FINANCIAL INDUSTRY REGULATORY AUTHORITY
OFFICE OF HEARING OFFICERS

LY

DEPARTMENT OF ENFORCEMENT, Disciplinary Proceeding
No. 2008014611101
Complainant,
V. Hearing Officer:
ARTHUR ALBERT HALLEEN, :
CRD No. 842624 COMPLAINT
Respondent.

The Department of Enforcement alleges:
SUMMARY

1. Over the span of more than two decades, Arthur Halleen took
approximately $337,000 from approximately 14 customers. In return for the money,
Halleen told customers he would invest in unspecified products and repay them with
interest -- usvally between 5 and 12 percent -- over time. Halleen failed to repay his
customers as he had promised. I{is customers complained to his broker-dealer, Waddell
& Reed, Inc., which terminated Halleen on September 12, 2008. In all, Halleen‘failed to
repay at least $260,000 of the money that was loaned to him by customers. |

2. By borrowing funds from customers, Halleen violated NASD Rule 2370
and, by virtue of that violation, NASD Rule 2110. In converting approximately $24,000
from at least one customer, Halleen violated NASD Rule 2110, In addition, by failing to
respond to two réqucsts for information and documents from FINRA, Halleen violated

NASD Rule 8210 and. by virtue of that violation, NASD Rule 2110.
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RESPONDENT |

3. Arthur Albert Halleen, CRD# 842624, was a registered representative with
Waddeéll & Reed, Inc. in its Pottsboro, Texas branch, from February 17, 1984 until
September 12, 2008. Since September 12, 2008, Halleen has not been associated with any
FINRA member. FINRA retains jurisdiction over Halleen pursvant to Art. 5, § 4, of the
FINRA By-Laws because the conduct that serves as the basis for this action commenged
prior to his termination from a member firm and this action is filed within two years after
the effective date of his termination from Waddel! & Reed.

STATEMENT OF FACTS

A.  Halleen Borrowed Approximately $337,000 from Fourteen
Customers and Failed to Repay Approximately $260,000

4. Since the early 1980s, Halleen borrowed money from approximately 14
customers of Waddell & Reed without getting permission from or informing Waddell &
Reed. ﬁy the time he was terminated from Waddell & Reed when the firm discovered
Halleen’s actions, Halleen had taken more than $300,000 in total from these customers
by telling them he would invest in unspecified products and unspecified ways outside of
their accounts at Waddeil & Reed, and then repay them at a specified rate of interest,
usually between 5 and 12 percent. Halleen also provided promissory notes to several of
the customers, setting forth the terms by which Halleen was to repay the customers for
the money they gave to him,

5. At the time of his termination from Waddell & Reed, and by his own
estimation, Halleen had repaid only approximately $70,000 of the money he had taken
from customers. Halleen did not repay more than $260,000 from what the customers

provided to him.



6. Halleen’s transactions with PC are an example of his private transactions
with Waddell & Reed customers. Halleen solicited pertodic loans from PC since
approximately 1984, in the total amount of approximately $44,000. Halleen executed a
series of promissory notes with PC over that time, by which Halleen promised to pay
back PC amounts ranging from approximately $17,500 to $2,000, at rates ranging from
10 percent to 15 percent per year. Halleen also provided a loan payment schedule to PC
that provided that Halleen would repay PC $80,799.97, which consisted of $44,339 in
principal and $36,460.97 in interest. At first, Halleen repaid PC by sending her payments
from his personal checking account at periodic intervals, for a total of $4,400. In
approximately January 2008, however, Halleen stopped repaying PC and told her he
wonld be unable to send her a payment because he was experiencing financial problems.

7. As angther example, in approxizﬁately 2007, CG, another Waddell &
Reed customer, loaned Halleen approximately $12,000 in exchange for three promissory
notes at approximately seven percent interest. As with PC, Halleen did not tell CG where
he was investing the money he borrowed from CG, but emphasized that the transaction
was not conducted through his broker-dealer. Halleen did not repay CG and; when she
asked him about repayment in the Fall of 2008, told her he could not talk to her.

8. Halleen also borrowed approximately $14,000 from JS and his wife,
Waddell & Reed customers, in approximately 2005. Halleen executed two promissory
notes with JS and his wife and told them it was a way for them to make extra money
outside of Halleen's broker-dealer. Halleen did not repay JS Vand his wife and stopped

returning IS’ calls when he was terminated by Waddell & Reed.



9, TG is another Waddell & Reed customer who gave money to Halleen. TG
and his ife had known Halleen for over 25 years. In early 2008, Halleen convinced TG
and his wife to give him $24,000, In return, Halleen provided TG with an unsecured
promissory note. Under the terms of the promissory nate, Halleen agreed to repay TG
and his wife at the rate of five percent within five years of the exectéﬁon of the note |
unless otherwise determined by mutual agreement. As with PC, CG, and JS, Halleen did
not tell TG where he was investing the money he borrowed from TG and his wife.
Halleen made no payments under \the note and, when TG asked Halleen to return his
money, Halleen apologized “for the mess” and said “it’s out of my control,” but refused
to repay TG and his wife. |

10.  On September 3, 2008, in response to a request from Waddell & Reed
inve-;stigating a customer complaint, Halleen faxed a schedule of customers to the firm's
Compliance Debamnent. The schedule purported to list, among other things, the
fourteen Waddell & Reed customers from whom Halleen took money, the amount of
money that Halleen took from each customer and the “current value” of the “account” for
each customer. According to Halleen’s schedule, fourteen customers had “invested™
approximately $337,000 with him, of which he claimed to have returncd approximately
$70,000. Inhis séhedule, Halleen estimated the “current value™ of his customers’
“accounts” to be approximately $726,000. A list of the fourteen customers.and the
amounts that Halleen stated that he botrowed from them is attached to the Complaint s

Attachment A,



B. Halleen Failed to Respond to Two 8210 Requests from FINRA

11.  On or about September 30, 2008, FINRA sent a letter to Halleen
requesting: (1) a signed statement regarding the allegations of executing promissory
‘notes in favor of clients set forth in his Form US; (2) copies of all correspondence and
memoranda relating to those transactions; (3) information regarding the use of the
promissory notes; (4) information regarding whether he disclosed the loans or received
approval for them from Waddell & Reed; (5) information concerning whether he solicited
clients of Waddell & Reed to provide loans; and (6) any other customer complaints he
received in the previous three years. FINRA issued these requests pursuant to Rule 8210.

12.  The September 30, 2008 letter was sent by certified mail and first class
mail to Halleen’s home address listed in the Central Registration Depository (“CRD")
System maintained by FINRA. As set forth in the letter, the deadline for Halleen to
respond to the 8210 requests was October 14, 2008. According to the signed retum
receipt, the letter was delivered on October 7 by the United States Postal Service (USPS).
The signature on the return receipt was not legible.

13, On or about October 20, 2008, Enforcement sent another letter to Halleen
requesting the same items requested in the September 30 letter, The October 20, 2008
letter also enclosed a copy of the September 30 letter. As with the prior letter, FINRA
sent the October 20, 2008 letter pursuant to Rule 8210 by certified mail and first class
mail to Halleen's home address listed in CRD. In the October 20, 2008 letter, FINRA
asked Halleen to respond to the original requests by November 3, 2008. According to the

signed return receipt, the letter was received by “A HALLEEN" on October 24, 2008,



14, Halleen has not responded in any way to either of Enforcement’s requests

for documents and information. _
C. Halleen Pleads Guilty to Misappropriating Funds from TG

15.  On August S, 2009, Haileen was indicted in the District Court for Grayson
County, Texas, for unlawfully appropriating money in the amount of $20,000 to
$100,000 from TG, by deception and with an intent to ciepﬁve TG of his property. On
October 15, 2009, Halleen pled guilty before the Grayson County, Texas Justice of the
Peace to violations of Title 7, Chapter 31.03(e)(5) of the Texas Penal Code, a third-
degree felony, for theft of property with a value between $20,000 and $100,000. Halleen
was sentenced to five years in the Texas state penitentiary, ordered to pay $25,000 in
restitution, and fined $2,500. Halleen is cumrently serving his prison sentence in the
Texas state penitentiary.

FIRST CAUSE OF ACTION

YIOLATION OF NASD RULES 2370 AND 2110
16.  The allegations set forth in paragraphs 1 through 15 are realleged and

incorporated by reference.

17.  NASD Rule 2370 provides that no person associated with a member in a
registered capacity may borrow money from any customer unless certain conditions are
met. First, the member must have written procedures allowing such persons to borrow
money from customers. Second, the borrowing must meet one of the followéng
conditions: (1) the customer is a member of the person’s immediate family; (2) the
customer is a financial institution regularly engaged in the business of providing credit,
finanéing, or loans, or other entity or person that regularly arranges or extends credit in

the ordinary course of business; (3) the customer and registered person are registered at



the same firm; (4) the lending arrangement is based upon a personal relationship with the
customer, such that the loan would not have been given had the customer and associated
person not maintained a relationship outside of the broker/customer ;'elaﬁonship; or(5)
the lending arrangement is based upon a business relationship outside of the broker-
customer relationship. |

18.  From 1985 until February 2004, Waddell & Reed prohibited its registered
representatives from borrowing money from custormers, without exception. This
complete prohibition was contained in the firm’s Compliance Manual. During the period
from February 2004 until Halleen’s termination, Waddell & Reed allowed its registered
representatives to borrow money from customers only after they first obtained written
authorization from the Compliance Department of the firm. This amended policy was
contained in the firm’s Compliance Manual during this time period. Halleen’s borrowing
from customers was not authorized by Waddell & Reed and was in direct violaﬁon of the
firm’s prohibition on such activities. In addition, Halleen's loans from his customers also
failed to meet any of the other four conditions of NASD Rule 2370. As a result, by
borrowing approximately $337,000 from approximately fourteen customers, Halleen
violated NASD Rule 2370. By violating Rule 2370, Halleen also violated NASD Rule

2110,



SECOND CAUSE OF ACTION
CONVERSION OF FUNDS

VIOLATION OF NASD RULE 2110

19.  The allegations set forth above in paragraphs 1 through 18 are realleged
and incorporated by reference.

20. Inearly 2008, Halleen persuaded TG to provide him with $24,000 in
return for an unsecured promissory note. Halleen made no payments under the note and
refused to return the $24,000 to TG when TG requested it.

21.  Halleen was indicted and charged with unlawfully appropriating between
$20,000 and $100,000 from TG, by use of deception and with intent to deprive TG of his
property.

22,  Halleen pled guilty in the District Court for Grayson County, Texas to a
third-degree felony, misappropriating property from TG, from whom he had taken
$24,000, through the use of deception and with the intent to deprive TG of his property.
Halleen way ordered to pay TG restitution in the amount of $25,000, fined $2,500, and
sentenced to five years in the Texas state penitentiary.

23. By converting $24,000 from TG, Hatleen violated NASD Rule 2110.

THIRD CAUSE OF ACTION
FAILURE TO RESPOND TO FINRA INVESTIGATIVE, REQUESTS

VIOLATION OF NASD RULES 8210 AND 2110
24.  The allegations set forth above in paragraphs 1 through 23 are realleged

and incorporated by reference.
25.  NASD Rule 8210 requires that members and persons associated with
members provide documents and information requested by FINRA in connection with an

examination or investigation.



26.  On or about September 30, 2008, FINRA Enforcement issued, pursuant to
Rule 8210, a letter requesting that Halleen produce documents and information relating to |
his borrowing of funds from clients of Waddell & Reed. The request letter was sent by
certified mail and first class mail to Halleen’s address listed in CRD. USPS returned a
signed receipt showing that delivery had been made of the certified leu& on October 7, |
2008. |

27.  Onor about October 20, 2008, FINRA sent a second letter pursuant to
Rule 8210, asking that Halleen respond to FINRA's ariginal request for documents and
information relating to his borrowing of funds from clients of Waddell & Reed. As with
the prior letter, FINRA sent the October 20, 2008 lettef via certified and first class mail to
Halleen’s home address listed in CRD. USPS returned a receipt signed by “A
HALLEEN" showing that delivery had been made of the certified letter on October 24,
2008, |

28.  Halleen failed to respond to either of Enforcement’s requests. By failing
to provide documents and information requested by Enforcement pursuant to Rule 8210,
Halleen violated NASD Rule 8210. By virtue of these violations, Halleen also violated
NASD Rule 2110.

PRAYER
WHEREFORE, the Department of Enforcement respectfully requests that the Panél:

A.  order that one or more of the sanctions provided under FINRA Rule

8310(a), including monetary sanctions, be imposed;



Dated:

order that Haileen bear such costs of the proceeding as are deemed fair

and appropriate under the circumstances in accordance with FINRA Rule

8330; and

impose any other fitting sanction.

April 5,2010

Respectfully submitted,

%

Thomas B. J&wson, Vice President and
Chief Counsel

Daniel D. McClain, Director

Department of Enforcement

FINRA

1801 K Street, NW, Suite 800

Washington, DC 20006

daniel. mcclain@finra.org

Telephone: (202) 974-2862

Fax: (202) 721-8389
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ATTACHMENT A
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1B $14,000
PC $20,000
7)) $8,000
DG $12,000
TG $54,000
LG £15.413
Y] $8,000
DM $9,500
DeM $74,000
KO $20,000
PS $41,861
1S 14,000
LT $20,000
TOTAL $336,774
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