FINANCIAL INDUSTRY REGULATORY AUTHORITY
OFFICE OF HEARING OFFICERS

DEPARTMENT OF ENFORCEMENT,

COMPLAINANT, DISCIPLINARY PROCEEDING
No. 2014041868001
V.
DENNIS A. MEHRINGER, JR. HEARING OFFICER --

(CRD No. 722569),

RESPONDENT.

COMPLAINT
The Department of Enforcement alleges:
SUMMARY

1. From July 2010 to August 2013, Respondent Dennis A. Mehringer, Jr. made
unsuitable recommendations that caused a customer to engage in excessively expensive short-
term trading and intra-day switching of mutual fund Class A shares, thereby violating NASD
Rule 2310 (for conduct prior to July 9, 2012) and FINRA Rules 2111 (for conduct on or after
July 9, 2012) and 2010. In addition, Mehringer violated NASD Rule 2510 and FINRA Rule
2010 by exercising discretion in the same customer’s accounts without obtaining the customer’s
written authorization and the firm’s approval to do so.

2. From March 2013 to at least May 2015, Mehringer also failed to fulfill his fiduciary
obligations to a charitable trust he had helped create when, as trustee, he violated the purported
charitable purposes of the trust; endangered the favorable tax treatment for donations to the trust;
temporarily held trust assets in his own name; and made a risky investment of trust assets

without conducting due diligence or taking reasonable steps to protect those assets. He also



provided false information to his firm when questioned about the use of assets from the trust. By
virtue of this conduct, Mehringer violated FINRA Rule 2010.

3. In addition, Mehringer settled a customer complaint in May 2014 without providing
notice to his firm, and later submitted false responses about the complaint and settlement in a
compliance questionnaire from his firm, which also violated FINRA Rule 2010.

RESPONDENT AND JURISDICTION

4, Mehringer has been in the securities industry since 1981. He has been registered
with thirteen FINRA member firms, and has been registered with Western International
Securities, Inc. since 2009.

FIRST CAUSE OF ACTION
Unsuitable Short-Term Trading and Intra-day Switching of Mutual Funds
(NASD Rule 2310 and FINRA Rules 2111 and 2010)

5. The Department realleges and incorporates by reference paragraphs 1-4 above.

6. Between July 2010 and July 2011, customer ES opened a total of six brokerage
accounts with Mehringer at Western International. These included personal, retirement, joint,
and business accounts.!

7. The investment objective for each of the six accounts was “growth.” None of them
had “trading” or “speculation” as a stated objective.

8. Mehringer solicited all or almost all of the transactions in ES’s accounts.

9. Mutual funds with front-end loads are unsuitable as short-term investments. Short-
term trading of mutual fund shares, such as purchases made with the intention to sell within one

year, are generally unsuitable due to the high cost of those securities.

! Enforcement will identify any customers by name in a separate filing.
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10. Mehringer repeatedly recommended, and caused ES to engage in, short-term
purchases and sales of 84 mutual fund Class A positions (involving the sale of shares within a
year of purchasing them) in five of ES’s accounts between July 2010 and August 2013. The
specific trades are identified in Attachment A.

11. In 47 of the 84 purchase transactions described in the preceding paragraph, ES paid
front-end sales loads ranging from four to five percent.

12. All but 17 of these 84 mutual fund positions were held for less than six months, and
approximately 35 of them were held for less than three months. Five were held for less than one
week.

13. Mehringer received $169,735 in commissions from the 84 transactions set forth in
Attachment A,

14. NASD Rule 2310, which was in effect until July 9, 2012, required that, in
recommending the purchase, sale, or exchange of a security, a member have reasonable grounds
for believing that the recommendation is suitable for the customer based on the facts, if any,
disclosed by such customer as to his other security holdings and his financial situation and needs.

15. FINRA Rule 2111, which became effective on July 9, 2012, requires that a member
or associated person have a reasonable basis to believe that a recommended securities transaction
or investment strategy is suitable for the customer, based on the information obtained through the
reasonable diligence of the member or associated person to ascertain the customer's investment
profile.

16. One requirement of the suitability obligation, as set forth in Supplementary Material
.05 to FINRA Rule 2111, is that an associated person must have a reasonable basis to believe,

based on reasonable diligence, that the recommendation is suitable for at least some investors.



17. Another requirement of the suitability obligation, as set forth in Supplementary
Material .05 to FINRA Rule 2111, is that an associated person who has actual or de facto control
over a customer account must have a reasonable basis for believing that a series of recommended
transactions, even if suitable when viewed in isolation, are not excessive and unsuitable for the
customer when taken together in light of the customer's investment profile.

18. Mehringer recommended the short-term mutual fund trading and the intra-day
mutual fund switching alleged above without reasonable grounds to believe that the
recommendations were suitable for ES in light of the frequency and nature of the transactions,
including the associated sales loads, based on ES’s investment objectives.

19. Given the long-term nature of Class A mutual fund share investments, along with the
sales loads incurred in connection with frequent trading and switching between the relevant
mutual funds and mutual fund families, Mehringer’s short-term trading and switching was also
unsuitable for any customer.

20. By virtue of the foregoing, Mehringer violated NASD Rule 2310 (for conduct prior
to July 9, 2012) and FINRA Rule 2111 (for conduct on or after July 9, 2012).

21. By violating NASD Rule 2310 and FINRA Rule 2111, Mehringer also violated
FINRA Rule 2010.

SECOND CAUSE OF ACTION
Unauthorized Exercise of Discretionary Authority
(NASD Rule 2510 and FINRA Rule 2010)
22. The Department realleges and incorporates by reference paragraphs 1-21 above.

23. Mehringer did not contact ES prior to every trade he made in ES’s accounts.

24. Mehringer did not have discretionary authority over any of ES’s accounts .



25. NASD Rule 2510(b) provides that registered persons may not exercise discretionary
power in a customer’s account unless the customer has given prior written authorization and the
account has been accepted by the firm in writing as a discretionary account. Mehringer failed to
comply with either of these conditions, and thereby violated NASD Rule 2510(b).

26. By violating NASD Rule 2510, Mehringer also violated FINRA Rule 2010.

THIRD CAUSE OF ACTION
Breach of Fiduciary Obligations as Trustee
. (FINRA Rule 2010)
27. The Department realleges and incorporates by reference paragraphs 1-26 above.

Establishment of the Mehringer Education Trust

28. In or about March 2013, Mehringer and his customer, JB, established what was the
Mehringer Education Trust (the Trust) for the putative purpose of funding scholarships and
educational expenses for underprivileged children at private schools in the Pasadena, California
area and to provide contributors with an opportunity to make tax-deductible charitable donations.

29. Mehringer created the Trust by creating a Trust Agreement using a form he
downloaded from the Internet. This was a generic trust document, and did not relate or refer in
any way to charitable purposes other than titling the document “Charitable Trust Known as
Mehringer Education Trust.” It established no criteria delineating who was eligible to receive
scholarships funded by the Trust and had no provisions restricting the use of Trust assets to
educational or charitable purposes or stating any charitable purposes for the Trust.

30. Mehringer designated himself as the settlor of the Trust and designated himself and
JB as the trustees.

31. Under the terms of the Trust Agreement, Mehringer had the right to receive the

income generated by the Trust and to withdraw the principal of the Trust.



32. Mehringer opened an account for the Trust at his firm, Western International, with
himself as the registered representative for the account. The Trust was designated as a non-profit
organization on the new account documentation generated by Mehringer.

33. An associate of JB initially funded the Trust by donating more than $1 million in
March 2013. Another associate of JB donated a total of more than $350,000 in October and
November 2014. These funds were all deposited into the Trust’s Western International account.

34, On July 22, 2015, over two years after the Trust had been founded and engaged in
various investments, disbursements, and other activities, Mehringer and JB executed an
amendment to the Trust Agreement (dated as of March 25, 2015) that for the first time
documented the purported charitable purpose of the Trust.

35. Mehringer breached his fiduciary obligation to the Trust by establishing it in such a
manner as to give himself potential ownership of the Trust’s assets and by failing to ensure that it
would fulfill its purported charitable purposes.

Mehringer’s Mismanagement of the Trust and Improper Use of Trust Assets

Payment of Tuition for JB's Children from Trust Assets

36. Between March 2013 and February 2015, Mehringer wrote six checks totaling
$154,310 to a private school in the Pasadena area from the Trust account at Western
International.

37. All or nearly all of the Trust’s disbursements for educational purposes were used to
pay tuition expenses for the children of Mehringer’s affluent co-trustee, JB. The Trust made no
disbursements for scholarships or any other support for underprivileged students.

38. Specifically, on June 10, 2013, Mehringer wrote a check for $3,750 from the Trust’s

account to the school to pay the summer school tuition for JB’s six children.



39. On July 11, 2013, JB’s wife forwarded Mehringer an email from the private school
regarding the $69,310 tuition due for their children with a cover message saying “[w]e need to
have a check sent to the kids’ school for tuition in the Amt below.”

40. That same day, Mehringer wrote a $69,310 check from the Trust’s account to the
same private school to pay the tuition for JB’s children.

41. Approximately one year later, on July 10, 2014, Mehringer wrote a check from the
Trust’s account for $69,500 to the same private school.

42. Mehringer did not obtain any receipts evidencing donations to the private school or
any other documentation indicating that any of the payments to the private school were
donations,

43, Mehringer violated his fiduciary obligations by using the Trust funds for non-
charitable purposes, thereby violating the intent of the Trust and endangering the tax exempt
status of the Trust and of donations to the Trust.

Purchase of Property in Alaska with Trust Assets and Personal Funds, and Commingling
of Funds

44, On June 19, 2013, Mehringer wired $123,880 from the Trust’s account at Western
International Securities to a title company in Alaska with the notation “FBO Dennis Mehringer.”
On the same day, he sent the same amount from his personal 401(k) account to the same title
company.

45. On June 19, 2013, Mehringer used the funds described in the previous paragraph to
purchase a condominium in Anchorage as a short-term investment. The condominium was
purchased solely in Mehringer’s name.

46. The purchase price for the condominium was $255,000.



47. Mehringer did not create any documentation evidencing any interest in the
condominium on the part of the Trust.

48. On August 26, 2013, Mehringer sold the condominium for $287,500, and received
net proceeds of $268,089.

49. On August 27, 2013, Mehringer wrote two personal checks to the Trust, one for the
$123,880 amount originally taken from the Trust for the purchase, and one for $10,164.56,
representing one-half of the profits from the transaction.

50. Mehringer breached his fiduciary obligation to the Trust by commingling his
personal assets with those of the Trust, and by holding title to the property in his own name.

Nursing Home Transaction

51. Mehringer used more than $128,000 of the Trust’s assets to make an ill-fated
investment involving a nursing home owned by one of his customers without conducting
adequate due diligence into the investment and without putting the invested funds into escrow.

52. On October 3, 2014, Mehringer wrote two checks payable to one of his customers,
MM, for $63,412 and $65,000 from the Trust’s account at Western International Securities.

53. MM was introduced to Mehringer by JB.

54. Mehringer intended to use the funds for the Trust’s purchase of a mortgage on a
nursing home owned by a partnership in which MM was a partner.

55. According to Mehringer, the funds were supposed to go into an escrow account, but
Mehringer failed to ascertain there was an escrow account, and instead sent the money directly to
MM.

56. MM deposited the funds into the partnership account.



57. Mehringer failed to obtain any documentation from the partnership that owned the
nursing home to evidence the purpose or receipt of the payments.

58. Mehringer failed to conduct due diligence (including conducting a title search) into
the nursing home, and thereby failed to discover that the partnership’s assets were subject to a
lien for unpaid payroll taxes.

59. The account into which the Trust’s funds were deposited by MM was subject to the
payroll tax lien which had been in effect and publicly disclosed prior to the time Mehringer sent
the Trust’s money to MM, and the funds could not be returned.

60. Mehringer breached his fiduciary obligation to the Trust and endangered its assets by
making an undocumented investment, by failing to conduct due diligence, and by failing to
ensure that the funds were being deposited into an escrow account.

61. By engaging in the conduct alleged in the Cause of Action, Mehringer failed to
observe high standards of commercial honor and just and equitable principles of trade, thereby
violating FINRA Rule 2010.

FOURTH CAUSE OF ACTION
Providing False Information to Firm Regarding Trust Proceeds
(FINRA Rule 2010)
62. The Department realleges and incorporates by reference paragraphs 1-61 above.

63. Mehringer made multiple misrepresentations to his firm regarding the payments from
the Trust alleged above to the private school attended by JB’s children. On October 27, 2014
Mehringer told his firm’s compliance department by email that the funds were donated to the
Trust to benefit underprivileged children. On November 4, 2014, he responded to a follow-up
email from compliance asking “How does the money [from the Trust] get to the underprivileged

children?” by saying “The money is sent to the schools where they attend as a scholarship.” In



another email, dated December 9, 2014, Mehringer represented that “Donations were made to the
[private] school....”

64. In or about April 2015, Mehringer responded to an inquiry by his firm regarding
activity in the Trust account. He falsely represented that the $69,310 check to the private school
written on August 17, 2013, was a donation to the school. As alleged above, the payment was
for tuition for the children of Mehringer’s co-trustee, JB.

65. By providing false information to his firm, Mehringer failed to observe high
standards of commercial honor and just and equitable principles of trade, thereby violating
FINRA Rule 2010.

FIFTH CAUSE OF ACTION
Settling Customer Complaint Away From the Firm
(FINRA Rule 2010)

66. The Department realleges and incorporates by reference paragraphs 1-65 above.

67. In or about March 2014, Mehringer’s customer MN instructed Mehringer to sell a
bond that MN owned in his account with Mehringer.

68. The bond was not sold until approximately one week after Mehringer was told to do
so by MN, by which time the issuer had declared bankruptcy and the price of the bond had fallen
drastically from the price at the time MN directed Mehringer to sell it.

69. On May 20, 2014, MN sent Mehringer an email stating, “I see the sale at our full
loss, now what?”

70. Mehringer responded the same date stating, “I am overnighting you a check for the
difference. The balance is classified as a ‘settlement of a legal claim’ and is NOT taxable

income.”
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71. Also on that same day, Mehringer sent a personal check to MN for $47,777.98. He
wrote “Settlement of Claim” on the memo line.

72. Mehringer did not disclose either the complaint or the settlement to his firm’s
compliance department or to his supervisor.

73. Western International’s written supervisory procedures specifically provided:
“Employees may not make payments to customers of any kind to resolve an error or
customer complaint. Errors and complaints must be brought to the attention of the
employee's designated supervisor.”

74. By settling customer MN’s complaint without notifying his firm, Mehringer failed to
observe high standards of commercial honor and just and equitable principles of trade, and
thereby violated FINRA Rule 2010.

Si1XTH CAUSE OF ACTION

False Responses to Compliance Questionnaire
(FINRA Rule 2010)

75. The Department realleges and incorporates by reference paragraphs 1-74 above.

76. On or about October 28, 2014, Mehringer completed his 2014 Annual Compliance
Questionnaire.

77. In response to item 3.1 under the heading “U4 Form Updates,” Mehringer responded
that he had promptly reported all written or oral customer complaints he had received while at
the firm to the firm’s compliance department.

78. This answer was false in light of Mehringer’s failure to disclose the May 2014

complaint by customer MN.
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79. In response to item 5 under the heading “Prohibited Practices,” Mehringer answered
“no” to the question “While associated with the firm, have you ever promised or actually paid
money to a client in connection with a securities transaction?”
80. This answer was false in light of Mehringer’s May 2014 payment to customer MN,
alleged in the preceding Cause of Action.
81. By virtue of the foregoing, Mehringer 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(s) 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, including that Respondent be required
to disgorge fully any and all ill-gotten gains, together with interest; and

C. order that Respondent(s) bear such costs of proceeding as are deemed fair and

appropriate under the circumstances in accordance with FINRA Rule 8330.

FINRA DEPARTMENT OF ENFORCEMENT

Date: December 16, 2016 /ﬂ/fzv’ %——

nathan Goldfnb, Senior Special Counsel
Lane Thurgood, Director
FINRA Department of Enforcement
15200 Omega Drive
Rockville, MD 20850
(301) 258-8532
jonathan.golomb@finra.org
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