FINANCIAL INDUSTRY REGULATORY AUTHORITY
LETTER OF ACCEPTANCE, WAIVER AND CONSENT
N, 2011025604001

TO:  Department of Enforcement
Financial Industry Regulatory Authonity ("FINRA™)

Ri:  Fortune Financial Services. Ine., Respondent

Member

CRID No. 42130
Pursuant to FINRA Rule 9216 of FINRA s Code of Procedure. Respondent submits this Letter of
Acceptance, Waiver and Consent ("AWC™} for the purposc of proposing a settiement of the
alleged rule violations described below. This AWC s submutted on the condition that, 1f
accepted, FINRA will not bring any future actions against Respondent alleging violations based

on the same factual findings described herein.

ACCEPTANCE AND CONSENT

Al Respondent hereby accepts and consents. without admitting or denving the
ftndings. and solely for the purpeses of this prececding and any other proceeding
brought by or on behalf of FINRAL or to which FINRA Is a party, prior o a
hearing and without an adjudication of any issuc of Taw or fact, 1o the entry of the
following findings by FINRA:

BACKGROUND

Fortune Financial Services. Ine. (7FFS™) has been a FINRA moember sinee

February 1997 Tis masis office 18 Tecated i New Brighton, Pesnsylvania and it
has branch offices located throughout the United States. The firm s business s
limited principaily to sales ot mutual funds and variable annuities. which it sells

only by appheation,

RELEVANT DISCIPLINARY HISTORY

e September 2009, FINRA msued an AW against FES inwhich the Binm agreed,
without adimitting or densing the findings. 10 a censare and $125,000 [ine for.
among other things, fatlimg to retain clectrome communications and fwling to
obtain FINRA's approval of a matenial change in its business operations.

OVERVIEW

IS effected transactions m municipal securities even though 1t way net properly
qualified under the rules of the Municipal Securities Rulemaking Board
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(“MSRB™), and it failed to establish a supervisory system and written supervisory
procedures (“WSPs”) to supervise municipal securities transactions, The firm
also failed to conduct required branch office inspections, provide for reasonable
review of correspondence, and retain all written correspondence. In addition, FFS
failed to establish written procedures reasonably designed to supervise, and to
record, representatives’ approved participation in private securities transactions.
The firm also failed to establish, maintain and enforce a reasonably designed
system of supervisory control policies and procedures, and it failed to prepare a
proper anrual CEO certification. Finally, FFS failed to approve, prior to use,
seven web sites established by representatives associated with the firm. This
conduct violated MSREB Rules G-2, G-3 and G-27, Rule 17a-4 of the Securities
Exchange Act of 1934 (Exchange Act), NASD Conduct Rules 3010, 3012, 3040,
3110 and 2210 and FINRA Rules 3130 and 2010.

FACTS AND VIOLATIVE CONDUCT

From about mid-October 2009 to about January 22, 2010, FFS effected
transactions involving “Section 529 College Savings Plans” (529 Plans™),
including about 17 transactions invelving a direct purchase in a 529 Plan
established by or for a firm customer, without being properly qualified with the
MSRB and without having a properly qualified Municipal Securities Principal
assoctated with it. Moreover, the firm failed to establish and maintain a
supervisory system and failed to adopt, maintain and enforce WSPs that were
reasonably designed 10 supervise the municipal securities activities of each
registered representative, registered principal, and other persons associated with
the finm. By virtue of such conduet, FFS violated MSRB Rules (-2, (G-3 and G-
27.

In calendar years 2009 and 2010, FFS failed to retain or preserve all incoming and
outgoing written correspondence relating to its business. By virtue of such
conduct, FFS violated Exchange Act Rule 17a-4, NASD Conduct Rule 3110 and
FINRA Rule 2010,

In calendar years 2009 and 2010, FFS failed to conduct various wspections of
branch offices and of non-branch locations that should have been conducted in
accordance with the NASD Conduct Rule 3010(c) and/or the inspection cycle sef
forth in the firm’s WSPs. Moreover, two office inspections were performed by
the designated supervisor in contravention of NASD Conduct Rule 3010{c)(3}). In
addition, the firm prepared about 16 inspection reports that fatled to address
certain required areas and activities, including supervising accounts serviced by a
branch manager and validating changes in customer account information. By
virtue of such conduct, FES vielated NASD Conduct Rule 3010 and FINRA Rule
20140,

In calendar years 2009 and 2010, FFS failed to discharge reasonably its obligation
to review incoming and outgoing wrilten correspondence. Among other things,
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FFS failed to enswre that all outgoing written correspondence was pre-approved in
some manner, and it failed to implement an effective process for timely review by
a firm principal of all incoming written correspondence received by
representatives at the various office locations where they conducted their
securities business. By virtue of such conduet, FFS violated NASD Conduct Rule
3010(d) and FINRA Rule 2¢10,

During calendar years 2009 and 2010, ten FFS representatives participated in
private securities transactions that had been approved by the firm. FFS, however,
failed to establish a supervisory system and WSPs that were reasonably designed
to supervise the representatives’ participation in the transactions that they effected
{or caused to be effected) in non-brokerage accounts held outside of FFS and to
ensure compliance with the recordkeeping requirements pertaining to such
transacttons. Moreover, FFS failed to supervise reasonably the representatives’
participation in the transactions, and the firm failed to record those transactions in
its books and records. By virtue of such conduct, FFS vielated NASD Conduct
Rules 3040, 3110 and 3010 and FINRA Rule 2010.

During calendar year 2010, FFS failed to establish, maintain and enforce an
adequate system of supervisory control policies and procedures. Among other
things, F¥S’s annual report did not detail the firm’s system of supervisory
controlg, did not summarize the test results and any significant identified
exceeptions, and did not identify additional or amended supervisory procedures
created in response to the test results (or indicate there were none). FES also
failed to determine if producing managers were subject to heightened supervision
under the standards set forth in NASD Conduct Rule 3012, By virtue of such
conduct, FFS violated NASD Conduct Rule 3012 and FINRA Rule 2010,

In January 2011, FFS prepared an annual certification from its CEO (or
equivalent officer) that it had in place processes to establish, maintain, review,
test and modily written compliance policies and written supervisory procedures
reasonably designed to achieve compliance with applicable FINRA rules and
{ederal securities faws and regulations, and that the CEO had conducted one or
more meetings with the firm’s Chief Compliance Officer in the preceding twelve
months to discuss such processes. That certification, however, did not fully
comply with the requirements of FINRA Rule 3130, For example, the firm's
annual report referenced in the certification failed to document the member's
processes for establishing, maintaining, reviewing, testing and modifying its
complianee policies as required. By virtue of such conduct, FI'S violated FINRA
Rudes 3130 and 2010,

From about January 21, 2010 to about February 15, 2010, FFS failed to approve,
prior to use, seven web siles that had been established by representatives
associated with the firm. Some sites had been in use for over a year. By virtue of
such conduct, FFS violated NAST) Conduct Rule 2210(h) and FINRA Rule 2010,



Respondent also consents to the imposition of the following sanctions:

s acensure and a $45,000 fine (of which $10,000 pertains to the violations
of MSRB Rules G-2, G-3 and G-27).

Respondent agrees 10 pay the monetary sanction upon notice that this AWC has
been accepted and that such pavment is due and payable. Respondent has
submitted an Election of Payment form showing the method by which it proposes
to pay the fine imposed.

Respondent specifically and voluntarily waives any right to ¢laim that it 1s unable
{0 pay, now or at any time hereatter, the monetary sanction imposed in this
matter.
The sanctions imposecd herein shall be effective on a date set by FINRA stalf.

I

WAIVER OF PROCEDURAL RIGHTS

Respondent specifically and voluntarily waives the following rights granted under FINRAs
Code of Procedure:

A,

T'o have a Complaint issued specifying the allegations against it:

To be notified of the Complaint and have the opportunity to answer the
allegations m writing;

To defend against the allegations in a disciplinary hearing before a hearing panel,
te have a written record of the hearing madce and to have a written decision issued;
and

To appeal any such decision to the National Adjudicatory Council ("NAC™) and
then to the U.S. Securities and Fxchange Commission and a U8, Court of

Appeals.

Further, Respondent specifically and voluntarily waives any right to claim bias or prejudgment
ot the General Counsel, the NAC, or any member of the NAC, in connection with such person’s

Al

or body’s participation in discussions regarding the terms and conditions of this AWC. or other

consideration of this AWC, including acceptance or rejection of this AW(C

.

Respondent further specifically and voluntarily waives any right to claim that a person violated
the ex parte prohibitions of FINRA Rule 9143 or the separation of functions prohibitions of
FINRA Rule 9144, in connection with such person’s or body’s participation in discussions
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regarding the terms and conditions of this AWC, or other consideration of this AWC, including
its acceptance or rejection.

IH'

OTHER MATTERS

Respondent understands that:

A

Submission of this AWC is voluntary and will not resolve this matter unless and
until it has been reviewed and accepted by the NAC, a Review Subcommittee of
the NAC, or the Office of Disciplinary Affairs (“ODA”), pursuant to FINRA Rule
9216;

If this AWC is not accepted, its submission will not be used as evidence to prove
any of the allegations against it;

If accepted:

1. this AWC will become part of Respondent’s permanent disciplinary
record and may be considered in any future actions brought by FINRA or
any other regulator against it,

2. this AWC will be made available through FINRA's public disclosure

program in response to public inquirtes about Respondent’s disciplinary
record;

3. FINRA may make a public announcement concerning this agreement and
the subject matter thereof in accordance with FINRA Rule 8313; and

4, Respondent may not take any action or make or permit to be made any
public statement, including in regulatory filings or otherwise, denying,
directly or indirectly, any finding in this AWC or create the impression
that the AWC is without factual basis. Respondent may not take any
position in any proceeding brought by or on behalf of FINRA, or to which
FINRA is a party, that is inconsistent with any part of this AWC. Nothing
in this provision affects Respondent’s right to take legal or factual

positions in litigation or other legal proceedings in which FINRA isnot a
party; and

Respondent may attach a Corrective Action Statement to this AWC that is a
statement of demonstrable corrective steps taken to prevent future misconduct.
Respondent understands that it may not deny the charges or make any statement
that is inconsistent with the AWC in this Statement. This Statement does not
constitute factual or legal findings by FINRA, nor does it reflect the views of
FINRA or its staff,



The undersigned, on behalf of the firm, certifies that a person duly authorized to act on its behalf
has read and understands all of the provisions of this AWC and has been given a full opportunity
to ask questions about it; that the firm has agreed to its provisions voluntarily, and that no offer,
threat, inducement, or promise of any kind, other than the terms set forth herein and the prospect
of avoiding the issuance of a Complaint, has been made to induce the firm to submit it.

Fortune Financial Services, Inc.

P
: g -‘t A /’W"%
f: H if Ty : p K’“"‘-» fw;ff

QL0010 B 7 %mmw i VY

mm/dd/yyyy Gregory J %Bﬁpt}ﬂy ‘x,i
President hat

Reviewed bv:

Héiu: K. Blmm, qu

Ceunsel for Respondent

Thorp, Reed & Armstrong, ILLP

One Oxford Centre

301 Grant Street, 14th Floor

Pittsburgh, PA 15219-1425

412-394-7762

Accepted by FINRA:

August 24, 2012 Signed on behalf of the

Date Director of ODA, by delegated authority

T}mma% \/i Huber
St. Regional Counsel
FINRA Department of Enforcoment
1835 Market Street, Suite 1900
Philadelphia, PA 19103

(215 963-1990

Fax: (215)496-0434



This corrective action statement is submitted by the Respondent, Fortune Financial
Services, or FFS. It does not constitute factual or legal findings by FINRA nor does it reflect
the views of FINRA or its staff.

FFS principal owner Blake Daniels made a commitment to improve the culture at Fortune
beginning in 2010. In July 2010, he named a new CCO and hired third party consultants to
perform branch inspectic;ns. In July 2011 he engaged the services of a qualified and
experienced securities principal to participate in corporate leadership initiatives, and in
November 2011, Mr, Daniels stepped down as CEQ and President, and hired in this
individual, Gregory Bentlev to these executive roles. Mr. Daniels remains in place as FFS’
FINOP.

[ FFS actions taken to correct violations of MSRB Rules G-2, G-3 and G-27 (FINRA AWC
FINDING #1)

Corrective actions related to this finding include FFS MSRB registration effective December
5, 2011, and the appointment of a qualified and licensed individual to serve as MSREB

Principal {Joanne Brown), and amended policies and procedures

Il FES' Actions taken to correct viotations of Exchange Act Rule 17a-4, NASD Condust Rule
3110 and FINRA 2010 (FINRA AWC FINDINGS # 2 and #4)

FFS implemented new policies and procedures that require all RRs to send all incoming and
outgoing correspondence including faxes to the home office on a monthly basis. FFS
belfeves that the steps it took to address its linding adequately vesolve the violations later
found by FINRA. A general description of FI'S’s communications policies follows: A cover
form and the attachments must be received by the 15% day of the following manth, and the
form is required even if there is no correspondence to disclose. The firm penalizes RRs
failing to submit the form and correspondence on time by withholding commissions until
the documents are received in good order. The CCO attributes the high degree of success of
this new prograrm to the stringent penalty for non-compliance. Because offenders do not
eet paid, the CC0 is assured of 106% compliance over time, These procedures were fully

implemented as of Janoary 1, 2011

M. FFS actions taken to correct violations of NASD Rule 3010 {d} and FINRA Rule 2010
(FINRA AWC FINDING #3)

FES amended its examination program in 2011 to incorporate a maore robust review,
incorporating specific requirernents of FINRA/NASD rules, By December 1, 2011, FFS had
completed ll required inspections. 1n 2012, FFS imptemented a new compliance branch
audit examination form, and hired a full time employee whose primary responsibility is

branch examinations. Alsa in 2012, VS conducted formalized training for all supervisory



personnel including its eiaminer, to inform and instruct the employees regarding the
nuances of the examination program.

IV. FFS’ actions taken to ¢orrect violations of NASD Conduct Rules 3040, 3110, 3010 and
FINRA Rule 2010 (FINRA AWC FINDING #5)

FFS implemented enhanc’}ed review policies throughout 2011, including new record-keeping
procedures that will enab%le FFS to better understand the nature of business in which its
RR/IAs practice and to determine the level of oversight appropriate to the particular
business scope of each RR/IA. The new procedures require all new and existing RRs with
independent [As to provide documentation in line with Notices to Members 94-44 and 96-
33. As well, the new procedures require regular reporting to the CCO. Most importantly,
however, beginning in 2012 the FFS requires all RRs with independent Investment Advisers
to undergo a separate independent audit of their investment adviser entity by an individual
or firm that is pre-approved by the CCO.

V. FFS' actions taken to correct viclations of NASD Conduct Rule 3012 FINRA Rules 2010
and 3130 {(FINRA AWC FINDINGS #6 and #7]

As of May 2011, FFS implemented new supervisory control procedures. These procedures
were tested in the 1%t quarter of 2012. The CEO certified to the report findings within 30
days of the report. In addition to the formalized process, the CCO and CEO continue to work
closely together in an effort to orient the CEO to the state of the companies compliance
program, including improvements that have been made and improvements are scheduled
for implementation,

V1. FFS actions taken to correct violations of NASD Conduct Rules 22 10(b) and FINRA Rule
2010 {FINRA AWC FINDING #8)

FFS' CCO has implemented new procedures to better control and review RR websites. FFS
requires that all Representatives use either Smarsh or Emerald for their website hosting.
Each of these services offers a tool that permits the CCO to review changes made to the
website, which will prevent future violations, including the use of inappropriate content.

Respectfully submitted,

Fortune Financial Services, Inc.

5 /10/4019.

Date (mm/dd/yyyy)

President



