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Margie Kinsey ("daimants") alleged that their
stockbroker, James Chestnut ("Chestnut") , who was an agent for Respondent

Ronald



•

Arbitration

National Association of
91-00844 Securities Dealers, Inc.

NASD Financial Center
33 Whitehall Street
New York, New York 10004

Shearson T̂ ahma-n Hut ton, Inc. ("Respondent")/ placed Claimants in unsuitable
investments. Claimants alleged that Chestnut failed to explain *-jy* risks
associated with Claimants' investments. Claimants alleged that Chestnut
never explained what a margin account was rit~fr did <"*"» Claimants give Chestnut
or Respondent permission to trade HWJT* account on margin. maSma-n^g further
alleged that Chestnut executed unauthorized trades in their account.
Claimants alleged that Hwi-r account was traded in a mnnpr to enrich
Respondent r̂yl Chestout at *"fr° expense of *"*̂  r*"|ai-i7Tian*-g_ na-iî n̂ -ff alleged
that because of Respondent's -i»f*n-fw hanrin-ng of their account by the
Respondent's agent, na-ttnant-g* account suffered monetary losses.

Respondent categorically denied all wrongdoing alleged by the Claimants and
specifically ma-ini-a-inon that Claimants were aware that they had a margin
account and that they executed a Client Agreement authorizing Respondent to
open a joint margin, account for them. Respondent TnainraiTiPil that all trades
in Claimants' account were suitable *-nrf met with their obj active of
appreciation with risk and innrtn̂  with risk. Respondent TmlnraiTiPfl that
Claimants were sent all monthly account statements and confirmation slips.
Respondent •"*? i •nt̂ ing*! that gtlttxTugfa Claiinar1*"̂  now allege that **hp purchases
in ^̂ ô̂ •r account were ™s*fte without frHft-i-r authorization, na-ip̂ ntff ^̂  not
raise any objections or cpflp'î 'mH* regarding foTimff'ctlor1-*' in HWJT* account
earlier.

requested: r'.m.̂i igatory damages in t̂ "* amount of $10 , 000. 00.

Respondent requested that Claimants* ^la-i™ be dismissed in its entirety.

After considering *+** pleadings, t-h» testimony ar|rf ***+ evidence presented at
the hearing, ***» undersigned arbitrator Vtaq Har«-iAari in full **"<* final resolu-
tion of the issues submitted for determination as follows;
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Pursuant to Section 43 (c) of the Code of Arbitration Procedure, the
following Forum Fee(s) are assessed.

Claimants are assessed forum fees in r̂ ° amount of $3Q_. Claimants are
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entitled to offset this amount with H-IQ-JI- hiring session deposit of
$300.00, so that ? Q is due from the daduants.

Respondent is assessed forum fees in the amount of $ 0

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

ABBTnaiCR

Name Public/Industry

David Farm -in, Esq. Public Arbitrator

Arbitrator's Sigpature

NQavid Pannin, Esq.

V
Date of Decision: JL

Dated by the NASD, Inc: September 30, 1991



EXHIBIT A

Attached to and forming a part of the NASD Award in the

case Ronald and Margie Kinsev v. Shearson Lehman Hutton. Inc > .

91-00844.

The Arbitrator is persuaded that Mr. and Mrs. Kinsey were

not advised by their broker, David Chestnut, at the time he worked

for Prudential Bache Securities, as to the facts regarding trading

in their account. Specifically, it seems clear that Mr. and Mrs.

Kinsey did not understand the nature of a margin account and did

not know that they were purchas ing securities on margin. It is

also found that Mr. Chestnut intentionally misled Mr. and Mrs.

Kinsey as to the nature of trading in their account in response to

questions posed to him by them.

Mr. and Mrs. Kinsey testified that they placed their

complete faith and trust in Mr. Chestnut and did not question any

of his activities or statements to them. However, they did

acknowledge receiving monthly statements as well as confirmation

statements of trades in their account. They state that they did

not understand the nature of these documents. The Arbitrator

finds, however, that Mr. and Mrs. Kinsey, while not sophisticated,

did not lack the capability to read and understand the statements

which were sent to them. If they did not know, they should have

known, that there was substantial trading in their account. Their

comparisons to a bank deposit account are misplaced. They

certainly knew enough to know that the statements they were

receiving were not like any bank statement they ever had received.



Although Mr. and Mrs. Kinsey should have been aware of

what was happening in their account, and although Mr. Chestnut

certainly would be found liable to the Kinseys were he a party to

this Arbitration, and although there might have been sufficient

evidence to impose liability on Mr. Chestnut's former employer,

Prudential Bache (also not a party to the arbitration), the

circumstances with respect to Shearson Lehman Hutton, Inc. are not

as clear cut. Shearson's witness, Mr. Casey, testified that there

was no procedure to double check every account which came to

Shearson at the time Mr. Chestnut joined that firm. Although a

review of the account would have disclosed that the Kinseys were

not appropriate investors for trading on margin, they did transfer

a margin account when they moved from Prudential Bache to Shearson*

It seems reasonable to the arbitrator that Shearson might conclude

that parties who previously had been purchasing securities with

margin loans were willing to continue to do so.

Mr. and Mrs. Kinsey present a very sympathetic case.

They testified that they had invested their "life savings11 with Mr.

Chestnut. They clearly put a great deal of trust in him, and he

breached that trust. Unfortunately, neither Mr. Chestnut nor the

brokerage firm for which he worked at the time of the initial

difficulty was before the Arbitrator. From the testimony present-

ed, there is no reason to believe that Shearson Lehman Hutton, Inc.

knew, or had reason to know, of the special circumstances involving

the Kinseys. The Arbitrator believes that if the Kinseys had not

placed their trust completely in Mr* Chestnut and had made inquiry



regarding the extensive transactions reflected on their monthly

statements, as well as on confirmation slips, this matter would

have been brought to the attention of Shearson and steps would have

been taken to prevent further losses. Mr. and Mrs. Kinsey should

have followed up on the information available to them, and they

failed to do so. Under the circumstances, the Arbitrator feels

that he cannot make an award against Shearson Lehman Button, Inc.

Opinion is reserved as to what the outcome might have been had Mr.

Chestnut and/or Prudential Bache been parties to these proceedings.

C. FANN<*N, Sale Arbitrator
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