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Morgan Stanley Dean Witter to Pay $1.7 Min:ion Award for
Improper Investment.
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By Deborah Lol1$e, San Jose Mercury News, Calif. Knight Ridder/Tribune Business News

Jan. 28.-Arbitrators ordered MorgahStanley()~n\Nitt~ttO!PiJY$:l. 7~IIHo0 to a fQrmer San Francisco
elTlploye~°f- MheriCi;l.OI1Ii,netor~sol.v~her cor~plaihtth!atherbroker cost her millions of dollars by
irnproperly inve.stin!;) her (noney in .rlsky securities..

The award is one of the largest such payouts ever In the I?!ay Area and comes as a record number of
investors have filed broker complaints a.fter the bursting of the tech-stock bubble.

"Those who suffered are just start1ng to hit the arbitration process now I n said Cary lapidus, a San
FranCisco attorney whose client received the award Frld!!y.

The three-Pl"rson arbitration panel, C)s is customary, dieJ J1(>t~lscIQse why it chose to award tile
employee, Meikle Hall; only $!.7 r'riilHon butof the $4rniHlohthilfshe.claimed she lost.

Ac<;oreHngt()(f'slIl11maryofthe totr)pJaint,. Halle)(~rcjs~d~j)6\Jt$W(fMilH(mworth of AOLsttrck:optiOllS
in late.19.~Sah.deafly 19:99, .paYin~rrQu~t1ly$5ba<shar~ c!jM~:h6J~jhg. ontprtiPst of the stpck in$tead of
immediately .sellingit.

She then ~$ked her broker to h,!ndle her portfolio, selling the shares as needed to help meet her and
her family's "conservative investment objectives," the complaint says.

The broker persuaded Hall and her husband; William, to use the AOL shares in a highly complex
arrangement known as a "prepaid forward contract," which cost them $1.2 million in interest over 18
".,-".,.",
,.,,~...,,~.

Such .contractsaretypitaHy used to .free up ci3sh by people who oWfJalotof stock but can't or don't
wantto sell it for ti:!x or other rea.sons. Lapid;ussalc;l hiS Clients dion'trleedor want such i3 cornpllcated
arrangernenL

Thebroki;1r, JQ$~ph$chlati;1rof Morgan Stanley's ~everly H!lIsoffic;e, thEm invested the proceedsftom
the forward contract, roughly $5 million, In risky tech c;!nd telecommunications stocks, the complaint
says, He magnified the riSk by borrowing money agaiMtthe aecount's assets, earning $172,000 in
margin Interest for the firm on top of $142,000 in trading commissions,

Sch laler CQUlcI not be.. reached .'fbrtomll1entMonda,YiCrn'dl"1org~n Sta'nleydel:lined . to comment.

E\PtMor~anSt,rr\!~Ygr9Meddutingthe.arbitriltiorlr>roC~e'djf\lQS1)h~~..t!'1~'~.;!I]I$knew 'whi:ltthey""ere
doing, in partpti)caU$e they got ale9alqpinipi1 from W(I$on Spl1sin'i Gooclrich & Rosati before enteringintothe.jjrepaitJf6rwardCqntratt." ,

The ruling tomes at a time when investors haVe brought a rec;:ord number of complaints against their
brokers. Last year, investorsfHed 7,088 arbitration cases through the securities industry regulator,
NASD. TI1is year will break that record, NASD says.

i,ri)ltla\lUIOII~adlwwte ro.esolwtlonsystern tllat .most brokerages reqwireC;lients to agree to LiSe. to settle
disputes. The l1'1ajOrity of arbitration complaints are settled before arbitrators reach a decision.

The $17 million award received by the Halls is one of "less than a dozen" such awards greater than $1
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milliQn in tile Bay Area, according to Ricilard Ryder, president of Securities Arbitration Commentator,
wilictl collects arbitration (Jata.

"lnf1,", lawyers are rloplng the Morgan Stanley award signals that arbitrators will be sympathetic to the
flood of claims that brokers overinvested their clients in tech stocks or failed to diversify the portfolios
of employees WilO exercised their stock options.

But so far, the statistics aren't showing any spike in pro-investor awards. In 2002, 55 percent of the
1,483 cases that went to a final arbitration verdict, rath.er than being settled or dismissed, awarded
some money to the investor, according to NASD data. That's cornparable with 53 percent of the rulings
III favor of Investors in 2000 and 2001, and 61 percent in favor of them in 1999.

To see more of the San Jose Mercury News, or to subscribe to the newspaper, go to
http://www.mercurynews.com .
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