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NMICNRL ASSOCIATION OF SECURITIES DE3UJ3RS

In the Matter of the Arbitration Between

of

First National Bank of Farmington, New Mexico,
a Nationally Chartered Bank

91-01972

Name_o£_ResTxaidenta

Mortgage Government Securities, Inc.,
a Texas corporation; M. G.S.I, Securities,
Inc. , a Texas corporation; Stan E. Golub

For daimant: First National Bank of Fannington, New Mexico was represented
by G. Ttonas Fleming, III, Esq. of Jcnes, Bell, Sinpson & Abbott located in
Los Angeles, California and Eliza Stewart, Esq. of Madison, Baxbcur, Mroz and
Puglisi, located in Albuquerque, New Mexico.

For Respondents: Mortgage Government Securities, Inc., M.G.S.I. Securities,
Inc. and Stan E. Golub were represented by Larfcin G. Eakin, Jr., Esq.,
William 0. McDonald, Esq. and Kintoerly Willis, Esq. of Nbodard, Ball & Prism,
located in Houston, Texas, and James Max Mcudy, Esq. of Hauston, Texas.

CRSB IHWCBMOTTClff

Statement of t*i**™ was filed: J\me 25, 1391.
Claimant *s Submission Agreement signed by Richard I. Ledbetter, President,
on: June 20, 1391

Joint Statement of Answer filed by Respondents Mortgage Gov«
Securities, Inc., K.G.S.I. Securities, Inc. and Stan E. Golub on: October
28, 1591.
Respnvitenfc Mortgage Government Securities, Inc.'s Submission Agreement signed
by Stan E. Golub, President, Mactgage Government Securities on: October 25,
1991.
Respondent H.G.S.I. Securities, Inc. 's Submission Agreement signed by Stan E.
Golub, President, H.G.S.I Securities, Inc. on: October 25, 1991.
Respondent Stan E. Golub1 s Submission Agreement signed on: October 25, 1991.

Motion for Partial Summary Judgment or Awazd filed by Respondents Mortgage
Government Securities, Inc., M.G.S.I* Securities, Inc. and Stan E. Golub on:
March 26, 1992.
Opposition to Respondents1 Motion for Partial Suonary Judgment filed by
daimant First National Bank of Fanningtan, New Mexico on: April 20, 1992.



Motion to Dismiss filed by Respondents Mortgage Government Securities, Inc.,
M.G.3,1. Securities, Inc. and Stan E. Golub on or about May 11, 1592.

Hearing Dates/Sessions: May II, 1992 for two (2) sessions.
May 12, 1992 for two (2) sessions.
May 13, 1992 for two (2) sessions.
May 14, 1992 for two (2) sessions
May 15, 1992 for two (2) sessions

Hearing Location: Albuquerque, New Meodco

casB

Claimant First National Bank of Farming-ton, New Mexico ("FNB") alleged that
PNB invested the total principal sum of $9.5 milling in an "Automobile
Receivables Pool Program11 (the "Program"), which was syndicated by a
California company known as Reseda Finance fiiijviuiHfwi ("Reseda") . The
Program consisted of packaged "pools" of automobile leases

contracts, which ware to be managed and serviced exclusively by Reseda.
Investors such as ENB expected to receive profits from f̂ wn* original
investment in *-h*> Program, "net" of ****** sales f^mm4 ga-t rmn charged by
Respondent M.G.S.I. Securities, Inc. ("M3SI") , The offering of interests in
the Program to FNB was made by a series of rrprFnmlritl rmn t which were made
both verbally by Respondent Stan E. Golub ("Golub1*) and other
representatives, *"** by means of written, offering materials, ail of which
were disteibuted by MGSI, a*Mng 33 Reseda's agent in ™*™*̂ lr?n with the
offering and sale of *•*» Program. ENB made its ĝriglrn to purchase
interests in ****» Program in reliance npnti those written and "verbal
representatioos. FNB alleged that in both the Prospectus and the
ouuveisatl cms with representatives of M3SI, the following material
misrepresentations, falge statements, omissions of fact and false promises
were made:

1. That M3SI >«<< already dene a thorough "due diligence" review
of Reseda, the Program, the T*""™-" and *->«>̂ ^ affiliates;

2. That the Program featured various "safeguards", the most
iaqportant of which was that there would be Hng»rraTWfc coverage on
each contract or lease vdiich serve to protect ENB against loss from

Tirlnnnrl payments, physical A«"UMJ»* to the automobiles
failure to perfect TOB's security interest in any of the
autoncbilea?

3. That all mcoies invested by FNB would be safely held "in
trust" by City National Bank, a nationally chartered bank with over
$4 V* 11 ion in naoeitOj nn*"ii ail of <•>«» necessary rŷ LidPtg ar>rf
leases were received, all titles were perfected, and all contracts
or leases were fully insured;

Hat Reseda would diligently service the portfolio of
and leases 9



5. That the underlying borrowers or lessees were financially
credit worth/ and suitable for the loans or leases in question;

6. That Reseda purchased all contracts am* leases from "pre-
screened and licensed" or "carefully selected" automobile sellers
and lessors? and

7. That Reseda's Program was "the best among many companies
offering this type of investment," especially because of Reseda's
extensive "experience11 and "financial strength".

FNB further alleged that all of the foregoing misstatements and omissions
wholly or partially im<-nio and were natexial to EKB's decision regarding *"***»
purchase of interests in the Program. In arfrHHon, ENB alleged it reasonably
relied on **̂ ft above TTrl trrmnfmmmn^m^ r̂ no -in TrmUnij it's decision to purchase
its interests in the Program. In making the foregoing statements and
emissions r ENB nflSffr̂ *** that MSI «gt-*4 with *•"•* ii-iim negligence, ftHiâ  to
observe even the tiri^nmi standards of care which. are customary in the
securities industry/ arvi breached its duty to Hra investing" public to perform
a reasonable review of the product and its sponsors before offering the
Pj.cxji.cmi for sale. Based on the above allegations, FNB asserted rlalmn for
securities fraud pursuant to Sections 12(1) and 12(2) of the Securities and
Exchange Act of 1933, Section 10 Ob) of the Securities and Exchange Act of
1934 and Rule lOb-5 promulgated Mwffirclpr, Sections 25019 and 25401 of the
California Corporate Securities law of 1368, Sections 58-13B-30CA) through
(C) of the New Mexico Securities Act; negligent misrepresentation; breach of
fiduciary duty, violation of duty as an agent; and negligence.

Respondents Mortgage Government Securities, Inc., M.6.S.I. Securities, IDC*
and Stan E. Golub denied the material allcgatvlfm of the Statement of Claim,
alleging that:

1. claimant First National Bank of Ftadngton1 s Statement of
Claim failed to state a claim upon which relief can be granted;

2. If any alleged loss or damage was sustained by ENB, it was
caused or contributed to by FNB's otn fault or conduct, the conduct
of RIB's agents or attorneys or by the conduct of others for whom
Respondents- are not npflpnfl'lhlft and over whom Respondents have no
control;

3. Respondents did not knew and in the exercise of reasonable
care could not have knom of any untruth or mrinfllon, if any -

4. FNB's causes of action were barred by the applicable statutes
of limitations and by the doctrines of laches, waiver and estoppel;

5. Respondents did rot knew of, or in the exercise of reasonable
care could not have know of and did not have reasonable ground to
believe in the existence of any facts by reason of which the
liability of a controlled person, if any, is alleged to exist;

6. Respondents relied upon the advice of counsel with respect to



the conduct alleged by ENB?

7. FNB failed to exercise such due diligence with respect to its
investment as would be expected of a person imrier the same
circumstances artf* therefore rr'uT.H not recover £rcm Respondents any
losses occasioned by its own lack of due diligence;

8. ENB failed to reasonably mitigate any damage which it may
have incurred;

10. Respondents acted in good faith and did not directly or
indirectly Indue* any act or acts constituting any violation or
cause of action asserted by ENB;

11. FNB knew of any untruth or nmlfwlnn, if any occurred;

12. Respondents did not market, distribute, offer, sell or solicit
HIP purchase or sale of any security or any investment contract by
or to ENB *™* Respondents were not sellers, solicitors, a proximate
cause, a producing cause or a substantial factor in any purchase or
sale of any security or investment contract by or to ENB;

13. PUB was experienced and knowledgeable in business and
financial natters and investments similar to fr*"* one in question;
was capable of evaluating the merits and risks of investing in the
investment in question; obtained qualified and experienced
independent advice with respect thereto ; PHI ft, ir IHHJ its OWL
independent due diligence and detailed investigation and relied on
its own due diligence, investigation and evaluation in imHng the
investment in question. As a result, ENB knowingly and voluntarily

all risks attendant to investing in the investment in
question, did not rely upon Respondents with respect thereto and
ENB was not entitled to recover from Respondents any losses

with such investment;

14. Respondents did not act as agents for ENB, Reseda or any other
party in '"••"•"Li.'pn with the frnrniwHTifT described in ENB's
Statement of Claim? •

15. FNB's investment with Reseda was not a security;

16. TTeffrrMlfiirri did not engage in any conduct which was a
prcodnate cause or a producing cause of any loss or damage, if any,
sustained by BUB? and

17* n̂ ij.1 uVuil n objected to *"***> allegations r̂gi»«4nâ  in RUB'S
Statement of +*** n«Hm because they referred to TTMMJII mlnii! n as a
group. As a result. Respondents alleged that the allegations
contained in the Statauaut of the Halm were vague, general, and

•fa^^<M^ to apprise corn Respondent of *•>» conduct
allegedly ccnmitted by rnrh Respcodent which forms *•>«> basis of
FNB's cause of action and therefore, deprived each Respcndent of
the opportunity of preparing to meet FNB's allegations.



Claimant First National Bank of Farmington, New Mexico requested the panel
enter an award against Respondents Mortgage Government Securities, Inc.,
M.G.S.I. Securities, Inc. and Stan E. Golub as follows i

1. For rescission of the investment in the Program less a credit
for any innrnp actually received therefrom, or, in the alternative;

2. For damages in the principal sum of approximately
$3,000,000.00 «Tirf a/yy:ii'»Hwj to proof at ***<* Hm* of ***•> hearing;

3. For interest on any sums so awarded at the ™^™™ legal rate
from the date of FNB's investment until the entry of an award;

4. For attorneys' fees and other costs -Incurred herein; and

5. For such other relief as nay be necessary or proper.

Respondents Martgage Government Securities, Inc., M.G.S.I. Securities, Inc.
and Stan E. Golub requested that the panel dlanrlBH the Claimant First
National Bank of Faonington1 s r»i»4«* with prejudice* In addition, the
Respondents requested that ****** panai award to ***** TWipnrMVfirn attorneys' fees
and costs Incurred herein, and such other and further relief, both general
and special, legal and equitable, to which they nay show themselves justly
entitled.

Ine parties have agreed that the award in this matter may be executed in
counterpart copies or that a handwritten, signed Award may be entered. In
either case, the parties have agreed to receive <mfnrmprt copies of the Award
while the originals remain on file with, the HASD.

Respondents Mortgage Government Securities, Inc., M.G.S.I. Securities, Inc.
and Stan E. Golub filed a Motion for Partial Suonary Judgment or Award on
March 24, 1392* Upon, review of the motion and all responses filed therein,
the panel denied the motion and notified the parties on May 5, 1992.

Respondents Martgage Government Securities, Inc. M.G.S.I, Securities, Inc.
and Stan B* Golub filed a Motion for Adjournment pursuant to Section 30 of
the Code of Arbitration Procedure on May 8, 1992. Pjpon review of the motion
and all responses filed therein, the panel denied the motion. 3be motion was
i EiiiiHni Tml at Tinnrlmj tJjpon review of the motion and argument of ****
parties, the motion was denied.

Respondents Mortgage Government Securities, Inc., M*G*S.I. Securities, Inc.
and Stan E. Golub filed a Section 12 (b) Motion to Dismiss on or about May 11,
1992 at hearing, pjpon review of motion and argument of the parties, the

the

The panel determined that the official record of the proceedings required by
Section 37 of the Code of Arbitration Procedure would be kept by the
stenographic reporter retained by Fiyd.ii inlpiil fi



After i"v̂ na<Hflri-iTTnf HTO pleadings, ffr** testimony a<rvi >̂«* evidence pr*fMfifarj at
anrf post hemf-ing- qiiVw< Qffjflnff, if any, *"̂ <* Undersigned arbitrators

have decided in full and final resolution of the issues submitted for deter-
mination as follows:

1. The Statement of nn-hn filed by Claimant First National Bank of
Fanningtonp New MeocLco is hereby dismissed and Hen -lad in its
entirety.

2. Each party shall bear its OWL costs of arbitration,
attorneys1 fees, except for those specifically enumerated herein*

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

Tne National Association of Securities Dealers, Inc. ("NftSD") -qhai i retain
the claim filing fee of $250.00 and the hfwrlng session deposit of $1000.00
previously deposited by *•*"? Claimant First National Bank of Eamdngton* In
addition, ENB is liable for and shall pay to the NASD a*m M nnai forum fees
in the sum of $4,000.00.

Respondents Mortgage Government Securities, Inc., H.6.S.I. Securities, Inc.
and Stan E. Golub are jointly and severally liable for and shall pay to the
NASD additional forum fees in the sum. of $5,000.00.

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

DZOED:

Alison K. Schuler

Public Arbitrator
Chairperson

Peter J. Broullire, m. Bag.
^SerT^S33nE5
Public Arbitrator

July 14, 1992

Industry Arbitrator

" |jj n. IQQ2.Date Served on Partiestv \ \


