportunity to provide a response. She expected the 

Department to have more communication with her after June 7, prior 

to issuing the summary suspension. The testimony of Ms. Highley 
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establishes Ms. Karel was asked several times on June 7, 2005, to 

comply with the document requests and Ms. Karel was fully advised 

of the consequences of her failure to comply. From the date of the 

examination to the date of the suspension, Ms. Karel. made no effort 

to provide the requested documents to the Department. Ms. Karel 

was clearly aware of the possible consequences of her actions. 

19. Ms. Karel testified she was confused about which bank 

records the investigators wanted. She further testified she did 

not know where the Milt Erhart & Associates bank records were and 

did not believe she had authority to access those records. The 

evidence establishes the Department investigators were specific 

about the bank records they were seeking. Those were the records 

of the bank accounts into which commission checks were deposited 

and bank records establishing how commissions were being disbursed. 

Ms. Karel was clearly an authorized signer on the Milt Erhart & 

Associates account and wrote checks from the account, including 

checks on March 12 and 15, 2005. (Exhibit 16, pp. 12 -13.) In 

addition, her father was present in the off ice during the examina

tion and she could readily have obtained the requested records from 

him. 

2 O . With respect to her own individual checking account, 

while Ms. Karel testified the checkbook was not on her person, she 

did not tell the investigators the checkbook was not there. Ms. 

Karel refused to even identify the bank she used. Ms. Karel also 

admitted at the hearing she maintained online banking records and 
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those could readily have been accessed by her on the day of the 

examination. 

21. Ms. Karel further testified she would have provided the 

information if the Department had subpoenaed it. As w.i.11 be 

discussed in the Conclusions of Law, there is no requirement that 

the Department must issue a subpoena to obtain records from its 

licensees. 

22. With respect to production of the client list, Ms. Karel 

testified she understood the Department wanted a list of anyone 

currently doing investment business with Summit. She testified 

that, in June, 2005, she did not have a separate client list and 

indicated she did not know how to generate a client list from the 

ILX system. Her hearing testimony conflicts with her admissions to 

the Department investigators in which she admitted she had a client 

list, but refused to provide it. Further, Exhibits 10 and 11, 

produced by Ms. Karel on June 7, 2005, and June 15, 2005, indicate 

through her computerized records she had the capability of 

producing lists of clients. She testified that, in order to 

provide a current client list, she would need to update her records 

and eliminate old clients. However, Ms. Karel never explained that 

to the investigators. Instead, she refused to provide a list. 

CONCLUSIONS OF LAW 

23. The sole issue involved in this matter is whether Ms. 

Karel improperly refused to provide records requested during an 

inve~tigation and whether the Department appropriately suspended 
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her broker-dealer agent registration for a period of six (6) months 

based upon that refusal. This case does not involve a disciplinary 

order based upon any determination that Ms. Karel improperly split 

commissions with her father. 

24. As part of her Motion to Dismiss, Ms. Karel raised 

various legal challenges to the Department's actions. The Hearing 

Officer's Order Denying Motion to Dismiss has been filed in this 

matter and is incorporated by reference as part of this decision. 

In that Order, the Hearing Officer determined broker-dealer agents 

are required to produce records they do maintain, even if those 

agents are not required by statutory law to ma.int a in specific 

records. The Hearing Officer further determined a hearing officer 

has no authority to declare a statute unconstitutional. Finally, 

the Hearing Officer determined that offering to allow the Depart-· 

ment to go through all her files, rather than providing a client 

list, did not excuse Ms. Karel's obligation to provide a client 

list upon demand. 

25. A review of the Department Order suspending Ms. Karel's 

license registration specifically cites and refers to Idaho Code 

§§30-14-411 and 30-14-412 as the statutory authority for the action 

taken by the Department. Idaho Code §30-14-4ll(d), as adopted in 

Idaho, states: 

Audits or inspections. The records of 
every person issuing or guaranteeing any 
securities subject to the provisions of this 
chapter, if such person is registered or 
required to be registered under this chapter, 
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and of every broker-dealer1 agent 1 investment 
adviser or investment adviser representative 
registered or required to be registered under 
this chapter are subject to such reasonable 
periodic, special or other audits or inspec
tions by a representative of the administra
tor / within or without this state, as the 
administrator considers necessary or appropri
ate in the public interest and for the protec
tion of investors. An audit or inspection may 
be made at any time and without prior notice. 
The administrator may copy, and may remove for 
audit or inspection copies of, all records the 
administrator reasonably considers necessary 
or appropriate to conduct the audit or inspec
tion. The administrator may assess a reason
able charge for conducting an audit or inspec
t.ion under this subsection. (Emphasis added.) 

Idaho Code §30-14-102(25) defines record as follows: 

"Record 1" except in the phrases "of 
record 1" "official record," and "public re
cord1" means information that is inscribed on 
a tangible medium or that is stored in an 
electronic or other medium and is retrievable 
in perceivable form. 

These definitions apply throughout the chapter, unless the context 

otherwise requires. The records requested by the Department 

clearly fall within the statutory definition of "record." 

26. Idaho Code §30-14-412(b) allows the Department Adminis-

trator to impose disciplinary sanctions against registrants if an 

Order is in the public interest and the action is authorized by 

subsection (d). The Order make revoke, suspend 1 condition or limit 

the registration. Idaho Code §30-·14-412 (d) (2) allows disciplinary 

action against an individual who willfully violates or willfully 

fails to comply with this chapter. Ms. Karel was disciplined for 

failing to allow inspection and copying of records she did 
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maintain, in violation of Idaho Code §30-14-4ll(d). 

27. As previously noted, the Department was conducting their 

investigation to determine whether Ms. Karel was improperly 

al.lowing her father to conduct securities business when he was not 

registered. Requesting review of the bank records of Milt Erhart 

& Associates and Ms. Karel's personal records to determine where 

she deposited and how she distributed her commission checks are 

directly related to those concerns and are reasonable requests. 

Obtaining the names, addresses and telephone numbers of clients to 

determine what contact, if any, they may have had with an unregis-

tered individual is also reasonable. The requested documents 

appear to directly relate to questions of whether Ms. Karel was 

improperly engaging in the securities business with an unlicensed 

individual. 

28. Ms. Karel contends she is not required to produce any 

records. However, the express language of Idaho Code §30-14-411(d) 

provides Department officials may copy and remove for audit or 

.inspection copies of all records the administrator reasonably 

considers necessary or appropriate to conduct the audit or 

inspection. Consequently, the statute does require Ms. Karel to 

produce such documents for review and copying. 

29. In her closing argument, Ms. Karel contends there was a 

phenomenal failure of communication. She argues the Department 

investigators did not make their requests specific and clear. The 

Hearing Officer finds Ms. Karel was clearly advised the Department 

00052 
FINDINGS OF FACT, CONCLUSIONS OF LAW AND RECOMMENDED ORDER - 15 



was seeking access to bank records which establish where commis-· 

sions were deposited and how those commissions were disbursed. In 

her memo to Mr. Roseman Ms. Karel admitted she knew what records 

the Department wanted. 

30. Ms. Karel further contends that, under Idaho Code §30-14-

602, the investigators could have obtained a subpoena and should 

have followed that process. She argues that, since the Department 

was investigating for evidence of wrongdoing, they were required to 

use a subpoena, rather than personally appearing at an office and 

demanding documents. 

31. Idaho Code §30-14-602 provides the Department with 

authority to issue subpoenas, but even that statute does not 

require the Department to use subpoenas, as Ms . Karel argues. 

Idaho Code §30-14-602 (a) grants the Administrator authority to 

investigate by requiring or permitting a person to testify, file a 

statement, or produce a record. Idaho Code §30-14-602(b) provides 

that, for purposes of investigation, the Department "may administer 

oaths and affirmations, subpoena witnesses, seek compulsion of 

attendance, take evidence, require the filing of statements, and 

require the production of any records" the administrator considers 

relevant or material. Use of a subpoena is discretionary, not 

mandatory. Consequently, even under Idaho Code §30-14-602, the 

Department may merely demand the production of documents without 

issuing a subpoena. 

32. Ms. Karel further contends the investigators requested 
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"business records." She argues that, since her business expenses 

are paid out of the Milt Erhart bank account, she does not have any 

business records or business accounts. She contends the account 

into which her commission checks are deposited is a "personal" 

checking account and not a "business" account. The evidence 

clearly establishes Ms. Karel's commissions were "business income" 

and were put into a specifically identified account which was only 

in her name. She acknowledged she had two other joint bank 

accounts with her husband. Consequently, the bank account for 

which the Department investigators sought information was in 

essence a "business" account because Ms. Karel placed her business 

income in the account and reimbursed her father for her "business 

expenses" from that account. In fact, the applicable statutes do 

not distinguish whether records are "personal" or "business." 

Requesting bank records for the bank accounts into which Ms. Karel 

deposited and disbursed her commission checks and paid her bills 

are relevant, material and reasonable, whether they be designated 

"business" or "personal" accounts. 

33. Ms. Karel also testified she did not have her personal 

check register at the office on June 7, 2 o 05. However, she 

conceded she maintains online bank records and readily could have 

provided those to the Department at the time of their examination. 

34. Ms. Karel contends she did not willfully refuse to 

comply. The evidence establishes otherwise. 

35. With respect to the client list, Ms. Karel argues the 
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client list information on her computer could have included some 

former Wachovia clients and her records did not clearly indicate 

which were current clients as opposed to former clients. She 

further contends she did not know how to produce a client list. 

However, that is not what she told the investigators on June 7, 

2 005. Ms. Karel stated she did have a client list, which she 

refused to provide. In addition, Ms. Karel was able to provide day 

timers with client information and other lists requested by the 

Department from her computer system on June 7, 2005, and she 

prepared a redacted client list on June 15, 2005. (Exhibit 10.) 

36. Finally, Ms. Karel argues the sanction of a six-month 

suspension is inappropriate and her conduct did not demand 

suspension. She argues no evidence was provided that the public 

interest was served by her suspension. The evidence establishes 

the securities business is highly regulated by both federal and 

state laws. The ability of regulatory agencies to examine records 

of their licensees and registrants to insure compliance with 

securities laws is well established. Refusing to provide requested 

records to a regulator significantly impairs the regulator's 

ability to insure compliance with securities laws and does impair 

the public interest in enforcing compliance. 

37. The choice of an administrative sanction is left to the 

discretion of the Director. The statutes clearly authorize the 

Department to impose the penalty of suspension which he did choose 

to impose. 
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RECOMMENDED ORDER 

Based upon the foregoing, the Hearing Officer recommends that 

the Order of suspension be upheld. 

DATED This . \Ctth day of October, 2 o o 5 . 

JC,tN R UR4NGA Lt1i -I ,fl~ 

JEAN R. URANGA 
Hearing Officer 

CERTIFICATE OF SERVICE 

I HEREBY CERTIFY That on this lcrth day of October, 2005, I 
served true and correct copies of the foregoing FINDINGS OF FACT, 
CONCLUSIONS OF LAW AND RECOMMENDED ORDER by faxing and mailing 
copies thereof to: 

J·oseph B. Jones 
Deputy Attorney General 

State of Idaho 
Department of Finance 

P.O. Box 83720 
Boise, ID 83720-0031 
Via Fax No. 332-8099 

David R. Lombardi 
Givens Pursley, LLP 

Attorneys at Law 
P.O. Box 2720 

Boise, ID 83701-2720 
Via Fax No. 388-1300 

JEAN R. URANGA 
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