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1. BREACH OF TRUST

At the heart of every case of merit is the creation of a trust relationship that is then breached. It can be breached through fraud or negligence, through recklessness or indifference. What are some examples of how trust relationships between a customer and a broker are established?

1. The broker is a member of your church or synagogue.

2. The broker is your nephew or niece.

3. The broker is your son or step son.

4. The broker is the man you live with, who gets home earlier than you and intercepts the mail, which includes trade confirmations and monthly account statements.

5. You are a busy executive who travels a great deal. You and your wife have a strained personal relationship but you know that since she is a broker at a well-known firm, she wouldn’t do anything to jeopardize your joint account. You’re unaware of her individual account or that funds have been transferred out of  your joint account to fuel the trading in her account.

6. You are the victim of an automobile accident and have received a lump sum payment in settlement. You’ve never invested before and have been introduced, through  your brother, to a broker who, like you, is black. 

7. The broker is the son of your golf club friend; he’s the broker for other members of your golf club.

8. The broker is the only one who knows that you committed yourself into a drug rehabilitation center and that you will be inaccessible for a period of time.

9. You met the broker through a cold call and, to garner your trust, he initially recommends investments that are safe and result in a reasonable return. He then recommends bigger investments in smaller companies that his firm makes a market in.

10. You are a foreigner who has lived in Europe or Asia your whole life and have heard of the strict securities laws of the United States. You believe that the United States government and the police are keeping a watchful eye on stock brokers.

11. The broker is your accountant, whom you have trusted for years to do your tax returns.

12. You are a broker yourself, but not proficient in the kinds of trading that you need at a particular time in your life. Another broker at the firm has befriended you and has agreed to take over your personal account, trading within specific restrictions. You trust your colleague to follow those restrictions.

13. You are separated from your spouse and the person with whom you are having an affair has a son or daughter who is a broker. To ingratiate yourself with your lover, you agree to open a brokerage account with that person’s son or daughter.

14. You are a member of an investment club. The president of the club is the only one who deals directly with the well-known brokerage firm. You have given the president trading authorization and the brokerage firm has a list of all the members of that investment club. The president and the broker concoct a scheme to divert funds from the club account, unbeknownst to you.

15. The broker is a member of your ethnic minority and you feel a kinship with her.

16. You are a well-to-do person and your broker is the member of a special group within a large, well-respected brokerage and investment banking firm. However, you are not as wealthy as some of the broker’s other accounts. The pitch you are given is that wealth demands service and, although you are unfamiliar with the esoteric nature of some of the investments recommended to you, you believe you are getting the attention your wealth deserves. But the brokerage firm has even wealthier clients.

17. You have had a bank account with a particular bank for many years and the brokerage division of the bank solicits your business. You believe you can trust the brokerage division since the bank has safeguarded your funds for years.

18. You went to college many years ago with the broker, who you recently re-met at a class reunion or over the Internet.

19. Throughout his whole life, your husband took care of the investments. He had the same broker for the last ten years of his life and he passed away. You feel you can trust the broker as your husband did, but the broker realizes that he’s got to get some commissions out of the account before your children have had an opportunity to introduce you to an estate lawyer or their own brokers.

20. You are a busy executive who doesn’t have time to go through all your trade confirmations and monthly statements, keeping them, instead, in a pile for year-end shipment to your accountant. So, to keep apprised of account activity and developments, you speak every day or so with your broker over the phone and keep a running tab of your account’s value on your computer screen. The broker tells you the information on the trading and the Yahoo or AOL program you have updates the prices. You don’t realize that the trades your broker is telling you about are only a tip of the iceberg, but since the ones he is telling you about are doing well, you have no reason to distrust him.

21. The broker is your niece’s fiancé and your niece has always been one of your favorites.

22. You are in the creative arts (an actor, playwright) or a professional athlete who devotes all your energy and attention to your craft. You give oral discretionary trading authority to your broker, who promises to only invest in what he or she thinks appropriate. The broker knows you never read (or frankly could understand) the monthly account statements and trade confirmations sent to your home (which you put in a box and ship to your accountant at the end of the year).

2. COMMON MISTAKES PEOPLE MAKE WHEN INVESTING WITH A BROKER

1. Believing that you broker can predict, in any meaningful way, the anticipated performance of a stock.

2. That your broker knows the best time to sell a stock.

3. That your broker knows your true investment objective if you don’t tell him.

4. Not telling your broker your complete investment experience.

5. Not telling your broker your true annual income and liquid net worth.

6. Not taking notes of each and every phone conversation with your broker.

7. Expecting that your broker will be watching the performance of your portfolio and calling you with advice to sell that stock he initially recommended that you buy.

8. Not sending your broker a letter setting forth the restrictions you’ve placed on the trading in your account.

9. Thinking that because your broker “made” a great deal of money for your friend or relative, he’ll be able to do the same for your (or even that your risk tolerance level is the same as that of other people).

10. Believing that your broker’s access to financial information is much different from your own.

11. Not understanding that all investments carry risk and that, for example, bonds that pay a high rate of return do so because there’s a real chance that the issuer of that bond will default on repayment of principal.

12. Believing that all mutual funds are alike.

13. Not understanding what’s on your monthly account statements or what’s on the trade confirmations.

14. If you see a trade on your statement that you did not authorize, you make a mistake believing your broker when he says that it was only  a “back office error.” You compound that mistake by not crying bloody murder to the broker and his branch manager to get it out of your account immediately.

15. Paying “full commission” for any trade. It’s like paying retail; no one does it. You can always negotiate commissions.

16. Purchasing a security that you don’t fully understand.

17. Signing an opening account form in blank and letting your trusted broker fill in the rest.

18. Signing off on a letter received from the branch manager thanking you for the great deal of trading activity in your account. Call the manager at once and tell him or her what you expected was going on in the account and ask him or her whether that is what took place.

19. Overconcentrating your portfolio with a small number of stocks.

20. Trading on margin.

21. Ever buying a limited partnership.

22. Not knowing the difference between an A share and B share mutual fund. The former charges commissions up front (front load) and the latter charges commissions when you sell the mutual fund within a certain time period (otherwise there’s no commission).

23. Buying any stock from a “cold caller,” with no exceptions.

24. Buying  a security outside of the brokerage firm that your broker recommends (aside from a mutual fund). It may be a Ponzi scheme that the firm knows nothing about and which they’ll attempt to absolve themselves of liability.

25. If your broker doesn’t call you back within a reasonable time after you leave a message, it may mean you’re not that important to him, especially if you’re just asking a question and not doing a trade. Drop him before his indifference hurts you.

26. Learn the concept of “mitigation of damages.” If your broker does something wrong in your account, cut your losses as soon as possible. You can always sue for the difference. But the “difference” will be less the longer you hold onto the position.

3. THINGS ONE SHOULD KNOW WHEN SELECTING A BROKER

1. Whether his or her investment philosophy entails asset diversification.

2. How detailed his questioning is of your investment experience and risk tolerance. The more detailed, the better. He’s doing his job. He can’t recommend a suitable investment for you without asking probing questions.

3. How  you learned of him – preferably from a friend, not from a relative. Never open an account with someone “cold calling” you. You don’t hire a house cleaner without references; why should a broker be any different?

4. How long he or she has been a registered broker and what firms he or she has worked for. [Then check the broker out by going online – www.nasdr.com  -  or calling 800-289-9999 for a printout of the broker’s background, including customer complaints and arbitrations.]

5. Whether the broker will call you when he or she thinks it’s time to sell, not just buy.

6. What research the broker relies on before making investment recommendations.

7. Ask what commissions you will be expected to pay. Tactfully ask why you are paying commissions to a “full service firm” if you can obtain the same financial information the broker can; why you shouldn’t just enter trades on your own at a discount firm and save on commissions.

8. Just  because your broker is a relative, you should expect the same level of service and communication from him as if he were a non-relative. Don’t sit back and blindly trust a relative-broker. They too should work hard for your trust.

9. Know that a broker can never guarantee or really assure you of a stock’s performance.

