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Hearing Dates/Hearing Sessicns:

February 26, 1992 - Two sessions
February 27, 1992 - Two sesaions
March 2, 1992 - Two sessicos
March 3, 1992 - Two sessiona
Fpril 14, 1992 - Two sessicna
Aprdl 15, 1992 - Two sessicos
April 23, 1992 - Two sesaicns
April 24, 1892 - Two sespions
hpril 30, 1992 - Two sessicns
May 1, 1992 - Two sesgicns -
May 7, 1992 - Two sessicns
May 20, 1992 - Two sessions
May 21, 1992 - Two sessions
May 22, 1992 - Cna sassicn
May 28, 1992 - Two sesslims
June 1, 1992 - Two Bassions
June 2, 1992 - Cne session
June 9, 1992 - One sessico.

Hearing lLocation: MASD, Inc.
260 Franklin Street
Boaton, Massachusetts 02110.
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In thair joint Statement of Claim, Claimants meke a claim for losses in
excass of $15,000,000.00 incurred in October of 1989 as a result of alleged
misrepreseptations and amissicns on the part of Respondents in cormecticm
with heavy trading in naked stock options, hilmmmlyw
such trades, which were excessive in mmber and which exposed Ciaimmnts to
millions of dollars of lossas, Claimants allege that they comitbed
themselves to an optiona trading program in relisnce upan assurances by
Respondents that the program, consisting of frequent sales of uncovered puts
heavily concentrated in only a few highly volatile stocks during eight months
in 1989, was resscnable, ccnservative, and being monitored by Respondant
Bruce Balter. Claimants allege that the program was not reascoable ar
conservative, Balter did not monitor the accounts, and that Paineidebber, did
not follow its om rules and variocus regulatory provisions in supervising the
accounts of Claimemts. As a result, Clajwants allege that there wers losses
exceeding $15,000,000.00 in those accoumts.

Respondents deny each and every allegaticon of weongdoing set forth in
the Statement of Claim and any liability to Claimmnts for losses in their
accomnts. Regpendents maintain that Claimants initiated the options trading
strategy in question through their employee and agent, Joseph Tischlex
(Tischler), and that all risks associated with the program were disclosed to
and should bave been understood by Claimemts. Respondents dexy that thay
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wndertook a duty to Claimants other than eecution of securities and opticns
trades directed by Claimants, and that Claimants are fully respansible Zoxr
the losses which ococurred in both accoumts.

EELIEY RRQESTED
Claimemts request an award of $10,073,185.00 on behalf of TNGS,
$4,564,916.11 an bhehalf of Belkin, interest of various kinds, punitive

damages, attorneys' fees and costs,

Respondents raqueatthatallc]aimasserbaibyclaimnmbedimm
in all respacts.

optioms, MMwillingmmtmyintomcptimsmitingm
Preposed in 1989 by Tischler, a five-year amployee of TNGS. Tischler was
mot a registered investment adviacr and did not manage money for others as a
profession, but bad txaded in options for his om accomt. The cptions

Belkin's accamt at T™NGS, but it is not clear how wmuch the risks inherent in
trading naked options on margin was discugsed.

Balter, the individual ERespondent, was ome of the top brockers at
Paineijebber, had been a mmuber of the Cairmen's Club for almost ten years,
but bad little experience in stock cpticns. Balter was a neighbor of Belkin,
had interacted with Belkin socially and had rewviewed Belkin's inpvestment
portfolio in the past. Tn additicn to asking Balter to speak to Tischler
about the cpticms program, Belkin alsc requested that Balter monitor,
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generally, the performance of both the Belkin and TNGS options accounts.
Howaver, it was clear that Tischler and Earl Scheartz ("Sciwartz®), a TGS
aployee, were to have primary respanaibility for managing the opticns
program. Balter relied upon Tischler's stated axpertise in writing opticns.
A discomt commission rate was worked out by the Claimmmts and Balter
behalf of Painsiebber,. Belkin and TNGS made the decision to proceed with a

trial ¢ptions program proposed by Tiachler and the trial program commenced in
March, 1989,

By the begimming of Octcher, 1989, the coptions program had earned over
$1,000,000 in income for the two acoounts and PaineMabber bhad earned over
$200,000 in ocommissions fram the trading -in the two accounts. ‘INGS's
account was cpened in March, 1989 with Schwartz, as treasurer, the cnly duly
authorized agent for the accoumt, though Sclwartz relied on Tischler for tha
day-to-day investment decisicns. Belkin's accoamt was opened in April, 1983
and both Tischler and Sclwartz were appointed as culy authorized agents for
tha account. Neither Painsifebber, Balter nor Belkin looked into Tischlex's
background and experience in cpticns trading, nor to aoy extent did Balter or
Paineifebber lock into the financial status of TNGES or Belkin, even though
they knew that Belkin had mo prior cpticns experience and that Balkin would
be relying upom Tischler, as would TGS, for direction of the coptions
program. This type of options program was recoguized in Section 6.0 of the
Paineiebber Sales Practices Policy Mamal of Jarwary 1, 1989, as the highest
risk level and for which the customer must have, among other things, prior
options investment experience. Also Balter had agreed to watch the
performance of the accounts for Belkin and TNGS.

Both acooumts were margin accoumts, option-trading accounts, with
*gpeculation® indicated as the primary investment dbjective and "income® as
the secoxiary cbjective of each account. Belkin was provided with an
Optiong Risks Disclogsure Statement, which he signed but did not read. He was
provided with monthly statemnts by Fainsiebber, copies of which were sent to
his accountant. TNGS statements were sent to Schmmartz. Although the account
opening paperwork had same tecimical deficisncies and Belkin's account had no
third-party suthorization for Tischler and Sclzmrtz until Ame, 1989, trading
in both accounts did in fact occur in the mamner intended by the parties
during the early months of the program. Options trading in both accomts,
saupposedly on a test basis, started slowly but inareagsed in May, 1989. In
late Mxy,- 1989, the carpliance dspartmant of PaineWebbex noted that coe of
the accounts was “over-leveraged® and should "cut back o positions® and "get
more assets® but naither Painaifebber nor Balter oontacted Belkin directly
with respect to this compliance review Ly Paineilebber. By the end of May,
Pelkin's accounted had about 1,644 short or naked put options cutstanding in
nines securities and TGS bhad about 1,654 naked cptions in eleven securities.
If all those short put options had been exercised, Belkin would have bmd to

expend or finance about $10,200,000 to purchase the stocks put to him against
an equity in the account of $2,800,000. PFor TNGS it would have been about
§10,600,000.00 against $2,800,000.

In June, 1989, the naked puts written on 30,000 shares of Aven Products
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in each account were exercised, and tha two accounts were each required to
purchase the 30,000 shares assigned to them. The strike price was $40.00, so
each account was required to expend $1,200,000.00 to purchase the stock. The
exercise ocourred because the market price of the stock, at a time close to
the expiration of the puts, was less than the strike price of $40.00. The
accomts ultimately suffered relatively small losses fram the exercise,
because the Avon stock was subsequently sold at a price coly several points
below the strike price. In amy event, thesa exercises of puts, requiring
that sach account put up $1,200,000.00 in cash, effectively put Clainmamts on
notice of scme of the risks in writing naked puts. At the same time, it
evidenced to Paineekber and Balter that in fact sane of the riskas inherent
in writing naked puts were materializing in the acooumts.

During dume, July, August and September, the size of naked put orders,
frequency of trades, and level of outstanding put exposure dramatically
increased. At the same time, Balter, at the request of Sclwartz and
Tischler, sent arbitrage and other internal PaineNebber reports and
infommtion to TNGS. In addition, there were comversations between Balter
and Belkin at a wedding in July and a dinner in Septenber, during which the
accounts were discussed generally. These conversaticns gave Belkin the
impression that the accounts were doing very well.

Balkin contacted Balter in early August of 1989 to discuss Tischlexr's

campensation proposal with reepect to management of the cptions investment
progzam, which included a request to share in the profits. Balter 4id

implied to both Belkin and Balter that management of an investment program by
an agent who receives a share of the profits but who does not put up any
capital can increase the risk involved in that trading program. Meamwhile,
the program, as directed by Tischlar ani executed by Painelebber, changed, so
that tha following characteristics, not present in tha early months of the
program, existed by the end of Septambexr of 1989:

{s) Thse accounts ware mxch more concentrated than at the end of May,
1989, mostly in options in airlina stocks. Belkin's account ad
puts in only 3 stocks, and 509 ocut of 609 puts were in United
Airlines (OAL). TNGS's account bad puts in 5 securities, with
1,070 cut of 1,320 puts also being in UAL.

®) The accounts had beccme a major soance (almost 20%) of Balter's
production.

(c) The furds necessary to purchase all of the puts in the acoxmts, if
omrcises ccomnred, had risen fram approximately $10, 000,000 for
each accoumt to $31, 000,000 for TNGS and $14,500,000 for Belkin.

{(d) The acoommts held the largest mmber of naked puts in UAL for the
entire northesst region of Paineebber. The campliance report fram
Mxy of 1989 and the evidence in this case indicate that Painciebber

e e




Page 6
91-00770.2smxd -

had the required optiona compliance persamal, frequent camputer
runs and other data which either did or should have boought the
concentration and size of put exposure in these accomts to the
attention of Paineiebber management. Of course, Balter had notice,
as an agent of FaineWebber, hecause he exscuted trades for the
acooumts.

(e} The naked puts in TAL , in an ammoumced, but potentially hostile,
takmover deal represented very speculative activity because the
puts were sold at strike prices in the 230 to 280 range,
significantly above the pre-deal publicity price of UAL, which had
besn in the 130 range. .

(£) There was virtually no hedging in the accoumts.

(g) The accounts were being handled by an agent who was entitled to a
share of the profits.

(h) ‘The usual PaineWebber practice of prior approval of trades of 100

accoumts and the other factors mentioned above, no coe from PaineWebber
called Belkin, either with respect to his own accoumt or in his capacity as
Chairman of TMGS, to discuss the risk in both accounts generated by activity
in AL. Thare is no

;
:
g
g
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1

In early Octcber, 1989, a PaineWehber internal activity review directed
that a latter be sent to Belkin and/or THGS. HNo such letter was sent. On
October 13, 1989, the Dow Jones Industrial index of the Mew York Stock

R
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Exchange fell appreocimately 190 points, largely based on news that the UAL
takecver deal might oot go through, and trading was suspended in UAL shares

until Monday, Octcber 16, 1989 at 11:00 a.m. When trading recomnenced, UAL
had dropped fram its high of 279 3/4 to 230. On Monday, October 16, 1989,
the UAL stock closed at 222 7/8. On that Monday, Belkin, alerted to the

sharp decline, called a meeting of hia corporate team to consider possible
coursas of -action open to TGS and the Belkin perscoal acoount. Balter
passed along PalneWebber's advice that the TAL deal still had a good chance
of going through, but that it might take sane time to finalize. There way Do
express oomversation between Balter and Belkin about the possibility of
Belkin and THGS closing ocut thedr accoumts on the ocutstanding UAL put
options, which would have capped the losses in both accounts at about $6.7
million. FHowever, PaineWebber's top management, because of the drop in the
price of the UAL stock, finally paid express attemtion to the accounts and
exercised a margin call, requiring Belkin and TNGS to ¢ame up with additicmal
capital in the multi-million dollar range for tha accoumts. Belkin and INGS
made the decision to honor the margin calls, and they were met on late

, Octcber 17, 1989. Although the losses could have been capped on

October 16, 1989, by closing cut the UAL puts for a $6.7 million loss, the
realistic exposure for loss in both accounts at the time of the market crash
Wag actually about $23,000,000, represented by the 1779 cutstanding TAL puts

in both accounts times roughly 130 (the difference between the average strike
price of 260 and estimated worse case market for UAL, which prior to the
amounced takeover deal had traded aromd 130). On Tueaday, Octcber 17,
1969, UAL hit a high of 212, but closed at 190, Belkin contimued to soliecit
Paineifebber's advice through Baltar, but bad basically taken over management
of the accounts and the decision-making process. O(n Wadneseday, Octcbex 18,
1989, UAL reached a high of 200, but closed at 191 3/4. FPainelebber closed
the acconmt for amy new positions but allowed a roll-forward strategy as
propcsed by Tischler, and, after discussion, implenented, which involved

scme of the short UAL put positions expiring in October and

Belkin and his advisors, including Mr. Weidlein, discussed participation in
the UAL deal, an the assumption that the puxchase of 177,900 shares, if all
puts were emmrcised, would be a substantial enough poeiticm to bacoma
immolved in the takecver. On Wednesday, Octcber 18, 1989 and Thursday,
Octcber 19, 1989 the price remained in the low 190's and Balkin, in addition
to seeking the advice of Painsiebber and his own corporate team, scught othexr
cutgide advice. Mn additional margin call was honored oo Thrsdsy, October
19, 1989. PainaNebber contimed to advise that there was a good chance that
the deal would go through, but the Jomal and other cutside
soauxces omsulted by Belkin and doubts about the
viability of the deal at any price. On Friday, October 20, 1983, UAL reached
a low of 165 and Belkin decided that he and TNGS could not take further risk
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Belkin and TNGS were not sultable for the cptions trading program, that
Painsifebber failed to supervise the accoumts and that the losses incurred
were due to the negligence of Balter and Paineiebber. The Respondents sought
to prove, in effect, that Claimants were highly sophisticated investors, that
they had interposed Tischler, an investment professicoal, as their duly
anthorized agent, and that Painelebber acted as nothing more than an oxder
taker and, accordingly, owed no duty to determine suitability and cunly a vexy
limited duty of supervisicn over the acooumts., Each of the parties sulmitted
pre-hearing and post-bearing hriefs and documentary evidence during the 18
days of arbltraticn hearings.

The arbitratcrs cammend all of the parties and their respective coumsel
for their thorough and excellent presentations “in a very complex amd
difficult case. '

The partieg have agresd that the Jerd in this matter may be exacuted in
counterpart coples. The parties have also agreed to receive confarmed coples
of the Award while the originals remain on file with the MASD.

During the course of the hearings, Respondenta made a Motion for Summary
Judgment:, with attached exhibits, as well as an oral Motion for Directad
Vexrdict, in oppositicn to which Claimants submitted a brief. After argument
and deliberation, the Arbdtratcrs denied both moticns.

CORCIUSTONS JND RATIORE

1.  Belkin wams a scphisticated investor with an educaticnal background,
perscoal assets, and business experience cmpatible with an gpticns
trading program.

2. DS, with an investment division and significant cmpmt:e( staff, also
had finances campatible with an opticns writing program.

3. CQlalmpts were thus, in fact and for all intents and parposes, sultable
investors for the risky options txading program originally pxoposed by
Claimants’ agent, Tischier, taking into accomt all of the
circumstances, including Claimenta' investment cobjective of an
aggresesive gtrategy to earn higher returnsg of incame cn liquid assets.

4., (aimants understood, or had sufficient information and ability to
understand, the nature and xrisk of the cptimms trading program, as well
as margin arrangements and requirements.

5. The options trading program was not recoamsnded by PaineWebber o
Balter. PaineiWebber's basic undertaking was to execute orders for the
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8.

program.

The third party agents authorized to act for Claimants were Clajimants!
employees, selected by Claimamts. They were not recamenced by
PaineWebber or Balter. However, Belkin did seek advice from Balter
regarding the program proposed by his and TNGS's agent Tischler, and
neither Paineebber, Balter nor Belkin looked into Tischlex‘'s background
or experience. Neverthaless, Tischler was the duly authorized agent of
Belkin to trade in options for Belkin's accoumt and was a corporate
aployes duly authorized to make investment decisions for the THGS
accoumt., Tischler failed to follow guidelines he anxd Belkin had agread
upen for keeping the accounts hadged and.diversified. Tischler, as an
agent of Belkin and TGS, inadvisedly, negligently, and recklessly
concentrated both accounts in naked UAL puts.

Balter, not individually but as an agemt of Painelebber, based on
conversations with Belkin, undertock a duty to monitcr genarally the
performance of both acoomts. Balter and Belkin were neighbors, had
past social and business involvement and Belkin had asked Balter to
talk with Tischler about the program. Although Balter explained

that hs did not have much priar cpticns experience, Balter's imdertaking
to monitor the acocounts weas not uzreasonably relied upen by Belkin, in
light of Balter's employment as a senior brcker of PaineMebber, a full
service fimm. In that oontext, this undertaking established a
relationship of trust and confidence between the Claiments and Balter,

this trust or Ffiduciary duty, as an amployee of Painelebber, bhad
authority to do so, and, as a reeult, this duty was a duty to Clalmemts
by PaineWebber, as well as by Balter.

Belkin and THGS, individually and through agemnts, made the final
aeciaimboinatimtetheoptimapmogrm, ani the agents of Belkin and
mmmmmmmmmmmuma
p:tuiﬁngmtraﬂmvbichmdthmﬂmta significant
losses. Therefore, Belkin and TNGS share a mmjcr respansibility foxr the

duc:ihadabantyitafaihmetosupervisepmperlybothmtam
the program changed in the mumer of 1989, which breach also cmtrikuted
to the losses suffered by THGS and Belkin. This is s0 evem though the
failire to supervise might not normmlly constitute an independent cause
of acticn. The supervision spelled cut in self-regulatory orgemization
rules, exchange rules, and Painellebber internal policies for coptioms
accomits was emotly what Belkin and THGS has reascm to expect would be
exercised for both accounts. mdthntmvisimbemmciudinﬂn
sumer of 1989, it is reascnabla to expect that there would have been
direct contact with Belkin, individually and as chief executive of TNGS,
by Paineebber to determine whether Claimemts' respective investmsnt
abjectives had changed, mw:huymdofthamof_
trading and the concentrations which had accumilated in their accounts.

C o e,
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9. Bacsuss of the circumstances of the case and the corporate team which
bad respansibility for the financial affairs of TNGS, the duty owed by
Balter amd Paineebber to Belkin, as an individual, was a higher duty

10.

than that owed to TGS, the corperation. However, a duty was owed,
under the circumstances, to both Claimants.

Although the duty described above was breached by Paingiebber and
Balter as an employee of PaineWebber, Balter at all times acted in
faith, and while certain failures to act om his part contributed to the
breach of duty, his conduct did oot constitute misrepresentation or
fraud. The account supervision duty in this case was not met at higher
management levels within PaineWebber, i.e., Registered Optiens
Principals, campliance, c¢redit and office mamagement.

In light of the relationship of trust set forth above, the normal
ralisncse which a broker-dealer may have on the authority of a
custaner's designated agent is not fully applicable in thia case.

“ﬁs

Tischler, by his acticns, bears a significant responsibility for the
losses in both accoumts, and that responsibility has been taken into
account by the arbitrators in assessing damages in this case.

Belkin, cn behalf of himeelf and THGS, at same point an Monday, Octcber
16, 1983, during or after the close of the market, either was fully
apprised of the potential lossed in both accounts and/or bad sufficient
information and resources to know the size of those potemtial loeses, as
well as the actual losses which had already occurred in the accoumts.
Although Belkin scught Balter and PaineWebber's advice, Belkin and his
corporate investment team took over mamagement and decision-making for
both accounts, relieved Tischler and Schwartz of their decision-msicing
authority, and made all of tha final decisions on activity in the
accomts from Octcber 16, 1989 forwerd., Although Painsifebber could

decigions, and, in fact, undertock to make those decisions without

mmmmmmmmummmmmby
PainsNebber.

mmmmmmmmmmofﬂwm,
submissicns, anxt arguments of all of the parties in making this decision
and sward.

Mmcmsidningthaplaadmga,tmﬁuﬂﬁymdthewidmmn
the hearing, the undersigned arbitrator has decided in full and fair
resoluticn of the issues sumitiad for determination as follows:

P R )
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1. Respindent, PaineNebber, Inc., is hereby liable to Trans National
Group Services, Inc., in the amount of (NE MILLION DOLIARS MDD ZERO CENT
(ﬂaMlm-m)F

2, BRespondent, Paineilebber, Inc., is further liable toc Trans Naticnal
Group Services, Inc. for interest at a rata of twelve percent (12%) per anmm
from the date of this Zsmrd to the date of payment;

3. Respondent, Painelechber, Inc., is hereby liable to Steven Belkin, in
the amount of (HE MILLION DOLLARS 2D ZERO CENT (§1,000,000.00);

4. FRespondent, PaineNebber, Inc., is further liable to Steven Belkin
for interest at a rate of twelve percent (12%) per anmm fram the date of
this Jemrd to the date of payment;

5. All claims against Respondent, Bruce Balter, are dismissed;

6. All claims for pumitive damages are denied;

7. All claims for attomeys' fees are denied;

8. All claims for costs are denled,

Pursuant to Secticn 43(c) of the Code of Arbhitration Procedmre, the following
Forum Fees are assassed.

1. Claizmnts are assessed a non-refimdable filing fee of $300.00;

2. Forun fees in the amoumt of $51,300.00 for six pre-hearing
ccnferences at §300.00 per seasion (§300.00 x 6 = $1,800.00) and thirty-three
hearing sessions at #1,500.00 per session (§1,500.00 x 33 = $49,500.00) axe
assessed and shall be borne by the parties as cutlined below;

a. Claiment, TGS, is assessed 312,825.00 in forum fees;

b, Clairsmt, Balkin, is assessed $12,825.00 in forum fees;

¢. Respondent, Paineilsbber, is assessed $25,650.00 in forum fees.

3. Claiments deposited $1,800.00 and shall receive a credit for that

4. The hearings in this matter were initially scheduled to oommence on

Octcber 17, 1991 and the parties requested that they be postponed. The penel

g:mtedthtqutmdanusednheotﬂ.mmﬂchmmbem
equally by tha parties. The parties, again, requested that the hearings
sche&ﬂedto%mm:ary'f, 1992 be postyxned. The panal granted

i
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this seccnd request and assessed another $1,500.00 which was to be bomme
equally by the parties. Claimants paid enly $750.00 and haf a balance of
$750.00. Respondents did not pay their portion of the fees, $1,500.00.
Therefcre, the partias shall remit the ocutstanding postponement fees Iin
additicn to the forum fees assessed and outlined in the paragraphs above to
tha NASD.

Fees are payable to the NMational Association of Securities Dealers, Inc,

N PRMEL
David Plimpton, Eaq. - Chairpersen/Public
S. Lawrence Gwin, Jr., Ea&J. - Public
James E. Fox Industry

Date of Decisicm; __ume 30, 1992
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this second request and assessed ancother $1,500.00 which was to be borme
equally by the parties. Claimants paid only $£750.00 and has a balance of
$750.00. Respondents did mot pay their portiom of the fees, $1,500.00.
Therefore, the parties ahall remit the outstanding postponanent fees in
addition to the forum fees assessed and ocutlined in the paragraphsa above to
the NASD.

Feeg are payable to the Naticoal Association of Securities Dealers, Inc.

ARBITRATICN PANEL

David Plimptem, Reg. - Chairperson/Public
S. Lawrence Gwin, Jr., Bag. - Public
James E. Fax - Industry

Conourring Arbitrator's Signature

—

Date of Decision: June 30, 1992
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this second requeat and assessed ancther $1,500.00 which was to be borne
equally by the partias. Claiments paid cnly $750.00 and has a balance of
$750.00. Respondents did not pay their portion of the fees, $1,500.00.
Therefcre, the parties ahall remit the outstanding postpopament fees in
addition to the forum fees assessed and cutlined in the paragraphs above to
the MASD.

Fees are payable to the Mational Association of Securities Dealers, Inc.

ARBITRATICN PANGD
David Plimpton, Esqg. - Chairpersmn/Public
5. Lawrence Gwin, Jr., Eseq. - Public
James E. Fox - Industry

Concrring Arbitrator's Signature

Date of Decision: June 30, 1992
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