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There are cases where un-,

sophisticated people come int-»
money from retirement, inher-

itance or something else,and go"

to a professional who invests it
too aggressively. Is this inten-
‘tional, or misleading? No. But
just like a physician has medi-
cal practice standards; so do
brokers. They are supposed to
recommend investments based
on a client’s needs, background

and objectives; and if they don't

_ dothis, they can be liable just as
much as a broker who deliber-
ately misleads the client.

‘Many investors don’t un-

"derstand that in ordinary

- brokerage accounts, you have

. to approve each transaction in

advance. If you don’t, and the

broker buys and sells anyway,

. that’s anunauthorized transac-

tion. We see quite a few of those

situations.
‘We typically see bad-prod-

uct cases, too. That's where a

product that is suitable for a

narrow band of investors may -

_be inarketed as though it's a
vast, investor-type product
- guitable for everybody. The
variable annuity is an example.

Q' What are the biggest
mistakes individual investors
make that get themin trouble?

Az First and foremost, the

" most dangé;;ous- situatic;nils‘ the-
_referral. Someone is looking for..

" a broker and:goes to Someone . . peneficial because the parties

. donot have to go through all the

élse who he thinks knows; who'
- can help. The problem is when,_:

- after they get areferral, it stops
“there. The' person-looking fc
help doesn't do the necessary.

due diligence. That broker is: '

assumed tobe qualified. -
Thefirstruleisthat, ifyou:

going to sor on
basis; that should be'theé:
the process of doing homework
* on that brokerage firm to see if
in fact it is appropriate. You can
get a lot of information about
brokers through the Georgia

secretary of state’s office.

The second mistake is when
_ investors don’t adequately ex-
plain to their brokers what they
are trying to achieve, and seek

feedback from the broker on -

ways to achieve it. Often the in-

vestor assumes the broker will .
take account of all the different -

_possibilities. This needs to be
more open to discussion. -

- tors win, they win back about
" 160 pgycent of what theylost.

And once a relationship is .
in place, hopefully there isan-
adequate exchange, a monitor- -
ing process. Youneed to pay at-"
tention to what’s happening in

~ the account. There again, some

Y
\

people are better equipped to
do that than others.- -

- Q= How do abuses manage
to occur in the securities busi-

- ness?

A: Brokerage firms have a
responsibility to supervise the -

_ individuals out there who are

interfacing with the public, to
make sure their accounts are
monitored and that what is oc-
curring is appropriate. Most of -
the cases we get are situations
where, if the supervisory func-
tion had been performed, there
would have been no losses, or
the losses would be smaller.

‘Tn boom times like the late
'90s, when money is being
made hand over fist, lots of
times supervisory procedures

_ don’t get followed because

everybody is making money.
Anytime you are in a situation
where that kind of money is in- .
volved, thereis the opportunity
for inappropriate'action. : ’

Q: Who benefits the most

from arbitration?

A: Thave found that arbitra-
tion is a benefit to the person -
who has been wronged. It is
fair, and I have found it to be

delays associated with a court -
proceedings. They will get




