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Upon information and belief, Complainant alleges the following:

1. Respondent James Brendan Hanley {(“Hanley”) first became registered with the
NASD as a general securities representative in December 1985, During his career in the
securities industry, Haniey has been registered with 18 NASD member firms. From
August 19, 2002 to September 2, 2003, Hanley was registered as a General Securities
Representative of Federal Street Investments, Inc. (“Federal Street™), a NASD member
firm.

2. Hanley was last registered with a NASD member firm on January 25, 2005.
Accordingly, NASD retains jurisdiction over Hanley pursuant to Article V, § 4 of the

NASD By-Laws until at least January 24, 2007,



FIRST CAUSE OF ACTION
EXCESSIVE TRADING
Violation of NASD Conduct Rules 2110 and 2310 and IM-2310-2
3. Paragraphs 1 through 2 are realleged and are incorporated by reference herein.
4. In or about August 2002, customer JB opened an account with Hanley at Federal
Street. At the time she opened the Federal Street account, JB had been a customer of
Hanley's for about one year.
5. Customer JB’s Federal Street new account form listed her account objectives as
speculation and trading profits and her investment knowledge as extensive. The new
account form also listed her net worth including her home as $500,000, and her liquid nct,
worth as only $50,000 - the amount of her annual income.
6. At the time she opened the Federal Street account, JB was a real estate agent in
her early 50’s who had recently lost approximately $100,000 in investments made by a
broker prior to Hanley, Further, during the time JB maintained an account at Federal
Street, her elderiy parents moved in with her, requiring JB to stop working for a period of
time. This fact, combined with her investment losses, age and small liguid net worth,
made JB unable to incur significant risk in her Federal Street account.
7. During the period January through August 2003, Hanley, while exercising
effective control over JB's Federal Street account, effected or caused to be effected
approximately 29 securities purchases in the account totaling $375,032.00, all as more
fully detailed in the account statements attached to this Complaint as Exhibit A and

incorporated herein by reference. During this same period, the average monthly equity in

customer JB’s account was $14,381.00.



8. At the beginning of January 2003, JB’s Federal Street account was worth
$19,257.95. Between Fcbrﬁary and May 2003, JB made three withdrawals from her
account, totaling $5,020.00. At the end of August 2003, JB’s account balance stood at
$13,142.90, giving her a $1,095.05 loss in her Federal Street account as a result of the
transactions effected by Hanley. .

9. At the same time Haniey’s trading was producing a loss for B, it also generated
approximately $20,589.70 in commissions to Hanley and Federal Street. As he received
60% of the commissions he generated at Federal Street, his trading in JB’s account
during the period resufted in $12,353.82 in income to Hanley.

10.  Hanley’s transactions in customer JB's account were excessive and unsuitable.
Specifically, Hanley turned over the equity in JB’s Federal Street account 26.08 times
during the perjod January through August 2003, or 39.12 times on an annualized basis.
Moreover, the volume of transactions placed by Hanley in JB’s account resulted in a
commission-to-equity ratio {converied to a percentage) of approximately 143% for the
period Jatyary through August 2003. Accordingly, JB's account would have had to earn
a 143% return during this period just to pay for the cost of the commissions generated by
Hanley’s yrading.

11.  Based on the foregoing conduct, Hanley violated NASD Conduct Rules 2110 and
2310 and M-2310-2. |

SECOND CAUSE OF ACTION

EXCESSIVE TRADING
Viplation of NASD Conduct Rules 2110 and 2310 and IM-2310-2

12.  Paragraphs 1 through 11 are realleged and are incorporated by reference herein.



13.  Inorabout April 2003, customer TS opened an account with Hanley at Federal
Street. At the time he opened the Federal Street account, TS had been a customer of
Hanley’s for approximately four years.

14, Customer TS’s Federal Street new account form listed his account objective as
speculation and his investment knowledge as moderate. The new account form listed
T8’s tiquid net worth as between $100,000 and $249,999 and his annual income as
between $75,000 and $99,999, The new account form does not, however, provide a
figure for TS’s total net worth.

15. At the time he opened the Federal Street account TS was 65 years old. Like JB,
TS had lost money on investments during the prior few years, and was interested in trying
to recoup some of these losses with Hanley at Federal Street. Given TS’s age and his
recent investment losses, however, he was not in the position to incur significant risk in
his Federal Street account.

16.  During the period April through August 2003, Hanley, while exercising effective
control over TS’s Federal Street account, effected or caused to be effected approximately
32 securities purchases in the account totaling $320,655.00, alt as more fully detailed in
the account statements attached to this Complaint as Exhibit B and incorporated herein
by reference. During this same period, the average monthly equity in customer TS’s
account was $38,655.00.

17. | The value of TS’s Federal Street account in April 2003 was approximately
$52,804.39. At the end of August 2003, the value of TS’s account stood at $46,534.91,
giving him a loss of $6,269.48 loss on his Federal Street account during the period April

through August 2003 as a result of the transactions effected by Hanley.



18. At the same time Hanley’s trading was producing a loss for TS, it also generated
approximately $26,142.00 in commissions to Hanley and Federal Street. As he received
60% of the commissions he generated at Federal Street, his trading in TS’s account
during the period resulted in $15,685.20 in income to Hanley. |

19.  Hanley’s transactions in customer TS's account were excessive and unsuitable.
Specifically, Hanley turned over the equity in TS’s Federal Street account 8.29 times
during the period April through August 2003, or 19.90 times on an annualized basis.
Moreover, the volume of transactions placed by Hanley in TS's account resulted it a
commission-to-equity ratio (converted to a percentage) of approximately 68% for the
period April through August 2003. Accordingly, TS's account would have had to earn a
68% return during this period just to pay for the cost of the commissim_ls generated by
Hanley’s trading.

20.  Based on the foregoing conduct, Hanley violated NASD Conduct Rules 2110 and
2310 and IM-2310-2.

THIRD CAUSE OF ACTION

EXERCISING DISCRETION IN CUSTOMER ACCOUNTS WITHOUT
WRITTEN AUTHORITY
Violation of NASD Conduct Rules 2110 and 2510(b)
21.  Paragraphs 1 through 20 are realleged and are incorporated by reference herein.
22.  During his tenure with Federal Street, Hanley regularly exercised discretion in at
least 11 customer accounts, In addition to the JB and TS accounts, Hanley exercised

discretion in accounts owned by customers BJ, JH, MW, RP, PS, AC, PE and GP.

Hanley also exercised discretion in JB’s IRA account.



23.  Noneof Hanley‘s Federal Street customers ever provided him with written
authorization to exercise discretion in their accounts. Further, none of Hanley’s accounts
was ever accepted as a discretionary account by Federal Street or its principals. |
24. By reason of the foregoing, Hanley violated NASD Conduct Rules 2110 and
25106(b).

PRAYER FOR RELIEF

WHEREFORE, Complainant respectfully requests:
A Findings of fact and conclusions of law that Hanley committed the violations
charged and alleged herein,
B. An order imposing appropriate sanctions upon Hanley in accordance with NASD
Procedural Rule 8310;
C. An order requiring Hanley to disgorge fully any and all ill-gotten gains and/or
make full and complete restitution, together with interest:
D. An order imposing such costs of any proceeding as are deemed fair and
appropriate under the circumstances in accordance with NASD Procedural Rule
8330; and
E. An order granting all further relief that is warranted under the circumstances.
Dated: April >| , 2005
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