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Enforcement Alert 

Settlement Sends Message That BD CEOs Can Be Sanctioned If They 
Overload Part-Time CCOs 

As published in BD Week, February 6, 2012. Reprinted with permission.  

Broker-dealers that use part-time CCOs who perform compliance functions at other firms, too, need to 
make sure those individuals aren’t so overloaded that they can’t do their jobs effectively. A recent FINRA 
settlement punctuated this message as the SRO leveled a $20,000 fine against a small firm’s president 
and CEO, and suspending him from principal duties for 30 days, because of supervisory failures — some 
of them related to possibly assigning too much work to the CCO. 
 
FINRA fined John Derek Lane, the president and CEO of Lane Capital Markets of Fairfield, Conn., 
citing him for ineffective delegation of supervisory responsibility and supervisory control violations, 
according to the Jan. 27 Letter of AWC. 
 
The important point raised in the settlement is that “the failure to fund and support compliance is a 
management problem. Not just a compliance problem,” said John Walsh, a partner in the Washington 
office of the law firm Sutherland Asbill & Brennan, and former chief counsel in the SEC's Office of 
Compliance Inspections and Examinations. 
 
Sylvia Scott, a partner in the Los Angeles office of the law firm Freeman, Freeman & Smiley, also saw 
a clear message being sent. 
 
“Given that part-time compliance officers are allowed under the rules and they are essential for the 
survival of small firms with limited financial resources, this should be a signal to small firms with clean 
records that the regulators have a zero-tolerance policy for inadequate supervisory systems. Small firms 
and their presidents need to make sure their compliance officers are up to the job and are devoting 
sufficient time to discharge their regulatory responsibilities,” Scott said. 

The Lane case 

The regulator said that from at least May 2009 through March 2010, Lane delegated all compliance-
related duties to a part-time CCO — identified in the settlement as “MS.”  Among the duties assigned MS 
were: drafting and amending the firm’s written supervisory procedures and being responsible for making 
sure the Greenwich, Conn. branch office was appropriately supervised. 
 
The two main reps at the Greenwich office “had significant histories and were the subject of Stipulated 
Agreements between the firm and the State of Connecticut’s Department of Banking conditioning their 
registrations as broker-dealer agents in Connecticut,” FINRA said. 
MS, who simultaneously worked as a compliance officer and/or FINOP at several other firms — 
“expressed reservations” about being able to adequately supervise those two reps as a part-time CCO, 
the settlement said. 
 
Lane was aware of MS’s reservations, FINRA said. “Despite these facts, Lane failed to take reasonable 
steps to follow up and ensure that his delegation of supervisory responsibility to MS was effective and to 
otherwise ensure that the Greenwich branch was appropriately supervised,” the regulator stated. 
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Branch office visits lacking 

The regulator indicates that MS didn’t visit that branch office enough. It said that from the time the branch 
office opened in May 2009 through March 2010, the CCO “only visited the branch approximately ten 
times.”  
 
Most of those visits were during a period when the office was being established. After that, MS’s visits 
“dropped dramatically, including during the summer of 2009, when the Greenwich branch was engaged in 
its first private placement offering at LCM,” the regulator said. 
 
Lane had been “on notice” about MS’s “infrequent” visits to the Greenwich branch and about WSP 
deficiencies, FINRA said. 
 
The regulator cited Lane for failing to maintain a system of supervisory control policies and procedures 
that: a) tested and verified that its supervisory procedures were reasonably designed and that b) created 
additional supervisory procedures where the need was identified by testing. 
 
Lane didn’t prepare an annual certification that the firm had processes to review and modify WSPs and to 
ensure that he met at least once with the CCO in the preceding 12 months to discuss those processes. 
 
Freeman’s Scott noted the severity of the sanction against Lane in light of the fact that he had no FINRA 
disciplinary history. 
 
“What is striking about the Lane settlement is that it is a “stand-alone” supervision case where no 
underlying violation has been alleged, and against the president of a small firm who has been in the 
securities industry since 1969 and has no FINRA disciplinary history,” Scott said. 
 

Madoff impact 

“Prior to Madoff, these types of facts might have been dealt with informally with a stern warning to correct 
the deficiency or risk severe sanctions the next time FINRA comes calling,” Scott added.  
 
Scott said it’s difficult to determine whether the sanction would have been as severe if the case had been 
litigated. 
 
She noted that FINRA’s Sanction Guidelines state that key considerations include whether the 
deficiencies allow violative conduct to take place or escape detection, and whether there’s recidivism. The 
Lane settlement doesn’t show whether such factors were present, “though it does point to an alleged 
systemic problem,” Scott said. 
 
Scott said FINRA and the SEC “frown” on part-time CCOs, and that they could be placed under 
heightened scrutiny.  
 
Walsh pointed out, “An outside CCO can bring independence and an outside perspective to the job. The 
question becomes, Are they spending enough time at the firm? Do they have enough knowledge of the 
firm to actually fulfill that role? There’s no, one right answer.” 
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Walsh further stressed: “If demands are being placed on a CCO without adequate resources to meet 
them, the CCO should definitely speak up to his or her management, and make sure they understand the 
situation they are in.” 


