N.A.S.D. AWARD

.‘* NATTCNAL ASSOCTATICN OF SECURITIES DEALERS

In the Matter of the Arbitraticn Between
N=me of Claimant

First Naticpal Bank of Famnmington, New Mexdco,
a NMaticmally Chartered Bank

91-01972
Nama of m&g
bbrtgagé Goverment Securities, Inc.,

a Texas corporaticn; M.G.S.I. Securities,
Inc., a Texas corporaticom; Stan E. Galub

For Claimsnt: FPlrst Natiopal Bank of Farmington, New Mexico was represented
by G. Thamas Fleming, III, Esq. of Jones, Bell, Simpson & Ahbott located in
Los Angeles, California and Eliza Stewart, Esq. of Madiscn, Harbowmr, Mrez and
Puglisi, located in Albuquerquae, New Meaxico.

For Raspondents: Mortgage Goverrment Securdities, Inc., M.G.S.I. Securities,
. Inc., and Stan E. Golub were represented by Larkin C. Eakdn, Jr., Esq.,

William O. McDomald, Esqg. and Kimberly Willis, Esg. of Woodard, Hall & Prism,

located in Houston, Texas, and James Max Moudy, Esq. of Houston, Texas.

Stateament of Claim was filed: Juma 25, 1951.

Claimant's Submission Agreement signed by Richard I. Ledbetter, President,
cns Juoa 20, 1991

Joint Statenent - of. Answer filed by Respondents Mortgage 'Govmt
Securities, Ine., ¥.G.S.I. Securities, Tne. and Stan E. Golub on: Octcober
28, 1991.

Respondent Mortgage Govermment Securities, Inc.'s Submission Agreement signed
by Stan E. Golub, President, Mortgage Govermment Securities on: Octcbar 25,
1991.

Regpondent: M.G.S.I. Securities, Inc,'s Sulmission Agreement signed by Stan E.
Golub, Presidemnt, M.G.S.I Securities, 'mno. on: Octocber 25, 1991.

Respondent Stan E. Golub's Submission Agreement signed on: Octcber 25, 1991..

Motion for Partial Summary Judoment or Award filed by Respondents Mortgage
Govermment Securities, Inc., M.G.S.I. Searities, Inc. andi Stan E. Golub on:
March 26, 1992.

Opposition to Respondents' Motion for Partial Summry Judgment filed by
Claimant First National Bank of Farmington, New Mexico on: April 20, 1992.




Moticn to Dismiss filed by Respondents Mortgage Govermment Securities, Inc.,
M.G.5.I. Securities, Ino. and Stan E. Golub on or about May 11, 1992.

HEARTHEG TNFORMETTON
Hearing Dates/Segsions: May il, 1992 for two (2) sessicms
May 12, 1992 for two (2) sessicms
May 13, 1992 for two (2) sessiona
May 14, 1992 for two (2) sessions
May 15, 1992 for two (2) sessicma

Hesaring Ilocaticn: Albugquerque, New Mexico

L [ T

CASE STMMRRY
—

Claimant First Naticnal Bank of Farmington, New Mexico ("PMB") alleged that
B invested tha total principal sum of $9.5 million in an "Autamibdle
Receivables Pool Progzam® (the "Program*), which was syndicated by a

invegtment in the Program, ™et" of the sales commssions charged by
Raspondent M.G.S.I. Securities, Inc. ("™MGSIM), The offering of interests in
the Program tc B was made by a series of representatioms, which wers made
both wverbally Dy Respondent Stan E. Golub (*Golub®) and other
representatives, and by meens of writtsn offering materials, all of which
were distributed by MGSI, acting as Reseda‘'s agent in comecticn with tha
offering and sale of tha Program. FHNE made its decision to purchase
interests in the Program in reliance upon those written and verbal
represantaticns. FNB alleged that in both the Prospectus and the
canversations with representatives of MRSI, the following material
misrepresentations, false statements, anmigsions of fact and false promises
were made:

1. That MGST had already done a thorough "due diligence® review
of Reseda, the Program, tha sponsors and their affiliates;

2. That the Program featwred varicus "safequards®, tha most
important of wihdch was that there would be insurance coverage cn
each cantract or lease which serve to protect FNB against loss from
defamults, missed payments, physical damage to the autamcbiles and
failure to perfect FNB's secuxrity interest in any of the
automobd 1 es;

3. That all mmies invested by FPNB would be safaly held "in
trust® by City National Bank, a nationally chartered bank with ovex
$4 billim in assets, until all of tha necessary contracts and
leases were recaived, all titles were pexfected, and all contracts
or leases were fully insured;

4. That Reseda would diligently servica the portfolic of
cantracts and leases;




5. 'That the underlying borrowers or lessees were financially
cradit worthy and suitable for the loans or leages in questicm;

6. ‘That Reseda purchaged all comtracts anxi leases from “pre-
screened and licensed" or "carefully selected" autambile sellers
and lesscrs; and

7. That Reseda's Progzram was "the best ammg many cooopanies
offering this type of investment," especially because of Reseda's
extensive "experience? and "financial strength®.

FNB further alleged that all of the foregoing misstatements and amisgicns
wholly or partially untrue anxi ware matarial to FNB's decision regarding the
purchagse of interests in the Program. In addition, FNB alleged it reascnably
relied on the above misrepresentaticns in making it's dacision to purchase
ita interests in the Program. Tn makinxy the foregoing statements and
cmissions, PR asserted that MGSI acted with extrane negligemce, falled to
cbeerve even tha minimal standards of care which are customary in the
securities industry, and breached its éuty to the investing public to perfcem
a reascpable Teview of tha product and itz sponsors hefore offering thm
Program for sale. Based cn the above allegations, FNB asserted claims for
securities frand pursuant to Secticng 12(1) and 12(2) of the Sammities and
Exchange Act of 1933, Sectiom 10(b) of the Securities and Exchange Act of
1934 and Rule 1l(b-5 praomlgated thereumder, Sections 25019 and 25401 of the
California Corporate Securities ILaw of 1968, Secticns 58-13B-30(A) through
(C) of the New Mexdoo Securities Act; negligent misrepresentaticnm; breach of
fiduciary duty, viclation of duty as an agent; and negligence.

Respondents Mortgage Government Securities, Inc.,, M.G.S.I. Sacuritias, TInc.
and Stan E. Golub denied the material allegaticms of the Statement of Claim,
alleging that: '

1. (Caimnt Pirst National Bank of Fammington's Statement of
Claim failed to state a claim upcn which relisf can be grante;

2. If any alleged lcss or damage was sustained by FNB, it was
caused or contributed to by FNB's ot fault or conduct, the cooduct
of FNB's agents or attormeys or by the conduct of others for whom
oontrol s ~

3., Respoadents did not know and in the exercise of reascoable
care could not have knon of any untruth or comission, if amy -
occurred;

4. M'scm:suotacﬂmmbmaifhythaamlicableatamm
of limitations apnd by the doctxrines of laches, waiver and eatoppel;

5. Raspondents did not knowr of, or in tha exercise of reascoable
care could not have known of and did not have reascnable graumnd to
believe in the existence of any facts by reason of which tha
liability of a contxolled perscn, if any, is alleged to exist;

€. Responddents relisd upom tha advica of coumsal with respect to




the canduct alleged by FMB:

7. FNB failed to exercise such due diligence with respect to its
investment as would be expected of a persent under the same
circumgtances and therefore could not recover from Respendents any
losses occasicmed by its cwn lack of due diligence;

8. MB failed to rdascnably mitigate any damage which it may
have incurred:

10. Respondents acted in good faith and did not directly or
indirectly indice any act or acts comstituting aoy violation or
cmusa of acticn asserted by FNB;

11. FNB knew of any vmtruth or amission, if any ocomrred;

12. Respondents did not market, distribute, offer, sell or solicit
the purchase or sala of any security or any investment contract by
or to FNB axxi Respondants were not sellers, solicitors, a proximate
cause, a producing cavsas or a substantial factor in any purchase cr
sale of any security or investment contract by or to FNB;

13. FNB was experienced and knowledgeable in business and
financial macters and investments similar to tha ane in questicn;
was capabls of evaluating the merits and risks of investing in the
investment in question; obtained qualified amd experienced
independent advice with respect thereto; performed its omm
independent dua diligence and detailed investigation and relied on
its on due diligence, investication and evaluation in making the
investment in quastion. As a resulit, B kxnowingly and voluntarily
assumed all risks attendant to investing in the investment in
questiom, did not rely upon Respondents with respect theceto and
FNB was not eatitled to recover from Respondents any losses
sustained in comnection with such investment;

14. Respondents did not act as agents for FNB, Raseda or any othar
party in camection with the transactions described in FNB's
Statement of Claim; :

15. FNB's investment with Reaeda was ot a seuu:r.l.ty;

n.-Wdetmmany-mvﬂd:ma
proximate cause or a producing cause of any loss or damage, if amy,
sustained by FNB; and '

17. Raspondents objected to the allegations contained in FMB'a
Statement of the Claim because they referred to Respondents as a
gronp. As a result, Raspondents allegud that the allegaticns
contained in the Statement of the Claim were vague, general, and
indafinite and failed to apprisa each Respondent of tha conduct
allegedly committed by each Respondent which forms the basis of
AB's cause of action and tharefore, deprived sach Respondent of
tha cpportumity of preparing to meet FNB's allegaticns.




Claimemt First Naticmal Bank of Parmingtem, New Mexico requaested the panel
enter an award against Respondents Mortgage Government Securities, Ino.,
M.G.5.I. Securities, Inc. and Stan E. Golub as follcowa:

l. For rescission of the investment in the Program legss a credit
for any incoms actually received therefram, cr, in the altermative;

2. For dmgés in the principal sun of approximately
$300000000andamd1ngbopmm!atthetdmo£thahmm

3. For interest on any sums s0 awarded at the maximm legal rate
from the date of FMB'a investment until the entry of an awaxd;

4. For attomeys' fees and other costs incuwrred herein; and
5. For such other relief as may ba necessary or proper.

Respondents Mortgage Government Securditiass, Inc., M.G.5.I. Securities, Inc.
and Stan E. Golub requested that the panel diasmiss the Claimant First
Naticmal Bank of Fammingtom's claim with prejudice. Im addition, the
Respandents requested that the panel award to the Respandents attorneys' fees
and costs inocurred herein, and such other and further relief, both general

arxl special, legal and equitable, to whichk they may show themselves justly
entitled.

The parties have agreed that tha fsmard in this matter may ba executed in
comterpart coples or that a handritten, signed Mweard may be entered. TIm
either case, the partias have agread to recaive conformed copies of the lemrd
while the originals remain on file with the NASD,
Respondents Goverrment Securities, Inc., M.G.S.I. Securities, Inec.
and Stan E. Golub filed a Motion for Fartial Sumary Judgmemt or Zsmrd cn
March 24, 1992. TUpce review of the motion and all responses filed therein,
the panal denied the moticn and notified the parties cn May 5, 1992.:

Respondents Mortoage Govermment Securities, Inc, M.G.S.I. Securities, Ioe.
and Stan E. Golub filed a Motimm for Adjourmment pursuant to Section 30 of
the Coda of Axbitraticnm Procedure on May 8, 1992. Upon review of the motion
and all responses filed thearein, the pansl denied tha motion. Thae moticn was
reassexted at hearing., Upm review of the motion and argument of tha
parties, tha moticn was denied. :

Respondents Mortgage Govermment Securities, Inc., M.G.8.I. Secuxities, Inc.
and Stan E. Golub filed a Sectiom 12(b) Motion to Dismiss on or about May 11,
1992 at haaring. Upon review of motiom and arqument of the parties, the
panel denied tha moticn.

The panel detexmined that tha official record of the proceedings required by
Section 37 of the Code of Arhitration Procedure would be kept by tha
stenographic reporter retained by Respondents.
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After conaidering the pleadings, the testimomy and the evidence presented at
the hearing and post hearing submissicns, if any, the undersigned arbitrators
have decided in full and fipal resolution of the issues submitted for deter-
mination as followa:

1., The Statement of Claim filed by Claimemt First Naticmal Bank of
Farmington, New Mexico is hereby diamissed and denied in its
entirety,

2. Each party shall bear its am costs of arbitration, including
attormeys' fees, except for those specifically emmerated herein.

FORIIM FEES
e |

Pursuant to Sectiem 44c of the Coda of Arbitration Procedure, the following
Forum Fee(s) are assessed: Ten (10) sessions X $1,000.00 = $10,000.00

The Natiomal Associaticn of Securities Dealers, Ine. ("NASD") shall retain
the clajm filing fee of $250.00 and the hearing session deposit of $1000.00
previcusly deposited by the Claiment First Naticnal Bank of Fammingtrn, In

addition, FNB is liable for and shall pay to the NASD additional forum fees
in the sum of $4,000.00.

Raspondants Mortgage Govermment Sacurities, Tne., M.G.S5.I. Secuxrities, Ine.
and Stan E. Golub are jointly and severally liable for and shall pay to the
NASD additional forum fees in tha sum of $5,000.00.

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

DATED:
Alison K. Schmlier Mx 13| 1992 :
Publia A‘I‘:b:lmm' :
Chairperson
Peter J. Broullire, ITT . Julx 14‘ 1992
Carol Jones Julx 14‘ 1992
w

Industry Arbitrator

Data Served cn Parties: Q Z




