FINANCIAL INDUSTRY REGULATORY AUTHORITY

OFFICE OF HEARING OFFICERS

DEPARTMENT OF ENFORCEMENT,
DISCIPLINARY PROCEEDING

COMPLAINANT, No. 2009016323802
V.
MERCATOR ASSOCIATES, LLC
(BD N0.112903), AND
FABRIZIO DAVID LENTINT
{CRD No. 2392695),

RESPONDENTS.

COMPLAINT
The Department of Enforcement alleges:
SUMMARY

1. From December 3, 2007 through March 2, 2010, Respondent Mercator Associates, LLC,
acting through its Head Trader Fabrizio Lentini, improperly shared transaction-bhased
commissions totaling approximately $4,277,740 (United States Dollars or USD) with entities
that were not FINRA member firms. Moreover, from December 29, 2008 through December 11,
2009, Mercator, acting through Lentini, charged excessive commissions (ranging from 5.02 to
31.25% with a total of approximately $588,379.63 (Canadian Dollars or CAD) charged in excess
of 5%) on 74 trades placed in accounts belonging to the firm’s main customer, LAG, and LAG’s

subsidiary, LI. This misconduct arose from the commission sharing arrangement Mercator and
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Lentini entered into with LAG and L1 Both of those entities served as Investment Advisers to
several hedge funds. Mercator wired the nearly $4.3 million in commissions, which were
generated from trading in various Mercator accounts in the name of LAG or LI, to two third-
party entities, one located in the British Virgin Istands (BVI) and the other in the Cayman
Islands, for the further benefit of L. LAG, L) and the third parties who received the shared

commissions were not FINRA. member firms during this time period. Mercator’s and Lentini’s

condugct violated NASD Conduct Rules 2440, 2420 and 2110, IM-2440-1 and FINRA Rule 2010.

2. In addition, from January 2007 through December 2009, Mercator’s AML compliance
program (AMLCP) was deficient in that, among other things, the firm failed to implement its
Customer Identification Program (CIP) and retain required information regarding numerous
customer wires in excess of $3,000. From December 2007 through March 2010, Mercator also
failed to establish and maintain a supervisory system and failed to establish, maintain and
enforce written supervisory procedures (WSPs) reasonably designed to ensure compliance with
securities rules and laws concerning fair pricing and the sharing of commissions with non-
members. Mercator’s conduct willfully violated Section 17(a) of the Securities Exchange Act of
1934 (“Exchange Act™) and Rule 17a-8 thereunder, and violated NASD Conduct Rules 3010,
3011 and 2110 and FINRA Rule 2010.

RESPONDENTS AND JURISDICTION
3. Respondent Mercator is, and at 2l times relevant to this Complaint was, a registered
broker-dealer and FINRA member firm with its principal place of business in Toronto, Ontario,
Canada. Mercator has been a FINRA member firm since on or about October 10, 2001, Atall
times relevant to this Complaint, Mercator’s primary source of revenne was commissions from

agency equity trading.
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4, Respondent Lentini is, and during ail times relevant to this Complaint was, Mercator’s
Head Trader. Lentini has also been Mercator’s President, CCO and AML Compliance Officer
since January 1, 2010. Lentini first became registered with FINRA through 2 member firm in
October 1993. Lentini has been registered with FINRA through Mercator as a General Securities
Principal, General Securities Representative, Registered Equities Trader and Options Principal
since on or about November 7, 2007. From April 2009 to December 31, 2009, Lentini owned
one-third of the firm. Since December 31, 2009, Lentini and another individual have each
owned 50% of the firm.'
FIRST CAUSE OF ACTION
IMPROPER SHARING OF COMMISSIONS WITH A NON-MEMBER
RESPONDENTS MERCATOR AND LENTINI

(NASD Conduct Rules 2110 and 2420 and FINRA Rule 2010)
5. The Department realleges and incorporates by reference paragraphs 1 through 4 above.
6. From December 3, 2007 to March 2, 2010, Mercator, acting though Lentini, improperty
shared transaction-based commissions totaling approximately $4,277,740 USD with entities that
were not FINRA member firms.
7. Specifically, Mercator, acting through Lentini, sent a series of 27 wire transfers totaling
approximately $3,973,662 USD to a bank account in the name of BS, a BVI entity. BS was
operated by DS, a Director of several hedge funds for which LAG and LI acted as investment

advisers. The wire transfers were initiated when Lentini received a Letter of Authorization

! From J anuary 7, 2004 through December 31, 2009, YS was Mercator’s President. From July 21, 2008 to
December 31, 2009, he was also Mercator’s Chief Compliance Officer and AML Compliance Officer. Throughout
his tenure with Mercator, YS worked from Ranche Santa Fe, CA, even though almost all of the firm’s revenues
were penerated in Toronto. YS owned 100% of Mercator from 2004 until approximately April 2009, when the
ownership siructure changed to YS, Lentini and another individual each owning one-third of the firm. In August
2011, FINRA accepted a Letter of Acceptance Waiver and Consent {AWC) from YS. Without admitting or denying
FINRA’s allegations, YS accepted sanctions of a bar as a principal, six-month suspension in all capacities and a
$20,000 fine and the entry of findings that he had failed to supervise the conduct alleged in the Fixst and Second
Causes of Action herein, failed to enforce Mercator’s AMLCP, and made material misrepresentations in a contract
to purchase Medium Term Notes for resale to Mercator custorners.
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(LOA) with wire instructions and amounts from his counterpart at LI Lentini would then take
steps to ensure that the requested funds were wired from Mercator’s bank account according to
the instructions refiected on the LOAs. In 24 of the 27 LOAs for these wires, the instructions
listed LI as the beneficiary of the wired funds. The remaining three LOAs did not list a
beneficiary.

8. The approximately $3,973,662 USD in shared commissions wired to BS were generated
from trading in some or all of five Mercator accounts in the name of LAG or L1. Lentini was the
Mercator registered representative assigned to each of those accounts.

9. In addition, on February 17 and March 2, 2010, Mercator, acting through Lentini, sent
two wire transfers totaling approximately $304,078 USD to a bank account in the name of PF, a
Cayman Islands entity. On February 1, 2010, PF entered into an agreement with LAG to provide
LAG with “Consultancy Services” such as general accounting, bookkeeping, trade reconciliation
and brokerage services. The wire transfers were initiated when Lentini received a LOA with
wire instructions and amounts from his counterpart at LI. Lentini would then take steps to
ensure that the requested funds were wired from Mercator’s bank account according to the
instructions reflected on the LOAs. The LOAs for these two wire transfers did not indicate any
further beneficiary. The approximately $304,078 USD in shared commissions wired to PF were
also derived from trading in some or all of five Mercator accounts in the name of LAG or LI

10. LAG, LI BS and PF were not FINRA member firms during the time period relevant to
this Cause of Action.

11. By improperly sharing securities transaction-based compensation with non-members,
Mercator and Lentini violated NASD Conduct Rules 2110 (for conduct before December 15,

2008) and 2420 and FINRA Rule 2010 (for conduct after December 14, 2008).
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SECOND CAUSE OF ACTION
EXCESSIVE COMMISSIONS
RESPONDENTS MERCATOR AND LENTINI
(NASD Conduct Rules 2440 and 2110, IM-2440-1 and FINRA Rule 2010)
12, The Department realleges and incorporates by reference paragraphs 1 through 11 above.
13.  From December 29, 2008 through December 11, 2009, Mercator, acting through Lentini,
charged commissions of from 5.02 to 31.25% on 74 trades placed in two LAG accounts. Lentini
was the Mercator registered representative assigned to those two LAG accounts and the firm
trader responsible for the execution of the subject transactions. The 74 subject transactions were
in securities traded on Canadian exchanges,
14.  Asmore fuily detailed in Exhibit “A” attached hereto and incorporated herein b_y
reference, the total amount of commissions charged in those trades was approximately
$1,223,560 CAD while the amount in excess of 5% was approximately $588,379.63 CAD.
Taking into consideration all relevant circumstances, the commissions charged by Mercator on
the 74 fransactions were not fair.
15.  Each of the subject trades was part of the commission sharing arrangement described in
paragraphs 6 through 10 above. Specifically, a portion of the commission charged in each trade,
totaling approximately $874,568 CAD ($786,356 USD), or 71.5%, was wired to BS. Mercator
retained the remaining approximately $348,992 CAD, or 28.5%, of the commissions charged in
the subject transactions.
16. By charging prices that were not fair, taking into consideragion all relevant circumstances,
Mercator and Lentini violated NASD Conduct Rules 2110 (for conduct before December 15,

2008) and 2440, IM-2440-] and FINRA Rule 2010 (for conduct after December 14, 2008).



THIRD CAUSE OF ACTION
FAILURE TO ESTABLISH, MAINTAIN AND ENFORCE A REASONABLE SUPERVISORY SYSTEM AND
WRITTEN SUPERVISORY PROCEDURES
RESPONDENT MERCATOR
(NASD Conduct Rules 3010 and 2110 and FINRA Rule 2010}
17.  The Department realleges and incorporates by reference paragraphs 1 through 16 above.
18.  From at least December 2007 through March 2010, Mercator failed to establish and
maintain a supervisory system and establish, maintain and enfﬁrce WSPs reasonably designed to
achieve compliance with applicable securities laws and regulations.
19.  Specifically, Mercator’s supervisory system and WSPs were deficient in that they failed
entirely to address the commission sharing arrangement described in paragraphs 6 through 10
above,
20.  Mercator’s supervisory system and WSPs were also deficient in that they failed to
provide guidance or structure regarding the supervision of securities pricing and commissions.
21. By failing to establish and maintain a supervisory system and failing to establish,
maintain and enforce WSPs reasonably designed to ensure compliance with the rules and
regulations concerning the areas above, Mercator violated NASD Conduct Rules 2110 (for

conduct before December 15, 2008) and 3010 and FINRA Rule 2010 (for conduct after

December 14, 2008).
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FOURTH CAUSE OF ACTION
FAILURE TO IMPLEMENT ANTI-MONEY LAUNDERING COMPLIANCE PROCEDURES
RESPONDENT MERCATOR
(Section 17(a) of the Exchange Act and Rule 172-8 thereunder,
NASD Counduct Rules 3011 and 2110 and FINRA Rule 2010)
22.  The Department realleges and incorporates by reference paragraphs 1 through 21 above.
23.  From January 2007 through December 2009, the CIP portion of Mercator’s AMLCP
required the firm to obtain basic identifying information for all customers at the time of account
opening and to verify such information through either documentary or non-documentary
methods. It also required the Finm to maintain transmittal orders for wire transfers of more than
$3,000; and those orders had to contain at least the name and address of the transmitter and
recipient, the amount of the transmittal order, the identity of the recipient’s financial institution
and the account number of the recipient. Mercator’s AMLCP also required that it provide AML
training to its employees at least annually.
24,  Throughout that time period, however, Mercator failed to implement the aforementioned
portions of its AMLCP. For example, during this time period Mercator opened approximately 57
accounts with 28 customers, but the firm failed to obtain the identifying information reqﬁired by
its CIP for 16 of those customers, Five of the sixteen customers were located outside of the
United States.
25.  Moreover, during 2009, one Mercator account wired out funds in excess of $3,000 on 37
separate accasions. The firm failed to retain information regarding those wires, including the
name, address and account number of the recipient and the identity of the recipient’s financial
institution.
26.  Finally, during 2007 and 2008, Mercator also failed to provide any AML training to its

personnel.



27. By failing to implement the firm’s CIP, failing to maintain required information

regarding wire transfers in excess of $3,000 and failing to provide AML training to firm

personnel, Mercator willfully violated Section 17(a) of the Exchange Act and Rule 17a-8

thereunder, and violated NASD Conduct Rules 2110 (for conduct before December 15, 2008)

and 3011(b) and () and FINRA Rule 2010 (for conduct after December 14, 2008).

RELIEF REQUESTED

WHEREFORE, the Depattment respectfully requests that the Panel:

A order that one or more of the sanctions provided under FINRA Rule 8310(a) be

imposed, including that the Respondents be required to disgorge fully any and all

ill-gotten gains and/or make full and complete restitution, together with interest;

B. make specific findings that Respondent Mercator willfully violated Section 17(a)

of the Exchange Act and Rule 17a-8 thereunder; and

C.  order that the Respondents bear such costs of proceeding as are deentted fair and

appropriate under the circumstances in accordance with FINRA Rule 8330.

FINRA DEPARTMENT OF ENFORCEMENT

Dated: 1218 |2t

e Ot

Paul D. Taberner

Senior Regional Counsel
Mark P. Dauer

Deputy Chief Litigation Counsel - Regions
John M. D’ Amico

Regional Chief Counsel
FINRA. Department of Enforcement
Boston District Office
99 High Street, Suite 900
Boston, MA 02110
{617) 532-3425; Fax: (202) 721-8322
Paunl. Tabemer@finra.org
Mark.Dauer@finra.org
John.D’ Amico@finra.org
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