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RAYMOND H, STANTON IT and RAYMOND H. STANTON T1I
and
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Dear Counsel:

By direction of the Avbitraters, enclosed berewith is the duly executed
Award of t rbitrators in the abovg-captioned matter.

¢¢: Arbitrators
Encls.
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AMERICAN ARBITRATION ASSOCIATION
' Arbitration Tribnna)

In the Matter of the Arbitration between
Re: 13 181 00279 99
RAYMOND H. STANTON ITand RAYMOND H. STANTON IT
and
CENDANT CORPORATION, formerly kmown ag
CcyUC INTERNATIONAL, INC,

AWARD OF ARBITRATORS

We, the UNDERSIGNED ARBITRATORS, having been designated in socordance
with the Stock Purchase Agreement entered into by the above named Parties and dated September
23, 1996, and having beeg duly sworn, and having duly beerd the proofs and allegations of the
Partics, and having considered both the claims and the counterclaims of the Parties, FIND and
AWARD 2 follows:

2. In May 1997 CUC and HEFS Corporation ennounced a stock merger which was
consummated later in the year on December 17, Sinoe the capitalization of the two corpanijes
was roughly equal, stockholders of each company ended up owning half the merged company,
CUC was the surviving corporation and was renamed Cendant.

3. After the close of trading on April 15, 1998, Cendant snnounced that it had diseovered
potentjal accounting irregularities at certain business units of the former CUC that would Jikely

Price declined substantially in the wake of this announcement, By the close of trading on April
16, 1998 Cendant’s stock had fallen by approximately 46.5%. However, in the next faw days the

4.0n July 14 Cendant armounoed that the irregularities were both mors substagtial than it
bad reelized in April and were mede with intent to deceive (i.e., fraudulent), and that the 1995
and 1996 financials would nead to be restated because of the conduct of CUC, Once again the
Stock price drapped significently - more than 25%, An independent investigation was undertaken .
by Arthur Anderson, and Cendant made detailed restatements of earnings in August with g ~
further - but much less significant — market reaction,

5. Prior to the disclosure of the fraud the Stantons sold 240,000 shares of CUC, and aftcr
the April disclosure they purchased a Aumher of puts and calls which were never exerciged, In
nddition, Reymond Stanton 11T purchased s collar on 200,000 shares in early April, 1998 before
the disolosure, and exercised the putside in April, 2000 at a profit,
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6. The facts in this matter ars not it dispute. What {s disputed is the correct Tatner to
treat the various transactions from an economic and legal point of view.

7. The Partieg (and their experts) agree that the caloulation of damapes when stock is
purchasg:d at an inflated price due to frand is the "out-of-pocket™ theory whioh fequires a

9. The major difference betwean the Parties [and their experts] lies in the Respondent’s
theory that after the out-of-pocket damages ars calculated those damages should be offset by any
benefits received by Complainants as a result of the fraudulent inflation. Under this theory a5
caleulated by Respondents, the Swntons received benefits from the fraud in excess of their
September out-of-pocket damages and this is the basis for Respondent’s denia] of liability and
counterclaim. As one illustration they detmonstrate that all CUC stockholders benefited from the
merper with HFS since the “real valua" of their siock was increased gs a resylt of the merger.
Complainants dg not deny the benefit, but say that it was already taken into account when the
stock price dropped on revelation of the fraud. Were this not the cage their out«of-pocket
damages would have been greater,

10, We agree with Complainants that the out-of-pocket damages should be caloulated by
@pplying the percentage drop due to the fraudulent inflation o the shares and options received in
September 1966 adjusted for the stock split. We agree, howevey, with Respondents that the one-
day window was too short and accept Respondent’s view on 3 preater window, But we reject
Respondent’s use of ICOBAM 25 & method of calculation, Of necessity, both methods use

11. We agree that Complainant has properly treated the Stantons’ pre-disclosure sales by
simply taking these shares out of any damage calculation, Other thap removing the sales from
thet caleulation, proceeds obtained from the sale of the securities by an innocent party should not
be used 10 reduce Respondent’s liability for its mitial fraud. Similarly, the unexercised puts and
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calls should simply be ignored ag irrelevant to any damage calculation, but the sales made post-
April on the put gide of the collar should be used 16 reduce damages as Claimantg acknowledgs,

12. We rejeet Respondent’s novel theory that once Complainants’ damages ate fixed 3
further calculation to determine any bemefits they received from CUC’s frand is required, Those
benefits have already been taken into secount determining the amount of inflation at the time
of purohase, Put differently, the benefit CUC roosived from HFS merger is reflected in the
market value of Candent’s shares afier revelation of the fraud. HFS shareholders suffered a logs
83 a result of the merger and CUC shareholders benefited by the same amount. HFS stockholders
have a claim against Cendant for thet loss and CUC stockholders’ claim aguinst Cendant is in
effect reduced by the benefit received because of the increase in the value of their stock over what

13. The figre for the Apri] three day window appeers to be 31.31% (see exbibit 6A 1o
the McCann Report) which, when combined with McCann’s August figure using the same
equation he does, gives g decline of § 1.87%. Applying that number to the $23.88 stock price
gives an inflation $12.39.

14, Accordingly, we AWARD Complainants out.of-pocket damages calculated on the
basls of fraudulent inflation of §12.39 per share to be paid by Respondents as follows:
$17,282,749 for inflated shares plus $1,550,000* for options less $2,920.800 for 240,000 shares
sold before fraud disclogurs legs $2.434,000 for 200,000 “put” shares sold, equaling §13,477 949
with simple interest at 9% fom September 23, 1996 until paid.

*[ this figure represents a 7ough estimete of the inflation on the Black-Scholes value
of the options received by the Stantons in September of 1996, based on the stock price inflation of
§12.39. We ask the Parties to caleulate the exact revised Black-Scholes value of the options, and

15. Respondent's Counterclaims are denied.
16. Claimants request that the Tribunal awnrd it counsel fees and oosts is denied,
17, Claimant’s request that the Tribunal sward jt punitive damages s denicd.

18. The compensation of the non-party appointed Arbitrator totaling TWENTY THRER
THOUSAND EIGHT HUNDRED EIGETY DOLLARS ($23, 880.00) shall be bome equally by
the Parties. Therefore, Claimants shall pay to the American Arbitratien Association the sum of
FOUR THOUSAND SEVEN HUNDRED NINETY DOLLARS ($4,790.00), representing their
balance of said compensation still due the Association, Respondent shall pay to the American
Arbitration Associstion the sum of FOUR THOUSAND SEVEN HUNDRED NINETY
DOLLARS ($4,790.00), representing its balance of said compensation still due the Association.
Compensstion of the party eppointed arhitrators shall be borne by the appointing Party.

19. The administrative fees and expenses of the American Arbitration Association totaling
SIX THOUSAND FIVE HUNDRED DOLLARS (86,500.00) shall be bome equally by the
Parties.
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20. This Award is in fisll settlement of a]] olsima eubmitted to this Arbitration.

Nicholas deB. Katzenbach, Esq./Dated

ey Biae,

Honorable Frederick B, Lacey / yﬁtcd

David W. Leebron, Esq. / Dated

STATE OF NEW YORK )
) ss.:
COUNTY OF NEW YORK )

1, Nicholas deB. Katzenbaoh do heyeby affirm upon my oath as Arbitrator that I am the individual
described in and who executed this ingtrarment which 15 my Award,

(Dated) (Signature)

STATE OF NEW YORK )
) 88.:
COUNTY OF NEW YORK )

I, Honorable Frederick B. Lacey, do hereby affirm upon my oath a5 Arbitrator that T am the

individual described in and who executed this ingymtnt which is my Award.
Sl e A

(Dated) (Signature)

@007
b/Y
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Honorable Fredench 5, Lacey/ Dated

DT‘“W-T-chmE-q./Dmd

STATE OF NEW YORK )
COUNTY OF NEW yorg )

STATE OF NEW YORK )
’ 8S.:
COUNTY OF NEW YORK ;

), Honorabis Froderick Lacy, do har
e s " ) afhrm my
wdividual described in end who exeente? thiz instrum uw:nt wggh !:WA!T‘W‘“ that L e

(ated) Eiguinae)
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20. This Awnrd is in Al asttlement of al] ¢laru pibemified 1o s Arbitration,

Nichotes 4eB, Rawenvact, B /oned

Hitiasable Frederisk R. Laoey / Dated
L, Zoln. .13 29%1

a W, Leedron, Bsq. / Deted

STATE OF NEW YORK :;
i
COUNTY OF NBW YORK )

L Nigholas deB. Katzerbaoh do hérslry afiinm usan my oath as Arbitrates that T am the individual
desoribed in and who excouted this instrument which i8 my Awand,

[Dored) Clgzrare)

STATE OF NEW YORK §
’ .
COUNTY OF NEW YORK )

1, Honarable Frederiok B. Lacy, o hareby afisi ypem my oath ag Arbifvated that Turs the
individual described in and who etesuted thid instrament which is zy Award.

(Dated) | (Stgnanze)

Sd WA2B!ER TOPE ST ‘93l ! 'ON Kud
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STATE OF NEW YORE ;
B
COUNTY OF NEW YORK )

1, David W, Leetren, Erq., do hereby affirtn upon myy oath a5 Asbitoeter tht 1 am the inividual
deseribed in and who ezsouted thig instrument which is ;my Award.

B 700! @;(wm Z el

(Daed)

2d WSh!BT TRE2 ST ‘g4 ; ON Xy



