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UBS loses another YES arbitration case, this one costing more
than $1 million

While the firm has prevailed in some cases involving its options trading strategy. its losses are adding up, too.

June 8, 2022 By Mark Schoeff Jr.     
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It’s win some, lose some for UBS Financial Services Inc. when it comes to arbitration cases involving an options trading strategy. But the losses can be costly, as the
firm found out again this week.

In an award Monday, Finra arbitrators ordered UBS to pay $1.18 million to three investors who claimed negligent supervision, fraud and breach of contract, among

other causes of action, against UBS related to a managed-account options product known as the Yield Enhancement Strategy, or YES.

Between 2017 and the middle of 2019, Rick and Pamela McCormick and the Lindsay McCormick 2013 Gift Trust lost about $1.2 million on YES investments, according
to their attorney, Jeff Erez, owner of an eponymous law firm. They filed their arbitration claim on Dec. 7, 2020.

The three-person, all-public Financial Industry Regulatory Authority Inc. arbitration panel awarded $900,000 in compensatory damages — 450,000 to Rick and Pamela
McCormick and $450,000 to the McCormick Trust. The arbitrators also awarded $225,000 in attorneys’ fees and $56,717 in costs to the claimants.

“I thought it was a resounding rejection of UBS’ defenses and a confirmation that these cases, when presented with the right evidence, are compelling and winnable,”
Erez said. He said his colleague, Stefan Apotheker, was lead counsel and tried the case.

A UBS spokesperson declined to comment.

It’s the second time in a row Erez has prevailed in a UBS YES arbitration case. Last month, his clients were awarded $3.9 million by Finra arbitrators. In another

case last month, claimants won nearly $1.5 million.

But last week, UBS won an arbitration case centering on the YES product when arbitrators denied the claims made by two investors, according to the June 1 award.

Ups and downs for UBS have been a characteristic of the YES arbitration proceedings. An industry executive who asked not to be named has
told InvestmentNews senior columnist Bruce Kelly that there have been 33 YES arbitration cases whose outcomes have been almost split evenly, with 17 wins for UBS
and 16 wins for the customers filing complaints.

The YES product is based on a strategy of borrowing against a client’s account and using the proceeds to invest in options to generate higher returns. In one decision
earlier this year, arbitrators noted that marketing materials for YES indicated that it was a high-risk product.
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The key to winning a YES arbitration case is to go after UBS on the product’s risk disclosures, Erez said. He asserted that UBS registered representatives essentially
ignored the risk warnings when recommending the YES strategy. He said his clients shouldn’t have been responsible for grasping the product more thoroughly than UBS
personnel.

“Arbitrators are understanding that hypocrisy and accepting our position,” he said.

Erez said he is “booked through next year” with YES claims; he has one set of clients who are awaiting an arbitration decision and is in the middle of two other cases.

“The vast majority of people [allegedly harmed by YES] have not come forward,” he said.
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IARs in 10 states, D.C. must complete continuing education by year-end
The CE requirements are the first for investment advisors, who must take 12 credit hours of courses in products and practice as well as ethics.

Financial advisors oppose state-level wealth tax legislation
An unusual coordinated effort among state lawmakers seeks to impose wealth taxes across the country, but advisors warn levies on assets will
drive high-net-worth clients to lower-tax states.

CFP bans use of credential by advisors accused of neglecting, misleading clients
One advisor allegedly recommended unsuitable investments to a client and then failed to monitor her portfolio or meet with her. Another
claimed in an ad his retirement program could raise all the money needed for a nest egg in 3 to 5 years.

Hey, can the SEC really do that?
It’s the central question for the GOP and industry lobbyists as Congress takes a larger role in regulating the regulator.

Advisors downplay prospects for debt default, comfort clients
They're confident that after some political theater over the next few months, lawmakers will reach an agreement to boost the debt limit
because the consequences of not doing so would be catastrophic.
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