FINANCIAL INDUSTRY REGULATORY AUTHORITY

OFFICE OF HEARING OFFICERS

Department of Enforcement,

Complainant,

V. DISCIPLINARY PROCEEDING

No. 2015043246401
Jeffery Allen Fanning (CRD No. 1566859),

Respondent.

COMPLAINT

The Department of Enforcement alleges:

SUMMARY

1. Between January 2014 and September 2015 (“the relevant period”) Respondent
Jeffery Allen Fanning failed to reasonably supervise the equity trading of registered
representatives at his firm, Liberty Partners Financial Services, LLC (“Liberty”), for potentially
excessive trading, and, even where his reviews identified potentially excessive trading, Fanning
failed to reasonably address that activity. Fanning also failed to ensure that Liberty’s written
supervisory procedures (“WSPs”) described how the firm would identify or address potentially
excessive equity trading, and he failed to ensure that the WSPs accurately reflected the methods
Liberty employed to supervise for potentially excessive trading. Fanning’s failure to reasonably
supervise Liberty for potentially excessive trading and failure to establish, maintain, and enforce
a reasonably designed supervisory system, including written supervisory procedures (“WSPs”),
in connection with reviewing customer accounts for excessive equity trading violated NASD

Rule 3010(a) and (b) and FINRA Rules 3110(a) and (b) and 2010.



2. In August 2014, Fanning signed letters misrepresenting the nature of two
registered representatives’ employment with Liberty to the United States Citizenship and
Immigration Service (“USCIS”). By doing so, Fanning violated FINRA Rule 2010.

RESPONDENT AND JURISDICTION

3. Fanning entered the securities industry in September 1986 when he became
associated with a FINRA member firm. Through that firm, he registered with FINRA as a
General Securities Representative in November 1986, as a General Securities Principal in
September 1987, and as a Registered Options Principal in April 1988. Between August 1988
and May 2004, Fanning associated with six other FINRA member firms. During that time,
Fanning became registered as a Financial and Operations Principal in February 1992, and, in
August 1992, both as a Municipal Securities Principal and a Municipal Securities Representative.
In May 2004, Fanning became registered with Liberty. At Liberty, he was registered as a
General Securities Principal, a Municipal Securities Principal, and a General Securities
Representative. While at Liberty, Fanning also became registered as an Introducing Broker-
Dealer/Financial and Operations Principal in July 2004, and an Operations Professional in
October 2011. From May 2004 through June 2015, Fanning owned 50% of Liberty. From June
2015 through April 2016 (when he sold his interest), Fanning was the majority owner of the firm.
Liberty terminated Fanning’s registrations on February 7, 2017.

4. Although Fanning is no longer registered or associated with a FINRA member, he
remains subject to FINRA’s jurisdiction for purposes of this proceeding, pursuant to Article V,
Section 4 of FINRA’s By-Laws, because the Complaint was filed within two years after the

effective date of termination of Fanning’s registration with Liberty, namely, March 6, 2017.



FACTS

FANNING’S DEFICIENT SUPERVISION OF POTENTIALLY EXCESSIVE TRADING

5. During the relevant period, Fanning was Liberty’s 50% owner and served as
Liberty’s CEO, CFO and FINOP. He also was a registered principal with assigned supervisory
obligations relating to certain aspects of Liberty’s business.

6. Fanning was the designated registered principle responsible for review of
customer accounts, and he was responsible for all aspects of supervising for potentially excessive
equity trading at Liberty.

A. Fanning Failed to Establish and Maintain an Adequate System, including
WSPs, to Supervise Potentially Excessive Trading

7. Fanning developed the portion of Liberty’s WSPs pertaining to potentially
excessive trading.

8. Fanning, however, failed to ensure that Liberty’s WSPs adequately described how
potentially excessive trading would be identified or handled, and he also failed to ensure that the
WSPs accurately reflected the practices Liberty actually employed to supervise potentially
excessive trading by its representatives.

9. Liberty’s WSPs stated generally that it should send active trading paperwork to
customers if Fanning, the principal designated to review customer accounts, identified accounts
that were engaged in potentially excessive trading, but the WSPs failed to state when or how
often Fanning would review customer account activity for potentially excessive trading.

10.  Fanning also failed to ensure that Liberty’s WSPs specified how he would
identify excessive trading during his customer account reviews.

11.  Fanning also failed to ensure that the WSPs identified specific criteria for when

Liberty would send active trading paperwork, how often Liberty would re-send active trading



paperwork, what information the firm would provide to the customers in the paperwork, or any
requirement that Fanning or anyone else at the firm evidence review of active trading paperwork
signed and returned by customers.

12.  Although Liberty’s WSPs referenced the possibility of imposing restrictions on an
account to only allow closing transactions (referred to as “buy-blocks”) if the firm did not
receive signed active trading paperwork back from the customer indicating that the customer was
aware of and comfortable with the level or trading in his or her account, Fanning did not ensure
that the WSPs provided any criteria about when the firm would impose a buy-block, how long a
buy-block would remain in place, or what would prompt the removal of a buy-block.

13.  Similarly, although Fanning would on occasion restrict commissions earned on
accounts engaged in potentially excessive trading, Fanning did not ensure that the WSPs
identified any criteria for when or how the firm should do so, or when the restriction should be
removed.

B. Fanning Failed to Adequately Supervise Potentially Excessive Trading

14.  Fanning was the principal designated in Liberty’s WSPs to review customer
accounts and transactions.

15.  Fanning failed to perform supervisory reviews of customer account activity with
any regularity.

16.  As aresult, accounts with potentially excessive trading were at times not
reviewed until months after the activity took place, if at all.

17.  Even where Fanning’s customer account activity reviews identified potentially

excessive trading activity, he frequently failed to effectively follow up on that activity.



18.  Specifically, after Fanning determined that a customer needed to receive active
trading paperwork to confirm the customer desired the level of activity in the account,
Fanning neither did anything to confirm that firm personnel actually sent active trading
paperwork, nor did anything to confirm that Liberty received signed paperwork back.

19.  Fanning never spoke with customers whose accounts appeared to be engaged
in active trading—including those customers whose accounts had annualized cost-to-equity
ratios ranging from 46% to 232% and annualized turnover ratios ranging from 24 to 104.

20.  Although Fanning occasionally imposed buy-blocks on some accounts as result
of his reviews, he did so sporadically and inconsistently, and, in at least one instance,
removed a buy-block at the request of a representative (and not based on active trading
paperwork or other feedback received from the customer).

21.  When Fanning decided a commission restriction was appropriate, he simply
informed the registered representative that the representative should restrict his or her
commissions, and then did nothing to ensure the representative followed the commission
restriction.

22.  Fanning did not enforce commission restrictions in any other way.

FANNING’S MISREPRESENTATIONS TO USCIS

23.  In August 2014, Fanning signed letters addressed to the USCIS relating to the
H1-B visa applications for two Liberty registered representatives.

24.  The registered representatives required H1-B visas to legally work for Liberty in
the United States.

25.  The letters Fanning signed falsely stated that each of the registered representatives

was engaged in the “specialty occupation” of a Financial Analyst at Liberty.



26.  Inreality, the registered representatives were acting as ordinary, full-time
registered representatives buying and selling securities for Liberty’s customers.

27.  Fanning knew at the time he signed the letters that the job descriptions in the
letters did not accurately reflect the jobs the representatives were actually performing for Liberty.
FIRST CAUSE OF ACTION
INADEQUATE SUPERVISION OF

POTENTIALLY EXCESSIVE TRADING
(NASD Rule 3010(a) and (b) and FINRA Rules 3110(a) and (b) and 2010)

28.  Enforcement realleges and incorporates by reference paragraphs 1-22 above.

29.  FINRA Rule 3110(a) and its predecessor, NASD Rule 3010(a), require FINRA
members to establish and maintain a system to supervise the activities of each registered
representative, registered principal, and other associated persons that is reasonably designed to
achieve compliance with applicable securities laws and regulations. FINRA Rule 3110(b) and its
predecessor, NASD Rule 3010(b), require each member to establish, maintain, and enforce
written procedures to supervise the activities of registered representatives, registered principals,
and other associated persons that are reasonably designed to achieve compliance with applicable
securities laws and regulations.! A violation of FINRA Rule 3010 or NASD Rule 3010 also is a
violation of FINRA Rule 2010.

30.  During the relevant period, Fanning failed to establish and maintain a system to
supervise Liberty’s associated persons reasonably designed to identify and respond to potentially
excessive trading. Fanning developed Liberty’s WSPs pertaining to reviews for potentially
excessive trading, but failed to ensure they stated how he would identify excessive trading during

those reviews, or how often he would conduct those reviews. In addition, Fanning failed to

! NASD Rule 3010 was superseded by FINRA Rule 3110 as of December 1, 2014.
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ensure that the WSPs reasonably outlined the steps Liberty should take if Fanning’s reviews
identified potentially excessive trading.

31.  During the relevant period, Fanning failed to reasonably carry out his supervisory
responsibilities relating to Liberty registered representatives’ equity trading, including failing to
perform supervisory reviews with any regularity, and, when his reviews did identify potentially
excessive trading activity, Fanning failed to follow up on that activity effectively.

32. By reason of the foregoing, Fanning violated NASD Rule 3010(a) and (b) and FINRA
Rules 3110(a) and (b) and 2010.

SECOND CAUSE OF ACTION

MISREPESENTATIONS TO USCIS
(FINRA Rule 2010)

33.  Enforcement realleges and incorporates by reference paragraphs 2-4 and 23-27
above.

34.  FINRA Rule 2010 requires members to observe high standards of commercial
honor and just and equitable principles of trade in the conduct of their business.

35.  In August 2014, Fanning signed letters addressed to the USCIS that
misrepresented the job duties of two Liberty registered representatives.

36.  Fanning signed letters containing misrepresentations in connection with the
registered representatives’ employment at his firm, Liberty.

37. By reason of the foregoing, Fanning violated FINRA Rule 2010.

RELIEF REQUESTED

WHEREFORE, the Department respectfully requests that the Panel:

A. make findings of fact and conclusions of law that Respondent committed the

violations charged and alleged herein;



B. order that one or more of the sanctions provided under FINRA Rule 8310(a),
including monetary sanctions, be imposed; and
C. order that Respondent bear such costs of proceeding as are deemed fair and

appropriate under the circumstances in accordance with FINRA Rule 8330.

FINRA DEPARTMENT OF ENFORCEMEN

Date: December 12,2017

‘ley, Senior Regional Counsel
C pher errin, Regional Chief Counsel
100 Pine Street, Suite 1800
San Francisco, California 94111
(415) 217-1123 (Bailey)
meghan.bailey@finra.org
(415) 217-1121 (Perrin)
christopher.perrin@finra.org

Attorneys for Department of Enforcement
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