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I

Respondent is barred from associating with any FINRA registered firm in
any capacity for misappropriating customer funds, in violation of FINRA
Rules 2150(a) and 2010; and failing to appear for testimony, in violation of
FINRA Rules 8210 and 2010.

Appearances

Steven F. Korostoff, Esq., for the Department ofEnforcement.

No appearance by or on behalf of Paul David Arnold.

DECISION

I. Introduction

The FINRA Department of Enforcement ("Enforcement") filed the attached Complaint

with the Office of Hearing Officers on April 17,2013. The Complaint charges Respondent Paul

David Arnold with: (1) misappropriating $173,000 from a customer by obtaining checks signed

in blank and making them payable to Respondent's family members, in violation of FINRA

Rules 2150(a) and 2010; and (2) failing to appear for testimony, in violation of FINRA Rules

8210 and 2010.

Respondent defaulted by failing to answer or otherwise respond to the Complaint.

Accordingly, on July 10,2013, Enforcement filed a Motion for Entry of Default Decision



("Default Motion"). The Default Motion is supported by the Declaration of Steven F. Korostoff,

Esq., (''Decl.") and eleven attached exhibits.' Enforcement served Respondent with a copy of the

Default Motion by first-class mail and certified mail sent to his CRD address and an address

Enforcement obtained from the United States Postal Service (the "Alternate Address"). 2

Respondent did not respond to the Default Motion.

II. Procedural History

On April 17,2013, Enforcement served the Complaint and the First Notice of Complaint

on Respondent by mailing them to his most current residential address recorded in the Central

Registration Depository ("CRD") and the Alternate address.' Enforcement mailed the

Complaint and First Notice of Complaint by first-class mail and certified mail, return receipt

requested.4 The return receipt for the certified mailing to the Alternate address was signed by

"D. Arnold" on April 23, 2013.5 Respondent did not respond to the Complaint by the deadline

specified in the Notice of Complaint.6

On May 17, 2013, Enforcement served a Second Notice ofComplaint on Respondent by

mailing it to his CRD address and the Alternate Address by first-class mail and certified mail,

return receipt requested.7 The return receipt for the certified mailing to the Alternate address was

signed by "n. Arnold" and was undated: Respondent did not respond to the Complaint by theU

deadline specified in the Second Notice of Complaint.'

-I Enforcement's exhibits are labeled CX-1 through CX-11.
2 DeC1.1126.

' M 11 17; CX-3.
4/d
5 M 120; CX-5.
6 ld 1124.
7 Id 1125; CX-8.
8 Id 1127; CX-10.
9 /d 1130.

2



III. Findings of Fact and Conclusions of Law

The Hearing Officer deemed the allegations in the attached Complaint admitted pursuant

to FINRA Rules 9215(f) and 9269(a).

A. Respondent

Respondent was first registered with a FINRA member firm in 1992. Between

September 1995 and September 2011, he was registered as a General Securities Representative

with Raymond James & Associates, Inc. ("Raymond James").'0

On September 6, 2011. Raymond James filed a Uniform Termination Notice for

Securities Industry Registration ("Form U5") for Respondent, disclosing that his employment

was terminated for failing to cooperate with the Firm's internal review into the improper transfer

of funds out of a customer account. ?, Respondent has not been associated with a FINRA

member finn since Raymond James filed the Form U5.'2

B. Jurisdiction

FINRA has jurisdiction over this disciplinary proceeding, pursuant to Article V, Section 4

ofFINRA's By-Laws, because (1) the Complaint was filed within two years after FINRA

terminated Respondent's registration, and (2) the Complaint charges him with misconduct that

occurred while he was registered with a FINRA member firm, and with failing to respond to

Enforcement's requests for testimony made during the two-year period following the termination

of his FINRA registration."

IOCX-l.

" CX-2.
12 CX-1.
?? See Article V, Sec. 4 (a), FINRA By-Laws, available at www.finra.org/Rules  (then follow "FlNRA Manual"
hyperlink to "Corporate Organization: By-Laws").

3



C. Respondent Misappropriated Customer Funds

The first cause of action alleges that Respondent misappropriated  customer funds, in

violation of FINRA Rules 2150 and 2010. FINRA Rule 2150(a) prohibits associated persons

from misappropriating customer securities or funds. A violation ofthis rule constitutes a

violation of FINRA Rule 2010.

Here, the Complaint alleges that between May 2010 and April 2011, Respondent

transferred $242,000 from the brokerage account ofhis customer, JF, an 88-year-old widower. to

a bank account in JF's name. JF trusted Respondent, and authorized him to help handle JF's

finances and pay JF's bills.

Following the transfer of the funds, Respondent had JF sign blank checks from the bank

account. Respondent then filled in the name of the payee and the amount on each check. JF

thought the blank checks were being used to pay his bills. However, many ofthem were not.

Instead, Respondent wrote 13 checks, totaling $173,000, and made them payable to

Respondent's wife and son, without JF's authorization.

The Hearing Officer finds that the foregoing facts establish that Respondent

misappropriated $173,000 in customer funds, in violation of FINR.A Rules 2150(a) and 2010.

D. Respondent Failed to Appear for Testimony

The second cause of action alleges that Respondent failed to appear and testify at an on-

the-record interview ("OTR"). Enforcement sought his testimony in connection with its

investigation of the allegations in the first cause of action regarding misappropriation of

customer funds.?4

14 Compl. 1120.
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On December 18, 2012, Enforcement sent Respondent a Rule 8210 request to appear for

an OTR on January 4, 2013:S Enforcement sent the request letter by first-class mail and first-

class certified mail to his CRD address and the Alternate Address.'6 On January 2,2013,

Respondent sent Enforcement an email stating that he would not attend the OTR.'7 Enforcement

replied to the email, warning Respondent that a failure to appear and testify would subject him to

sanctions, including a possible bar from the securities industry. '8 Respondent did not respond to

the email and did not appear for the OTR?

On January 10, 2013, Enforcement sent a second request to Respondent to appear for an

OTR, this time on January 23, 2013.20 Enforcement again sent the request letter by first-class

mail and first-class certified mail to his CRD address and the Alternate Address:1 The return

receipt for the certified mailing to the Alternate address was signed by "D. Arnold" and was

dated January 14, 2013. Again, Respondent did not appear for the OTR as requested.23 22

Based on the foregoing, the Hearing Officer concludes that Respondent violated FINRA

Rules 8210 and 2010.

IV. Sanctions

A. Misappropriation of Funds

Respondent misappropriated $173,000 from customer JF. Respondent acted

intentionally, transferring the funds to his family members without customer JF's authorization.

15 Id
16 Id. 121.
,7 Id 1 23.
's /d. 1124.
19 Id li 25.
20 /d. 1126.
2? /d 11 27.
22 M 1128.
23 Id. 1129.
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Although the FINRA Sanction Guidelines ("Guidelines") do not contain recommended

sanctions for "misappropriation" of customer funds, the guideline for "Conversion or Improper

Use ofFunds or Securities" provides appropriate guidance. The guideline defines conversion

"generally [as] an intentional and unauthorized taking of and/or exercise of ownership over

property by one who neither owns the property nor is entitled to possess it."?4 Here,

Respondent's intentional and unauthorized taking ofcustomer JF's funds amounted to

conversion. The guideline states that a bar is standard for conversion, regardless of the amount

converted.25 There are no mitigating factors in the record that would warrant consideration of a

lesser sanction. Accordingly, the Hearing Officer determined that a bar is the appropriate

sanction for this violation.

B. Failure to Appear for Testimony

A violation of Rule 8210 is serious because Rule 8210 is a key element in FINRA's

oversight function that allows FINRA to carry out its regulatory functions without subpoena

power.26 When an individual fails to provide information, FINRA's ability to perform its

regulatory functions is subverted. For these reasons, the Sanction Guidelines recommend a bar 27

when a respondent fails to respond in any manner to Rule 8210 requests to appear for an OTR. 28

Here, Respondent failed to appear for an OTR, despite two requests. There is no evidence of any

mitigating factors that would justify a sanction less than a bar. Accordingly, the Hearing Officer

determined that a bar is the appropriate sanction for this violation.

24 Guidelines 36, n.2 (2011), available at www.finra.org/sanctionguidelines.
25 Id. at 36.
26 Howard Brett Berger, Exchange Act Rel. No. 58950,2008 SEC LEXIS 3141 (Nov. 14,2008); Joseph G. Chium,
Exchange Act Rel. No. 42359,2000 SEC LEXIS 112, at *16 (Jan. 28,2000).
27 Joseph P. Hannan, Exchange Act Rel. No. 40438,1998 SEC LEXIS 1955, at *9 (Sept. 14,1998).
28 Guidelines 33.
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V. Order

Paul David Arnold is barred from associating with any FINRA member firm in any

capacity for misappropriating customer funds, in violation of FINRA Rules 2150(a) and 2010.

He is also barred for failing to appear for testimony, in violation of FINRA Rules 8210 and 2010.

The bars shall become effective immediately if this Default Decision becomes the final

disciplinary action of FINRA.29

GM 

.1?t??r
a Nelson Bloom

Hearing Officer

Copies to: Paul David Arnold (via electronic and first-class mail)
Steven F. Korostoff, Esq. (via electronic and first-class mail)
Richard Chin, Esq. (via electronic mail)
Mark P. Dauer, Esq. (via electronic mail)
Jeffrey D. Pariser, Esq. (via electronic mail)

29 The Hearing Officer did not order Respondent to pay restitution because the customer has already sought and
obtained treble damages from Respondent in arbitration. Although Respondent has not paid the award, the customer
currently has ajudgment against him, and Respondent has already been suspended from the securities industry for
failing to pay the award, pursuant to FINRA Rule 9554.
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FINANCIALINDUSTRYREGULATORYAUTHORrIY

OFFICE OFNEARTNG OFFICERS

Department of Enforcement,

Complainant,

V.

Paul David Arnold DISCIPLrNARY  PROCEEDING
(CRD No. 2278472), No. 2011029210401

Respondent.

COMPLAINT

The Department of Enforcement alleges:

SUMMARY

1. Du?ng the period ofMay 2010 to Apri12011 (the URclevant Pe?od"), while

regisDered with Raymond James & Associates, Inc. (the *'Firm"), Paul David Arnold ("Arnold"

ornmadear,M.MWA#Mda.dauamdrIIaWEMJ8.ENdalycuaoaaWMNag?F

sign blank checks that Arnold later made payable to his own wife and son without mrthoriz?tion

from JF. In doing so, Arnold misappropriated  and misused $173,600 in customer flmds, in

violation ofFINRA Rules 2150(a) and 2010.

2. In connection with its investigation into Arnold's misconduct, Enforcement

mestedm-atto FINRARWe 8210thatheappearaaa Mvidemdmmoamaepamte

occasions. Arnold failed ?o do So, in violation ofFINRA Rules 8210 and 2010.



-
RESPONDENT AND JURISDICI?ON

3. Arnold first entered the securities industry in 1992. In June 1992? Arnold became

employed with a FINRA-regulated firm, where he became registered in October 1992. Arnold

remained at that firm until September 1995. At that time, Arnold became employed at the Firm's

Largo, Florida branch office and registered with F[NRA through the Finn.

4. On September 6,2011, the Firm filed an initial Form U-5 reporting that Arnold's

employment had been terminat?d on August 9,2011 for ?failure to cooperate with Ithe] Firm's

internal review" in connection with a letter the Firm received alleging that Arnold had colluded

with another customer to im?nwy?ly transfer funds out of'JF's account Arnold has not been

Med or associated with a FINRA-regulated firm since the temlination ofhis mgistration on

September 6, 2011.

5. On November 8, 2011, the Firm filed an amended Form U-5 for Arnold

disclosing a separate customer complaint alleging unsuitable investment recommendations that

was not previously disclosed on his Form U-5 nor related to his mrmination from the Firm.

6. Although Respondent is no longer registemd or associated with a FINRA

member, he remains subject to FINRA'sjurisdiction for purposes ofthis pr--?1:-g, pursuant ?
Article V, Section 4 of FINRA's By-Laws, because (1) the Complaint is being filed within two

years after the effective date of?erminntion ofRespondent's registration with the Firm, namely,

September 6, 2011; and (2) the Complaint charges him with misconduct committed while he was

registered or associated with a FINRA member and with failing to appear for on-the-mcord

testimony dining the two-year period afber the date upon which he ceased to be registered or

associated with a FINRA member.
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FIRST CAUSE OF ACTION

Misappropriation  amd Misuse of Fu?ds hm a Customer of His Firm Employer

(FINRA Rules 2150(a) and 2010)

7. Enforcement realleges and incorporates by reference paragraphs l to 6 above.

8. JF, an 88-year-old widower, opened a brokerage account at the Firm (the *?RJA

Account") in July 2009. Arnold was the broker fbr the RJA Acco?mt.

9. Prior to opening the RJA Account, JF had a brokerage account at Firm A and a

bank account at a bank affiliated with Firm A (the ?Bank Account").

10. In July 2009, within days after opening his RJA Account, JF transferred securities

from the brokerage account at Firm A to his RJA Account.

11. JF trusted Arnold, and during the next two years, mrthorimd Arnold to help him

handle his finances, specifically to use the Bank Account to pay JF's bills.

12. During the period ofMay 2010 to April 2011, approximately $242,000 was

transfmed from the RJA Account tothe Bank Account.

13. Following these transfers, Arnold had JF sign blank checks from the Bank

Account, which Arnold later filled in with the name of the payee and the amount ofthc check.

14. Jfth ought the blank checks that Arnold had him sign were being used to pay JF's

bills. While some ofthese checks were used to pay JF's bills, many of them were not Instead,

dwwthe Relevaat Pdoi Amoldmade those other Cbecb Mbleto hism raailymembem

without authorization from JF.

15. Nine ofthe checks totaling $82,600 were made payable to Arnold's wife, and her

name appeamd on the back of these checks as the endorsee. Another four checks totaling

3



$91,000 were made payable ?o Arnold's son? and his son's name appeared on the back ofthese

checks as the endorsee.

16. JF did not authorize Arnold to make these 13 checks payable to his wife and son.

The total monetary amount of these checks was $173,600.

17. FINRA Rule 2150(a) states that U[n]o member or person associated with a

member shall make improper use ofa customer's securities or funds." An associated person

improperly uses funds where he or she fails to apply the funds or uses the funds for some

purpose other than as directed by the customer. Improper use ofcus?mer funds rises to the level

ofmisappropriation  when the associated person intends permanently to deprive the customer of

the use ofhis funds. Misappmpriation ofcustomer funds also violates FINRA Rule 2010, which

requires members and associated pemons to "observe high standards of commercial honor and

just and equitable principles oftrade" in conducting their business.

18. By reason ofthe fomgoing, Arnold misappmpriated and misused $173,600 in

customer funds by making each of the 13,?*A?. discussed above payable to his wife or his son

without customer JF's authorization. The acts, practices, and conduct described above constitute

sepamte and distinct violations of FINRA Rules 2150(a) and 2010.

SECOND CAUSE OF ACTION

Failure to Comply with One or Mere Requests to Appear and Provide Testimony

(FINRA Rides 8210 and 2010)

19. Enforcement realleges and incorporates by mference pamgraphs 1 to 18 above.

20. By a letter dated December 18, 2012 (the "December 18th Letter"), Enforcement

requested pursuant to FINRA Rule 8210 that Arnold appear and testify at FINRA's office at One
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World Financial Center in New York at 10:00 a.m. on Janu?y 4, 2013, in connection with its

investigation into the misconduct alleged herein-

21. Enforcement sent the December 18? L?tter bycertified first-ctassmail, mtum

receipt reques?ed, and regular first-class mail to Arnold's last Imown address as reflected in the

CRD (the "CRD Address"). In addition, Enforcement sent copies of the letter by certified mail,

return receipt requested, and regular first-class mail to Arnold's current address (the ''Current

Address") according to the U.S. Postal Senrice (?USPSD.

22. The USPS returned the return receipt card for the December 18? Letter sent to

Arnold's CRD Address to Enforcement ?e retu?n receipt card was signed by D. Arnold and

was dated December 27, 2012- The USPS also ret?ned the copy ofthe December 18'h Letter

sent ?o the CRD Address by regular first-class mail, with a label affixed to the envelope

indicating that Arnold's Correspondence should be addressed to the Current Address. In

addition? the USPS returned the copy oflhc December 18* L?ter sent to the Curmnt Address by

certifed mail, return receipt requested, with a label afTixed to the envelope indicating that it was

??mclaimed." The copy ofthe December 180, Letter sent by first-class mail to the Current

Address was not returned to Enforcement.

23. In r? ? ?nse to Enfbrcement's December 18?h Letter, Arnold sent an e-mail dated

January 2, 2013, indicating that he would not be attending the on-the-Iecord interview (UOTR?

scheduled for January 4, 2013. In this e-mail, Arnold did not request to mschedule the OTR for

another date or time.

24. On January 3, 2013, Enforcement staffmsponded  to Arnold by e-mail, advising

him that, since he had not requested and FINRA had not a?ed to reschedule the OTR, he was

still obligated to appear and provide testimony on January 4,2013. Staff also advised him that if
5



he failed to ?pp?. and testify on that date and at that time he would be in default and be subject

to sanctions, including a possible bar from the securities industry. Furthermore, Enforcement

staff indicated that it would be willing ?o make alternate arrangements lo conduct the OTR, but

that, unless and until FINRA agmed to reschedule his OTR, he would remain obligated to 4??
and testify on January 4,2013.

25. Arnold did not respond to Enfo?ement's Janua? 3?d e-mail and did not appear or

pmvide testimony on January 4,2013 as requested.

26. By a letter damd January 10, 2013 (the ?amlary 10? Let?ef?), Enfomement

advised Arnold that he failed to ?pp?m and provide testimony as requested in the December 18th

Letter and that he was, therefom, in default ofa FINRA t?quest fbr ?timony. The January 10?

Letter requested pursuant to FINRA Rule 8210 that he 
?ppcm and provide testimony at FINRA's

ofEce at One World Financial Center inNew York at 10:00 a.m. on January 23,2013.

27. Enforcement sent the January 10* Letter by certified first-class mail, return

Mceipt reqv,?? and regul? first-class mail to the CRD Address. In addition, Enforcement sent

copies ofthe January 10*h Letter by certified mail, return I?ceipt reques?ed, and ?egul? first?class

mail to Arnold's Current Address. Enforcement also sent a scanned copy of the January 10?

Letter by e-mail to Arnold's e-mail address.

28. The USPS ?umed the copies of lhe January 10? Letter sent to the CRD Add??ss

by certified mail and first-class mail, with labels affixed to the envelopes indicating that Arnold's

correspondence should be addressed to the Current Address. The USPS returned the return

receipt card ibr the copy of the Jamtary 10* Let?er sentto the Current Address to Enfo??ement

The return receipt card was signed by D. Arnold and was dated Ja?uary 14, 2013. The copy of
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the January 10? Letter sent by mgular first-class mail to the Current Address was not returned to

Enforcement.

29. Arnold did not respond to the January 10? Letter and did not appear or pmvide

testimony on January 23, 2013 as requested.

30. FINRA Rule 8210(a) provides, in relevant part, that FINRA -shall have the right

to mquim a member, person associated with a member, or person subject to FINRA's jurisdiction

to pmvide information... and to testify at a location specified by FINRA staff... with respect

to any matter involved in the investigation, complni*t* examination, or proceeding."

31. FINRA Rule 8210(c) states that ?no member or person shall fail to Bovide

infbrmation or testimony or to permit an inspection and copying of books, records, or accounts

pursuant to this Rule."

32. By reason ofthe foregoing, Arnold failed to appear and testify in connection with

a FINRA investigation as requested, in violation ofFINRA Rules 8210 and 2010.

REI?IF.F REQUESTED

WHEREFORE, the Department of Enforcement respectfully requests that the Panel:

A. make ?ndings of fact and conclusions oflaw that Respondent commi?ed the

violations charged and alleged herein;

B. order that one or more ofthe sanctions provided under FINRA Rule 8310(a),

including monetary sanctions, be imposed; and
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C. order that Respondent bear such costs of proceeding as are deemed fair and

aPP?up?mte under the ?;:.,?- --?-.--- in accordance with FINRA Rule 8330.

FINRA DEPARTMENT OF ENFORCEMENT

Date:
4/1 7?3 Ifot

S?even F. Koros?o? Director, Enforcement Center
Richard Chin, Chief Counsel
FINRA Department of Enfbrcement
One World Financial Center
200 Liberty Street, 11th Floor
New York, New York 10281
Phone: (646) 315-7357
Fax: (202) 689-3417
E-mail: steven?korostoff@finra.org
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