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AWARD
NASD Digpate Resolution

In the Mntier nfﬂwirbitmtinnliemm
Name of Claimants
Joseph M. and Karen 1. Stockhausea

and : 0403053
Chicago, Hlinnis
Name of Respondents

Citigrovp Global Markets, Ins:, f/k/a Salomon Smith Bamey Inc. d/b/a
Smith Bamey

Jack B. Grubman

Michael Jay Grace

Philip 1. Sparte

Nature of the Dispute: Customer va. Member and Assoclated Persons.

REPRESENTATION OF FARTIES

Joaeph M. and Karen J. Stockhausen ("Clalmants™) wero represented by Michaal Wilner, Bsg. and
Lori A. Fanning, Fsg., Miller Pancher and Cafferty LLP, Philadelphia, Penngytvania ind Chicago,
Tlinnis respectively,

Citigroup Gighal Markets, Inc. ffk/2 Salomon Swith Bamey Inc. db/a Smith Barney ("Respondent
Smith Barney”), Jack B, Grubmzm ("Respomdent Grubman®) ond Michasl Jay Grace
{"Respondent Grass™) hereinafier refexred to s (“Respondents™) were repreaented by Lawrence D,
Ross, Esq. and Christopher M. Gatusha, Bsq., Bressler, Amery & Ross, P.C., Mamistown, New
Jersey. At the time of filing the Motion to Dismiss Sratement of Claim and Answer to the Statement
of Claim, Respondents were representad by Nancy E. Numan, Fag. and Jennifer M. Blunt, Bsq.,
Kutak Rock LLP, Washtngron, D.C.

Philip L. Spartis ("Reepondent Spartis”) was repregented by David Gresnherger, Eaq., Liddle &
Robinson, Ngw York, New York. '

CASEINFORMATION

The Statement of Cleim was filed on or about April 28, 2004. Submislon Agreement of Claimants
Joseph M. and Karen J, Stockhausen was signad on April 23, 2004.
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Motion to Dismiss Statement of Claim and Answer to the Statement of Claim was filed by
Respondents Ciigroup Global Markets, Inc. f/k/a Salomm Smith Barocy Inc. d/b/a Smith Bammey,
Jack B. Grubman and Michael Jay Grace on or about Fobmary 8, 2005. Respondents Citigroop
Global Markets, Inc. I/k/a Salamon Smith Bamey Inc. d/b/a Smith Hamey, Jack B. Grubman and
Michac] Jay Grace Motion to Strfke Claimants® Statement of Claim for Failure to Timealy Provide
Production was filed on or about March 24, 2006. Submission Agreement of Respondent Citigroup
Ginhal Mikets, Inc. £/k/a Salomon Smith Barney Inc. d/b/a Smith Bamey was signod on March 4,
2004 hy Jefircy L. Frisdman.

CASF.SUMMARY

Claimants asserted the following canses of action: Direct Liability snd Respondeat Superior
Lisbility; Negfigence; Breach of Express and Implied Contractual Duties; Breach of Fidnciary
Durles; Aiding and Ahetting Breach of Fiduciery Duties;  Fraudulent Misrepresentations md
Omissions; and Violation of lllinois and Geotgia Law

Claimants also summarized theix claime gs follows:

Asarcsult of SSB marketing and assurances, the Stockhausens tock commfart in cogaging the
services of financial consultants specially trained snd experienced in invesunent stregies
for valuabls stock nptions and backed by the support of telecommunications analyst Jack

Orubman and the resources of a large, full-service Wall Street financial firm. The

Stockhsusens understond that SSB was committed to assuming responsibilides and

providing services as described on S5B’s website:

. As your Finanwial Consultant, it is my responsibility to do much more than just take
orders to buy ar sell accurities.
Iwiﬂspmdth:ﬁmuhmdwntuﬂyw:ﬁnmciﬂcmmnmdwoﬂ:iumhtp
wlmyuumd:velapaulstMﬁmdinvcaunmtpmmﬂmhenm your needs.
In today's fast-paced world, fow poople have the time or resources to dedicite
T will help you understand and manage the risks that accormpany investing,

T will aim to establish a lang-lasting clicnt re)ationship with you through maintaining
the highess standands of quality, professionalism and integrity.

. Tt'c all part of Salomon Smith Bamey’s lang-tezm commitment to our clients.

hviewafmcimpmumcufmewissmsmtheﬂtml:hanams.mcyhadanmormwanudror

that kind of diligent professiona service and long-ferm commitment. Instead, SSB:

. disregarded itz client responeibiliti=s and pursned its own investment banking fee
agonda,
made no bota fide ffor to underxtznd the: Stockhauscns” goals and insteed followed
2 saripted one size fitg all anti-diversification approach of "don’t aell WorldCom
stock™;
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fuiled to davalop“aeuﬂnnﬂmdmvmpmwam"mdmgem. Stockhausen
consider diversification across market sectnrs;

failed to ensure that the Stockhansens identified and understond the enormous
uncompensated invegtment rick tha accarmpnied their undiversifiod position in a
aingleeqnityvdﬂimmlmptomcﬁonmdh:rhrdgingm“mdfdhdm
ensure that thoge rigks were eliminsted or rerinced;
mpemdlymnmdudconﬁnnedgmnmmmmﬁmnfmwﬂemdmm
the volatility and inveatment sk and misrepreseating that aggreagive overweighting

m@dﬂwsmmmeﬁMdivaﬁfyIngmduqﬁdnﬁngWﬂ!Cmm
through relentlesa ptomﬁunmdemphﬁisonujnwdandumelmﬂinginﬂatcdshock
analysis of WorldCom and of the telecommunicationd sector tinted hy massive
undinclosed institetional and ndividual conflict of interest and corruption of
shocking proportions,

9SR’s recommendations over months and years agsingt liquidation of the valuc of the
Stockinpsens’ WerldCom options and the conoentratod position held in WarldCrm stock
after March 2000 were grossly unsuitahla. Respondeats disregarded the rights of Mr,
Stockhansen in favor of their own conflicting financisl incentives. SSB mnd its
representatives put their personal financial interests ahead of the rights and interests of ther
trusting client. The hreach of loyalty wes not an isolated event. It was pelentiess mnd

pervasive.

At no time did SSB cver act to curc the harm. Respondents never urged that the
Stockhausens shonld sell any WarldCom stock. SSB ratings on the risk of investing in
WorldCom heid fast at “moderate” rather than warn of ths true volatility and risks embodied
by WorldCom. SSB failed ta urge the ftockhausens to assume a MOr® sengible asset
allocation strategy and diversify across mavdket sectors and out of a single volatile equity.
After expressly touting its expertise mnd special scrvicos and benefita for WarldCom
Wﬁm,ﬁism&fmﬁﬂaMSSBmmmmmnmdndmymwhmm
downaide Joss from this super concentrated position, Tostead, SSB's unbridled promotion of
holding a concentrated investment in WorkiCom continued unabated - - sven as WeorldCom's
market prices croded and then collapied and it was rranging sccret loan bailouts for Mr.
Ebbers.

Motivated by stunning cocruption snd pervasive conflicting intercsts in generating hundreds
of millions of dollars in mmbmﬁngﬂ&,msmﬂrubmmWaﬂmcMﬂieaﬂing
mwmmmymmmmmqmmmmﬁskafwummp
in WorldCom that SSB urged, while exaggerating the mnderdlying value and economic
fundmmentals.  In addition to unsultable recomvmendation to purchase or sell,
ccommendations to hold a security (forbear from sclling) are actionabls. See, e AUSA
Life Ins. Co. v. Emst & Young, 206 F.3d 202 (24 Cir. 2000) (finding fiability for
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misrepresentation based on indnging the plaintiff tn continue to hold stock); Marbury Mgz,
Inc. v. Kohn, 629 F. 2d 705 (2d. Cir. 1980) (broker ansl form Bable frw frand inducing non-
action); Small v. Fritz Cor., 133 Cal. Rptr. 2d 490 (Cal. Apell 07, 2003) (finding viable
claims for fraud o negligent misrcpresentation that induces forhearance to refrain from
selling swock); Conrinemval Insurance Co. v. Joseph Mercadante, 222 AD. IR1,183, 225
N.Y.S. 488 (N.Y_AD. 1 Dept. 1927) (recognizing claim for "frd in inducing, not the
purchase of the bonds, but their ratantion after purchase").

hnmﬂwopmchofSSdemdmachoﬁoyﬂty,themnﬂmmtmdhckuf
broker supervigion at the retail brokerage lavel mades Mr. Stockhausen even mare vuinerable
to great losses from SSB’s pervasive Wall Street fraud. SSB's unguitable recommendatinns
were made without fair disclogure of facts that weve material vo the Stockhangens® investment
decigions. Among other grave disclosure faflures and breaches of its duty of candor, SSB did
not mention the enormous uncompensated investment rigk that sccompsnied the aggressive
over weighting 55B urged. SSB omittad mention of the massive and conflicting financial
dealings material to the Stockhansens’ decision and views of SSB and Mr. Grubman ag an
objective stock analyst.(footnote deletad)

The Stockhavsens did not kmow that there were vixtually no circumstances or conditions
under which Respondents would back away from their aggressive promotion of WorldCom,
Rhythm NetComnections or other stocks of SSB's telecom banking clients. I SSB had been
candlid shoutt, thexe material facts and its massive conflicts, the Stockhausens never wonld
have relied em SSB/Grubmm reports and analysis and instead would have sold his stock and
divexsified his portfalie, :

Respandents denied the nllcgations set forth in the Statement of Claim. Respondents specifically
stated

Compleely dgregarding the significance of WorldCom, Tnc.’s (“"WorldCom™) massive
intemal accounting frand, Claimants now seek w hold Smith Bamey respansible for
Claimants’® own decision to delay exercising Mr. Stockhausen's vested aptions, the purperted
delay In their subsaquent decision 1o exercise and aell tn cover, while holding some of Mr.
m'smwmmm,mmmmmmmammm In
nddlﬁon.wlﬂleltunotcomplemlyclearfmmthesmmmufdmChdmmmmﬁmher
appenrmaeekmolmpoummntymSmid:BameymrshmmeylﬂdinMr.
Stockhausen's 401Kk account, an account that was held at Mertill Lynch, amd outside Smith
Barey. Claimants also disrsgard that M, Stockhansen was employed by WorldCorm, Inc. i
the finance arsa, first in accounting MFS Telecom Corp., and then in what he terms “project
planning,” but what Smith Bamney's records show to ba a Finance Analyst, at the rame time
his fellow employees in his own department were beginning o perpetrats their franr on the
pubHe. Finally, Claimants ignore the fact that prior to opening any account at Smith Bamey,
M. Stockhansen axercised and sold more then 8,000 WorldCam options, netting atmnst
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$176,000 in after-tax Anilam, taking the procoods by check. In addition, after Clatmant

d hs aceount with Smith Barmey, he excrciscd and sold (not exarcised and sold o
cover) an additional 23,200 options, netting over $886,000 after tax dollars, taking the
prooeadsdtbu'bycheckurbyndcpusir.dim:t1yiutoﬂ1eir5miﬁleayamuunt, for a total
of ovar $1,000,000.00 acquired as a result of exercising Mr. Stockhausen’s WorldCom
options. .

Rarherthmamepﬂngmspmsibﬂityfmthﬂlrnwninmﬂmnt decisiona, Claimants now
spurlously allege thar they followed the repreentations and recommendations of jack
Grubman, Smith Bamey and Smith Barney finmncial consnitants in “delaying the exercise of
his options and then avoldfing] or at least minimizing any nccessary sale of WorldCom
atock.” (Claim, p. 3), thus failing to sell thair shares of WorldCom as their value declinad to
cents on the dollsr. Claimants, however, are not onty misrepresenting what they did with Mr.
Stockhausen’s WorldCorn etock options, but were well awarc that their sceount et Smith
Bmywunon—disomﬁunarymdlhatﬂleyﬂonemmpmu’hlﬁformnﬁngdw
investment decisions in that ascount. Forther, Claimants wnderstnod that they alone
controlled the 401K acoount outside of Smith Barney, and that Smith Bamey bad no
responaibility for their independent decigions in that account.

Claimants’ decision to [sic] as to the tirne to exercise Mx, Stockhausen’s WarldCom nptions
and to either sell or hold the shares, was entirely independent of Smith Ramry and its
financial consultants. Claimants came to Smith Bamney with M. Stockhsisen's WarldCom
options and snck already in place. Smith Bamey and its financial consultants never
vecommended that Claiments by shares of WarkiCoi, exevcise WorldCom aptons, or hold
concentrated paxitions in that compeny. Moreover, Claimants watshed the wemendous
appreciation of WorldCom's value during the 1990°s, and waiched the commensursie
increase in their own wealth, based on the valus of their options. That fact, combined with
mumployueculnnzathHCmﬁummmpdimemplomtohold.mhermmnu,
shareq of the company's stock, guided Claimants’ decision to delay the exeroise of some of
Mr. Stockhaugen's optinnz, and to hold some of their WorldCom stock.

Smith Bamey respectfully submits that Claimants alone are responsible for their alleged
“losees.” Thelr meritless allagations will fail for et least the following reasons: Fimt,
Claimants alone chose to delay the exercise of Mr. Stockhauaen’s options, and the sale
ofthelr WorldCom shazes in their Smitth Bamey account until the positions had declined
significantdy. The evidence will demanstrate: that Cleimants often effscted WorldCom
transactions in their Smith Bamay account that were comtrary tn Sraith Bamney’a ratings and
opinions. Second, Clatmants completely controlicd their accoumts outside of Smith Barney.
Any delay in selling their WerldCom shares in those accounts is not doe to Smith Barney’s
conduot. Third, the “losses” in Claimants' Smith Bamey account weet duc to historic market
declines, not to any alleged wrangdoing by Smith Bamey and its representatives. Finally,
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Claimnh"M"wemcmwdbmelanm‘nmuﬁwwﬁmdpmmdupmﬂu '
public, of which $mith Barney had no prior knowlcdge. '

RELIEF REQUESTED
Claimants requested an award against all of the Respondlents, jointly and scverally, for:

Compensatory damages pursuant to Hlinods law (estimated at $500,000.00); exemplery and
punitive damages pursuant to the Restatement (Second) of Toxts Sertion 908(2) or, in the
dmnaﬁw,mbladmagespummmﬂwmmmmmhmdm SR15TL.CR 505/1, 2
seg.; disgorgement of all fees and profits earned by SSB ar any of its agrmtx; prejudgment
interest ot the mexirmum rate pamnitted by Ilinois law; the cost of this srbitration, expert fees,
and other disbursements and costs neceesary o bring this action togrther with reasmable
attomncys’ fees pursuant to the NASD Code, the Illinols Consumer Frand Act, 815 ILCS
50571, et s2q., and other applicable law; and sach other relicf, including equitable relicf, as
dictermined to be juat by the Panel.

Respandents requestesd that Clajmants’ claims be dismissed, that Respondents be awarded its feex
and coats incarred in defending this action and that the Panel award sny further relief as it deems just

Respondents Jack B. Grubman anid Michacl Jay Grace did not file with the NASD Disputo
Resolution properly sxacuied submissions tn ashitration but are roquired to submit to arbitration
pursuant 10 Rule 10301 of the NASD Code of Arhitration Procedure (the “Code") and having
angwered the claim, snd having appeared through renmael st the hearing are bound by the
determination of the arbitcation panel on all issues submitted.

On November 4, 2004, Claimants withdrew the claims asserted against Philip L. Spartis without

'ihcparﬂeshnveamedthntﬂ:eAwudinﬂﬂsmmmybeexemdincowm-partmphoﬂhna
handwritten, signed Award may be entered. In alther case, the parties have agreed to receive
mnfmmedcopiuoftholwudwhﬂethemimm!)mﬂnmmawimﬂnNASDDiapm
Resalution (the “NASD™).

AWAED
After considering the pleadings, the testimony, and the evidence presented at the hearing, the

undersipned srhitrators have decided in full and final resolution of the issues submitted for -
determination as follows:
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. Respondents Citigrmp Global Markets, Ino. /k/a Salomon Smith Barney Ine. d/b/a Smith

Barney, Jack B. Gmibman and Michael Jay Grace are hareby jointly and severally lisble for
and shall pay to Claimants Joscph M. and Karen J. Stockhausen the sum of $325,000.00
mmwm%mmmmcﬂmummy
damages. '

Titeregt &t the rate of 9% per anmum is awardod on the shove stated sum form Aprdl 28,2004
to May 3, 2006.

.. Respondents Cltigroup Global Markets, Inc. ffk/a Salomon Smith Bamey Inc. d/tva Smith

Bamey, Jack B. Grubman and Michael Jay Grace arc hereby jointly and severally liable for
and ghall pay to Claimants Joseph M. and Karen T. Stockhausen the sum of $97,500.00
(thyﬂeml‘hwmndmwmmdndnnnmmdmcmla)um' fees. The
undcmigmdubimﬂmﬁndmntheyhavethcmﬂuﬂymmahﬂﬁammﬂofmya'm
under the tarms of the contract between the parties.

. Respondents Citigroup Globa) Markets, Ine. #/k/a Salamon Srith Ramey Tno. d/b/e Seith

Barney, Jack B. Grubmen and Michaal Yay Grace are hereby jointly and scveraly lisble for
and ahall pay to Claimants Joseph M. and Karen J. Stockhausen the sum nf $29,863.64
MnquwwmmmmmsmﬂmM)n
costs.

. Thatto fhe extent not spoclﬁca]lynwudedmothnrwuepmvidedfoubove,ﬂlodmc1nimn

anquuestsfrtrmliefbynnypmyhmtomdeniedwithptejudice.

. Other than the Forum Fees noted below. the parties shall each bear all other costs and

expenses incurred by them in connection with this proceeding, including but aot Emited to
attorneys fees, 00t specifically awarded or othcrwisc providad for above.

Pursuant to the Code, the following fees e assessed:

NASD Dispute Resolution will retain or collect the non-refondahle fifing fees for each claim:

Initjal claim filing fee . = $300.00

Member Foes
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Member fecs are asscssed 10 each member firm that is & party in these proceedings or to the member
firm(x) that employed the associated person(s) at the time of the event(s) giving tise to the dispute.
Tr this matter, the momber firm{s) is Citigroup Global Markets, Inc. fii/a Salomon Smith Bamey Inc.

d/b/a Smith Barney.

Member surcharge 3 1,700.00

Pre-hearing procees fee $ 750.00

Hearing process fee 5 2,750.00
Total Mamber Fees $ 5,200.00

Forum Fees and Asesgpents

The Arbitration Panel aggesses formm fees for cach hearing session conducted. A hearing seasion 1§
any meeting between the parties and the atbiteaton(s), including a pre-hearing conference with the
arbitraror(s), that 1asts four (4) hours or less. Fees associater] with these proceodings are:

1 Pre-hearing session(s) with Panel % 1,12500 $  1,125.00
March7, 2005 1 ssaxion,
12 Hearng sessions x 1,12500 $  13,500.00
March 27,2006 2  sessions
March 28,2006 2  sessions
March 29,2006 2 sessions
April 17,2006 2  sessions
April 18,2006 2  sessions
April19,2006 2  sessions
Total Forum Fees $ 14,625.00

The Arbitration Pane] has assessed $14,625.00 of the forum feee jointly and severalty wo Citigroup
Cilohal Markets, Ino, £/k/a Salomon Smith Barney Inc. d/bva Smith Barney, Jack B. Grubman, and

Michael Jay Grace.

Eep Summery
Claimantz, Joseph M. and Karen T, Stnckhausen gre jointly and severally liable for:
Initial Filing Ree =3 30000
Total Fees =$ 300.00
k2ss payments =% -143500

Balance to be refundad by NASD Dispute Resolution =5 -1,125.00
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Reaprwient, Citigroup Global Marksts, Inc, (/s Sslomon Smith Bamey Inc, dvs Smith Bamey

ia Huble for:
Mombar =$ 520000
'rmdru::' Y 520000
Lem noymenss

=
Balerce spplied Lo foes below =3 2 A50

Respondents, Citgroug Global Mkets, Inc. #k/a Salammon Smith Barmay e, Ak Sexith
m.:&’n.mm.mmma:mmmuﬂMymm

Fonun m =! IM
- .00
Tmmlﬂmm! =% mﬂ,ﬂﬂg
Baherce Duc NASD Digpute Resolution = 12,175.00
Al halaaces avo fue 10 NASD Disputs Resnintion
ARMTRATION PANEL

R + Pablic Arbitrator, Prosiding Chair
m.m‘ww& Chealer, Eag. - Public Arhitfsor
Deria H. Gesk - Non-Puhlle Arbitrasor

5-5—00
Angrin %/ Murphy Signatore Dute
Publie Arbitretor, Presiding
Trving A. Chesler. Exg. Sigpaturs Deto
Public Arbitretor
Doris H, Gook Sigeatere Data
Noea-Publie Atbitrator

Do of Savvice (Rar NASI offiee s only)”
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ka Citigroup Global Markots, Ine, (/k/n Salomon Smith Barney Ine, drtv/a Sroith Burngy
sk " :
Mamber ['ces =5 00
Tota! Feey =5 520000
L&z poyments = -7,650.00

Balance upplied 10 focs balow =y -2,430.00

Respondents, Citigroup Qloba Markets, Inc, P/ Sulomon Smith Bamcy Inc, d/a Smith
»Jaok B, Grubman, nnd Michgel Iy Qrace, am joindy and toverally liable for

¥ 14 4235 00
Toml Fecs =% 1452500
Laspsymonts = = :

Balance Due NASD Diepute Resolutjnn =% l-"... 1 75:00
All balanes are dug to NASD Dixgute Resolntion

ARB{YRATION PANEL

Angela R, Murphy - Publie Arbhrnser, Progiding Chair
lrving A. Cheslor, Eag, - Public Arbiratar

Dnﬁa H. Geck - Non-Peblic Aridrraiss !
Conrurring Arbitrmors: E
!
Signatura Date |'
-
Sigm f:
Doris H, Geck Sighature Durs

Non-Public Arbitratee

Daie of Service (Por NASD office yse anly)

Ja[saq)y Vv Sutsdl SETIBZAELL YVI RE:NT S00K/70/%0

o
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FROM :DORIS GECK Frt I-lﬂ.“"!'G'ﬂ-m—J«iiS Maw, 2006 H'I‘??H_Pi
NAND Dinuio Reiciounn
Artarano M. B3 (N3
Aworf Page§ of9
Respondsal, Citigroup Globa] Markcts, In. [7k/2 Salomon Smith Bamacy Inu. d/ive Smith Ry
i liuhis for:
Mambos Poas —_5 2000
Tolal Foag =Y 1.0
Less paymenss .=$ 165000

Balwneo spplicd o fotabalow =% 2,950.00

Resprmdents, Citigroup Global Markets, Ino, fk/s Solamen Smith Barney Ine. &b/ Smith
Bamay, Jack B, Grubman, tnd Alichae) Jay Cirsoa, ure joinlly mnd soverally Hahk: for:

Bum Fexs =5 1362500
Towl Feos =% 462500
. Lsta paymanis 48 245000

Bofuncs Duo NASD Dispsts Resohubm =§  12,175.00
AR hatawees are foe to NASD Dispute Resolation ‘

ARBITRATION PANF],

Angels B, Murphy - Pebli; Arblirasor, Progiding, Chair
irving A- Chesler, Fsg - Puhlic Arbivame
Durin H. Gook « Non-Publlo Acbitrutor

Concucring Arbitrators:

Anga R Muphy Signsture Dute
Public Arbitrutor, Presicling, Chair

Irving A. Chester, Q Sigrayme D
U o 45, s
Torig M. Geck Signators Dato

Non-Public Arbltmar

e of Sarvice (For NASD nftice nse only)
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From the Desk of Rosalia Villa, Searetary
Retorn Fax: (312) 2366239
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