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N.A.5.D. AWARD
NASD Regulation, Inc. Office of Dispute Resolution

e To the Matter of the Arbitration Between
Nams of Claimant
Banca Progreso Internacional De Puerto Rico
NASD CASE NO. 95-00336
Nawe of Respopdents

Prudential Securities Incorporated _‘ .
and Michael P. Schnabe)

REFRESENTATION

For Claimant: Richard E, Brodsky, Esq. of Richand E. Brodsky, P.A,, Miami, Florida and Scou L.
Warfan, Bsq. of Bloom & Warfman, P.A., Migov, Florida, '

Far Respondents: J. Wesley Holston, Esq. and Sara Soto, Esq, of Fowler, Whits, Burpett, Hurlay,
Bmnick & Strickraot, Miami, Florida,

CASEINFORMATION :
Statement of Claim filed on Jamuary 25, 1995, Claimant’s Submizsion Agreement signed on January 18,
1995 by Orlando Castro C., Director of Banco Progreso Internacions]l De Puerto Rico. Claimant’s

amended Submission Agreement signed on July 10, 199§ by Felix J. Montanez-Miranda a3 appointed
receiver of Banco Progreso Internacional De Puerto Rigo, Inc,

Statement of Answer filed by Respondents Prudential Securities Incorporated ("Prudentinl”) and Michacl
P. Schnabel ("Schnabel") on May 18, 1995. Respondent Prudential’s Submission Agresment signed on
May 6, 1998 by Kevin B, Hurley, Senior Vice President of Prudential Secyrities Incorporated.
Respondent Schnahel’s Submisgion Agreement signed op May &, 1998,

HEARING INFORMATION

On December 19, 1995, Juns 24, 1996, July 11, 1996 and May 2, 1997, telephonic pre-hearing
conferences lasting 1 session each were condneted with the Chairperson of the arbityation panel, On July
16, 17 and 18, 1996; December 17, 18, 19 and 20, 1996; May 12, 13, 14 and 15, 1997; August 11,
12, 13 and 14, 1997; October 6, 7, 8, 9, 29 and 30, 1957; Jannary 12, 13, 14 and 15, 1998; and March
16, 18 and 19, 1998, in Fort Lauderdale, Florida, hearings lasting 55 ssasions were conducted.

CANE SUMMARY,
Claimant alleged the following: that Banco Progreso Inteenacional De Poesto Rico ("Banco Progreso”

or "the bank™) was an international banking entity organized under the laws of the Commonwealth of
Puerto Rico; that during 1992 md 1993, Banco Progreso maintained an account at the Miami, Florida
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office of Prudentlal; that Bance Progreso logt over $§ million In the account, primarily in connection

with purchases of long call options; that the loases suffered by Banco Progreso were cansed by unsuitsble

recommendations by Prudential and the Account Exacutive, Michasl Schnabel, and by the failure of

responsible Prudeatial officials to properly supervise the conduct of the Account Executive, particnlarly .
= . inrefétence 1y options; that, in particular, Respondents improperly mduced and permirted the bank to

engage in cxcessive specuittive rransactions i aptions, and that Prudential viclated intornal SRO-imposed

standurds governing the supsrvision and review of options acconats,

Respondents denied that they have any linhility to the Clafmant and alleged the following: that the !

Claimant was an institution that was always fully aware of the risks and weding that ocourred in its !

account; that at all times, Claimant’s aceount way closely controlled by both its Executive Vice-Presidant :

and Pregident; that all purchases and sales in Claimant’s account were ordered and suthorized by either !

its Executive Vice-President or its President; that after Claimant’s account was open for five months, :
" Claimant told Respondents that ips investment objectives now includad specolation and that it desired to f

trade in the options market; that while engaging in speculative options trading with Respoudeuts, Claimant ’

engaged in a similar sheculative partern of trading options and stocks at another major hrokerage firm;

that at all timeg, Claimant’s account was diligently suparvised by Prudential's branch manager and

compliance department; that they made every sffort t0 ensure that the Claimant ynderstood the nature of

the activity it was engaging in, could bear the risk of sach activity, wished to continbe to engage in such |

activity, and was legaily authorized to engage in such activity; that when Claimant failed to agree t &

strategy that would limit its losses, Respondents resiricted the speculative trading in Claimant's account;

that Claimant, unhappy with this restriction, subsequently transferred its account to another hrokerage

fum and continued o speculate in options and socks; and that Claimant continued to twade with

Raspondents after suffering logses and, thersfore, failed to mitigate its damages. '

BELIEF REQUESTED

Claimant requested pecuniary damages against Respondents, joimtly and severally, in the amount of

- $5,K18,194,36 plus stamitory intercst of 12% per year, from the date that the subject securities were
purchased throngh Jamuary 31, 1995, in the sum of $1,366,592.00; punitive damages in an amouut not
less than three times the actual pecuniary loas suffered by the Claimant; interest, costs and attoroeys’ fees;
and such other and furthier relief as is deemed just and proper.

Respondents requested that Claimant's claim be dismizsed in all respects, and that the costs and fees of
this proceeding be assessed against the Claimant,

The parties have agresd that the Award in this matter may be executed in counterpart copiss or that a
bandwritten, signed Award may be eotered. In either case, the parties have agreed to receive conformed
copies of the Award while the originals remaln on file with NASD Regutation, Inc.
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the Statement of Claim, which motion was opposed by Claimant. The Panel denied the motion,
AWARD

After conzidering the pleadings, the testimony and the evidence presented at the hearing and post haaring

submissions (if any), the undarsigned arbitrators have decided in full and final resolution of the issues
sobmitted for detennination as follows:
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1. Respondents ate found lishle, jointly and severally, and shall pay compensatory damages 10
Claimant in the amount of $390,000.00, inchusive of pre-judgment interest.

2. All gther claims for relief, inclnding Clainant's requests for punitive damages and attorneys’ fees
and the parties' requests for costs, are denied,

Pursuant to Rule 10332(c) of the Code of Arbitration Procedure, the Panel has asssssed forum fees in
the amount of $33,700.00 (55 sessions x $1,500,00 per session, plus 4 pre-hearing conferences with the
Chairperson x $300.00) as follows:

L. Claimany is hevsby assessed the sum of $41,850.00 for which NASD Regulation, In¢. shall retain
the $1,500.00 hearing session daposit previously paid by Claimant in partial satisfaction thereof, leaving
a balance due in the amount of $40,350.00,

2. Respondents are heraby assegsed, jointly and severally, the sum of $41,850.00 for which NASD
Regulation, Inc. shall retain the $9,000.00 hearing session depogit previously paid by Respdndent
Prudential in partial satisfaction thepeof, leaving a balance due in the amount of $32,850.00,

3 Clairgant ix also Hahle and shall pay th NASD Regulation, Inc. the sum of $1,000.00 representing
the fee for the postponement of the April 14 - 17, 1997 scheduled hearing dates.

4, NASD Rsgulation, Inc. shall retain the $300.00 claim filing fee and $1,500.00 postponement fee
(for the postponement of the November, 1996 schedulad hearing dates) previously paid by Claimant, as
well a2 the $500.00 mewber surcharge and $1,500.00 postponement fee (for the postpunement of the
March, 1996 scheduled hearing dates) previcusly paid by Respondent Prudential.

Fees are payable to the NASD Regularion, Inc. Office of Dispute Resolution.

Conctering Arbitrators’ Signatores

Name Pyblic/Industry
/8/ Public
Steven Goorke, Esg. '
Chairperson
s/ Public
Allen ], Kaplan, Esq.
A ~ Industry

Irving I. Hanzman

Date of Decision: May 8, 1998




