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COMPLAINT
The Department of Enforcement alleges:

SUMMARY

1. In or about December 2007, Respondent Douglas R. Smith, without the
knowledge, authorization or consent of customer PD, caused the entire surrender and liquidation
of a variable annuity held in PD’s IRA account, valued at $292,121.68, and he used the proceeds
to purchase a variable annuity issued by another company in the amount of $286,558.35. To
effect these unauthorized transactions, Smith forged PD’s signature and/or initials on five
documents he completed or caused to be completed, which were required to process the new
variable annuity.

2. By virtue of this conduct, Smith violated NASD Conduct Rule 2110.
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RESPONDENT AND JURISDICTION

3. Douglas R. Smith first became registered with FINRA as a Direct Participation
Programs Representative (DR) in 1989, an Investment Company Products and Variable
Contracts Representative in 1990, a General Securities Representative (GSR) in 1992, and a
General Securities Principal (GSP) in 2005. From October 31, 2005 through January 25, 2008,
Smith was registered with FINRA through Independent Financial Group, LLC (the Firm) as a
GSR and GSP, and as a DR, from November 11, 2005 through January 25, 2008. From
December 16, 2008 through on or about April 30, 2009, Smith was registered as a GSR, GSP
and DR through another member firm. Since his termnination on Aprii 30, 2009, Smith has not
been associate& with a member firm.

4. Pursuant to Article V, Section 4 of FINRA's By-Laws, FINRA retains jurisdiction
over Smith by filing this complaint within two years of the effective date of his termination from
tile Firm, on January 25, 2008, and based on conduct that commenced prior to the termination.

GENERAL ALLEGATIONS

5. In September 2003, while Smith was the broker of record for customer PD’s [RA
account at a member firm, Smith sold PD a variable annuity for his account. On or about
September 12, 2003, PD contributed a premium payment towards the variable annuity
investment in the amount of $115,000.00.

6. In October 2005, Smith became associated with the Firm. Subsequently, in
November 2005, PD transferred his IRA account to the Firm, with Smith acting as ﬂle broker for
his account and PD’s variable annuity investment.

7. On: or about May 17, 2006, PD contributed another premium payment towards the

variable annuity investment in the amount of $104,000.00.



8. As of December 2007, the total amount of premiums PD had coniributed to his
variable annuity was $219,000.00.

9, On or about December 10, 2007, without PD’s knowledge, authorization and
consent, Smith completed, or caused to be completed, documents to surrender and liquidate PD’s
variable annuity and to use the proceeds to purchase a variable annuity. issued by another
insurance company.

10.  In connection with these unauthorized transactions, Smith, without PD’s
knowledge, authorization and consent, affixed or caused to be affixed PD’s signature and/or
initials on the following documents: i) an annuity application form used to apply for the new
varigble annuity contract; ii) an IRA, 403(b) Direct Rollover form used to liquidate PD’s variable
annuity and transfer the proceeds to a variable annuity contract in an IRA account with another
company; iii) a form used o select the sub-account to allocate PD’s funds under the new vartable
annuity contract; iv) a form for California residents age 60 or older which provided notice to the
customers purchasing variable annuity contracts about the 30-day period Witﬁin which a
customer could return the policy, as well as other information, including options for investing
their purchase payment during this 30-day period; and v) a form which provided noticéto the
applicant regarding the replacement of a life insurance policy or annuity and which stated that
the applicant should make sure they understand the facts, including a careful comparison of
existing benefits and proposed benefits.

t1.  Inaffixing or causing to be affixed PD’s signature on the IRA, 403(b) Direct
Rollover form as described above in paragraph 10, Smith stamped the document with the Firm’s
medallion signature guarantee stamp and placed his signature on the sta:ﬁp signature line. This

had the effect of, among other things, guaranteeing that PD’s signature was genuine.



12.  Smith, without the knowledge, authorization and consent of PD, submitted or
caused to be submitted the documents described above in paragraphs 10 and 11, to swrender and
liquidate the original variable annuity and to purchase another variable annuity.

13.  Onor about December 13, 2007, PD’s variable annuity, initially purchased in
September 2003, was redeemed at a value of $292,121.68. PD was assessed a surrender charge
n the amount of $5,200.00 and an annual fee in the amount of $363.33, and the net proceeds of
$286,558.35 were directed to the insurance company issuing the new variable annuity.

14, On or about December 17, 2007, the insurance company issued a new variable
annuity contract for PD’s IRA account in the amount of $286,558.35.

15, On or about December 20, 2007, the insurance company mailed the new vaﬁ;l;le
annuity contract and other documents to Smith’s office address in Westlake Village, California.

16.  On or about December 24, 2007, PD first became aware of the unauthorized
transactions effected in his account by Smith, when he received correspondence from the
insurance company notifying him that his original variable annuity had been surrendered and
replaced by a contract issned by another insurance company. The insurance company issuing the
new variable annuity contract also sent PD corresp-ondence regarding the replacement variable
annuity contract. PD subsequently contacted both insurance companies to determine the location
of his funds.

17.  Between January 2, 2008 and January 4, 2008, PD had discussions with the
insurance company issuing the new variable annuity wherein he notified personnel that: i) he was
unaware of the transactions to surrender his variable annuity and replace it with anothér variable

annuity; ii) he did not authorize the transactions; 1ii) he did not sign the documents authorizing



the exchange and the signatures on the paperwork were forgeries, including the document where
his signature was guaranteed; and iv) he wanted the transactions reversed.

18.  On or about January 4, 2008, the insurance company issuing the replacement
variable annuity contract sent two letters: (i) one letter was sent to PD which acknowledged his
complaint and the allegations that he neither authorized nor signed documents to swurender his
variable annuity and replace it with a new variable annuity issued by another company and the
letter provided instructions on how PD could comply with the company’s investigation into the
matter; and (i} one letter was sent to Smith which requested he to respond to PD’s allegations
that the variable annuity exchange was done without PD’s knowledge and authorization, and that
PD did not sign the documents to authorize the transactions.

19.  On or about January 7, 2008, compliance staff at Smith’s firm first became aware
of PDY’s complaint and allegations against Smith from personnel at the insurance company
responsible for issuing the new variable annuity contract.

20.  Afier the Firm had been notified of PD’s complaint on or about January 7, 2008,
Smith contacted his supervisor at the Firm and informed her that he had signed PD’s signature on
documents and processed a variable annuity exchange without PD’s authorization.

21, Onor about January 25, 2008, Smith’s firm discﬁarged him and reported on his
Form US that he had “instituted unauthorized trades in [a] client’s account and signed [a] client’s
name on various mvestment documents.” f

22, Asaresult of PD)’s complaint, and his request to reinstate his original variable
annuity contract, in February 2008, the purchase transaction was reversed, and PD’s original

variable annuity contract was fully restored in the amount of $292,121.68.



23.  In February 2008, the insurance company also recaptufed the commission amount
of approximately $11,462.33, which had been paid to Smith’s firm, on or about December 24,
2007 , for the purchase of the variable annuity. Additionally, in or about January or Fel;ruary
2008, Smith’s firm deducted approximately $10,316.10 from Smith’s eamings, which would
have been Smith’s share of the commission from the unauthorized transactions on behalf of PD.

FIRST CAUSE OF ACTION
TUNAUTHORYZED TRANSACFIONS

(Violation of NASD Conduct Rule 2110)

24.  The Department realleges and incorporates by reference paragraphs 1 through 23
above.

25. In or about December 2007, without customer PD’s knowledge, authorization or
consent, Smith effected the surrender and liquidation of a variable annuity valued at
$292,121.68, in PD’s IRA account, and used the proceeds to purchase for PD’s IRA account a
variable annuity issned by another insurance company in the amount of $286,558.35.

26.  Executing unauthorized transactions without a customer’s knowledge,
~ authorization and consent, constitutes conduct inconsistent with high standards of com.mercial
honor and just and equitable principles of trade. The aforementioned acts, practices and conduct
constitute separate and distinct violations of NASD Conduct Rule 2110.

SECOND CAUSE OF ACTION
FORGERY
(Violation of NASD Conduct Rule 2110)

27.  The Department realleges and incorporates by reference paragraphs 1 through 26

above.



28.  To effect the unauthorized variable annuity transactions for his customer, in or
‘about December 2007, Smith, without the knowledge, authorization and consent of PD, affixed
or caused to be affixed customer signatures and/or initials of PD on variable annuity documents
requiring the customer’s signature and/or initials, as more fully described in paragraphs ¢
through 12 above.

29.  Affixing or causing to be affixed signatures and/or initials of a customer on
documents related to variable annuity transactions, without a customer’s knowledge,
authorization and consent, constitutes conduct inconsistent with high standards of comﬁmiﬂ
honor and just and equitable principles of trade. The aforementioned acts, ﬁmtices and conduct
constitute separate and distinct violations of NASD Conduct Rule 2110.

RELIEF REQUESTED
WHEREFORE, the Department respectfully requests that the Panel:

A. order that one or more of the sanctions provided under FINRA Rule 8310(a),

including monetary sanctions, be imposed; and

B. order that the Respondent bear such costs of proceeding as are deemed fair and

appropriate under the circumstances in accordance with FINRA Rule 8330.
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