Insider Trading Alleged At UBS and Morgan Stanley 

On Thursday March 1st 2007, the United States federal regulators filed civil (and unspecified criminal) charges against 11 individuals and three entities in connection with two insider-trading schemes in which insiders (employees) at UBS Securities LLC and Morgan Stanley allegedly provided inside (non-public) information that helped hedge funds, brokers and others make at least $15 million in illicit profits. According to Reuters, "eight Wall Street professionals, two broker dealers, a day-trading firm, and three hedge funds are accused of participating in a scheme that used information stolen from UBS and Morgan Stanley." 

[Update: The SEC has now released a press release entitled SEC Charges 14 in Wall Street Insider Trading Ring; Defendants Include Hedge Funds, Lawyers and Professionals at UBS, Bear Stearns, and Morgan Stanley with more information on the participants. Those charged include: Mitchel S. Guttenberg; Erik R. Franklin; David S. Tavdy; Mark E. Lenowitz; Robert D. Babcock; Andrew A. Srebnik; Ken Okada; David A. Glass; Randi E. Collotta; Christopher K. Collotta; Marc R. Jurman; Q Capital Investment Partners, LP; DSJ International Resources Ltd., which does business as Chelsey Capital; and Jasper Capital LLC.]

According to The Wall Street Journal, "The Securities and Exchange Commission said that in one scheme, which was ongoing since 2001, a UBS executive director, Mitchel Guttenberg, illegally tipped off at least two traders to information about upcoming UBS analyst stock upgrades in exchange for sharing in the illicit profits. One of the traders illegally traded on the information for two hedge funds and in his and his father-in-law's personal accounts, the SEC said."

The other scheme was said to involve Randi Collota, an attorney in Morgan Stanley's global compliance department, and her husband. They apparently provided information about upcoming corporate actions to a Florida broker in exchange for sharing in the some portion of the illicit profits that resulted. 

The WSJ continues: "Today's action is one of the largest SEC insider trading cases against Wall Street professionals since the days of Ivan Boesky and Dennis Levine," SEC associate enforcement director Scott Friestad said in a statement. "It involves fraud by employees of some of the biggest brokerage and investment banking firms in the country. We will do everything possible to make sure that, in addition to any other remedies or sanctions imposed, none of these individuals ever works in the securities industry again."

Bloomberg News adds more details including that three Bear Stearns Co. employees were part of the fraud conspiracy. "Guttenberg, a member of UBS's investment review committee, sold bank inside information on ratings changes to David Tavdy and Erik Franklin for ``hundreds of thousands of dollars,'' prosecutors claimed. The two men, in turn, used the data to earn more than $4 million by making trades through brokerage accounts they controlled. Franklin traded on behalf of a series of hedge funds, including Lyford Cay Capital, Chelsea Capital and Q Capital Investment Partners LP with which he was associated, prosecutors said."

Bloomberg News also reveals that "[Randi] Collotta leaked inside information on pending acquisitions to her husband Christopher [Collotta] and a colleague, Marc Jurman, prosecutors said. The deals included Penn National Gaming Inc.'s acquisition of Argosy Gaming Co., which was announced in 2004, and Adobe Systems Inc.'s purchase of Macromedia Inc., announced in 2005. Jurman traded on the data and passed it on to others, generating profits of ``hundreds of thousands of dollars'' that were passed back to the Collottas and others."

"Also charged in a related case are a broker at Assent LLC, who's accused of collecting tens of thousands of dollars to hide the UBS insider scheme, and a Banc of America Securities broker who's accused of pocketing kickbacks in exchange for shares in stock offerings. Four of the 13 defendants have already pleaded guilty to securities fraud and related charges, Garcia said in a statement."

Perhaps most ominously, as reported by MarketWatch.com, is the statement by S.E.C. Chairman Christopher Cox, "Our action today is one of several that will make very clear the SEC is targeting hedge fund insider trading as a top priority." 

Toomre Capital Markets LLC ("TCM") strongly suspects that more forthcoming enforcement actions will be filed in connection with the use of credit-default swaps and the use of inside information. The SEC's unprecedented sweep of Wall Street's equity trading records for the last two weeks of third quarter of 2006 coupled with information requests about prime brokerage funding activities during that period strongly suggests that certain leverage players (i.e. hedge funds) are going to have to explain why they were trading in certain securities just ahead of market moving corporate actions. TCM has no idea whom exactly is involved. However, CDS spreads have been moving too much ahead of unusual corporate events. Reader comments and thoughts are welcome. 

Submitted by Lars Toomre on Thu, 03/01/2007 - 1:34pm
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Thirteen people were accused today of taking part in a major insider trading ring, including a Morgan Stanley compliance official, a UBS research executive and traders for hedge funds and brokerage firms.
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Marshall Mantel for The New York Times

Mitchel S. Guttenberg, a 41-year-old executive director in the stock research department of UBS, in F.B.I. custody today. 

Nine of the defendants have been arrested, and four have pleaded guilty to charges ranging from securities fraud, conspiracy to commit securities fraud and bribery. 

Linda C. Thomsen, chief of enforcement at the Securities and Exchange Commission, described the scheme as one of the most “pervasive Wall Street insider trading rings since the days of Ivan Boesky and Dennis Levine.”

The investigation was conducted by the Federal Bureau of Investigation, the S.E.C. and the office of the United States attorney in Manhattan.

The S.E.C. accused 14 people of making illicit profits totaling more than $15 million, while the federal criminal charges cite illicit profits of $8 million from 13 individuals. 

Officials said the case involved two different schemes that were linked through one hedge fund trader. 

Federal authorities say that starting in 2001, Mitchel S. Guttenberg, a 41-year old executive director in the stock research department of UBS, tipped a friend, Erik R. Franklin, about upcoming upgrades and downgrades of stocks, which was information that would move the price of the stocks. Mr. Franklin, at different times during the five-year scheme, worked for a hedge fund at Bear Stearns called Lyford Cay Capital, Chelsey Capital, a hedge fund, and Q Capital Investment Partners, as well as trading for his own personal account and that of his father-in-law. 

The friends used disposable cellphones and secret codes to try and cover up their activities, the S.E.C. complaint says. 

The ties went further than the two friends: each had his own network of tippees and the case was so complex that the United States attorney in Manhattan, Michael J. Garcia, used a large posterboard to explain the inner workings. 

For example, Mr. Guttenberg, also passed the tips to David M. Tavdy, 38, a proprietary trader at Andover Brokerage and Jasper Capital, according to investigators. Mr. Franklin, a hedge fund trader, tipped Mark E. Lenowitz, 43, who worked for Chelsey Capital, a hedge fund and was a limited partner at Q Capital Fund. 

In a separate scheme, Randi Collotta, a 30-year-old lawyer in the global compliance department at Morgan Stanley, is accused of doling out information about upcoming mergers and acquisitions in return for a share of illegal profits. She worked with her husband, a lawyer in private practice, and they tipped off Marc Jurman, a broker in Florida who shared his profits with the Collottas, according to investigators. 

Mr. Jurman in turn passed the information to Robert D. Babcock and Ken Okada, employees at Bear Stearns. 

Mark Lake, a Morgan Stanley spokesman, said, “We have cooperated and are continuing to cooperate fully with authorities regarding a former employee who allegedly stole info from Morgan Stanley.” 

A UBS spokeswoman, Rohini Pragasam, said, “UBS is assisting the authorities to the fullest extent possible in their investigation into the alleged actions of a single UBS employee.” Mr. Garcia described Morgan Stanley and UBS as victims in the schemes.

Representatives from Bear Stearns could not be immediately reached for comment.

Four of the individuals have pleaded guilty: Mr. Franklin, Mr. Babcock, Mr. Jurman and David A. Glass, 32, who is the owner of Jasper Capital. He is alleged to have traded on illegal information in the UBS scheme.

A lawyer for Mr. Franklin did not immediately return calls for comment. Mr. Babcock’s lawyer declined to comment. 

Benjamin Brafman, a lawyer for Mr. Glass, said: “Mr. Glass is a very intelligent, fundamentally honest young man who unfortunately used some very bad judgment but made the decision to accept full responsibility for his conduct at a very early stage of the proceeding.” He declined to comment further.

Lilly Ann Sanchez, a lawyer for Mr. Jurman, said: “We aimed to resolve this case expeditiously. Mr. Jurman is a very minor player in the overall conspiracy.” 

Hedge fund manager pleads guilty in UBS insider trading case…


According to media reports and court filings
, a hedge fund trader has pled guilty to buying and selling stocks based on tips about changes in UBS’s analyst stock ratings. The trader, Mark Lenowitz used inside information about planned ratings changes when he traded securities at hedge funds Chelsey Capital and Q Capital Investment Partners.

Lenowitz was among 13 people charged March 1st in separate insider trading indictments against employees at UBS, Morgan Stanley and Bear Stearns. As part of the

Lenowitz traded on information such as when he was tipped that UBS would lower its stock rating on Tenet Healthcare in Oct. 2002.

Commentary: According to the SEC, which sued 14 defendants in March, the alleged scheme stretched over five years, included hundreds of tips and produced more than $15 million in illegal profits.
Bringing reference to shades of the 80’s, Linda Thomsen, the SEC’s enforcement chief, described the trading scandal as “one of the most pervasive Wall Street insider trading cases since the days of Ivan Boesky and Dennis Levine.” 
Ex-UBS Executive Pleads Guilty to Insider Trading And Could Spent 90 Years in Prison

Former UBS Executive Mitchel Guttenberg is looking at a possible 90 years in prison. Guttenberg recently pled guilty to two counts of conspiracy and four counts of securities fraud for his involvement in an insider trading scam.

Prosecutors had accused Guttenberg of selling nonpublic data from UBS stock analysts about potential downgrades and upgrades to trader to David Tavdy. Tavdy then allegedly used this private information to illegally make at least $15 million for hedge funds and $10 million by trading on his own account.

According to the U.S. Justice Department, Guttenberg repeatedly sold insider information to Tavdy over a nearly five-year period.

Guttenberg is one of over a dozen people, including attorneys and securities professionals, who were involved in two massive insider trading schemes. 

More Insider Trading Guilty Pleas and Sentences;

Ex-Morgan Stanley compliance attorney Randi Collotta was sentenced to four years’ probation for providing insider information about Morgan Stanley to her husband Christopher and others. Christopher must serve three years’ probation.

Former Bank of America Corp. securities trader Paul Risoli was issued a seven-month jail sentence, in addition to two months supervised release after pleading guilty to one count of wire fraud and one count of conspiracy to commit wire fraud and commercial bribery. He was also ordered to forfeit $12,500.

Risoli was indicted a year ago for allegedly allocating shares in initial public offerings and secondary ones to someone at Q Capital Investment Partners LP in return for kickbacks.

In January, Laurence McKeever, a stockbroker, pled guilty to charges that he tried to conceal illegal trading activities and received $50,000 in return.
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