State 5 New Arbttratwn Rules
Spur Protests About S tnngency
And Usurpatton of Authonty

By SUSANNE CR.AIG

TT}[EHEIGHT OF the tech beem Joe and
" Janet Janssens say they took the advice of

their, Salomon Smith Barney broker and
plowed much of their life savings, including money -
earmarked for their dream home into teehnolegy ;

stocks
Teday, the couple 5ays they have- lost

$276,000—nearly a third of their portfolig—and ..

their plans to buiid that home on a 3- -acre 1ot in
Santa Ynez, Calif., are on hold. Their attempts to
brmg an arbltratlon claim against the financial
powerhouse are alsoinlimbo thanks to anincreas-
ingly bitter dispute being played out in California
between that state and two of Wall ‘Street’s most
powerful organizations. ;

" “We are very frustrated,” says Mts. Janssens,
69 years old. “It’s like putting your hfe on held at
the end of your life.” .

-On July 1, California passed legislation w1th new
ethics policies for ali arbitrators in the state, aimed
at forcing greater disclosure for a range of arbitra-
ton'forums, including medical malpractice claims,

employment disputes and securities arbifration. -~
“The New York Stock Exchange and the National |
. Association of Securities Dealers, however, have ..
irides; andthe case isbeing closely watched. A hea
'ing on the NYSE and NASD's request for relie

refused to play by the new rules, saying they-are

_unnecessarily stringent and usurp NYSE -and-
NASD authority. The dispute has caused a backlog'

of at 1east 500 eases ma state that generates almos

. 15% of the country’s'securities arbitration heas

ings. The two.organizations, which oversee som

-7,000. securities” ‘arbiiration cases heard natior
S+ widé each year,; have launched a joint lawsu
- against Cehforme, saying nothing short of a full ex
- emption from the law will satisfy them.

“If California wins, it could seta dangerous pre

-3 _' cedent * says Linda Fienberg,. premdent of NAS
D s dispite-resolution program. -

At issue: the increased information Californi

' 1s demanding that arbitrators reveal about their f
: nancial and professional relationships. An arra
- of ‘additional facts, not just about an arbitrator’

mmediate fe,mliy, but also including some e

_ tended family members, as well as an arbitrator’
~.past relationships with other lawyers involved i

‘arbitration hearing, must now be disclosed.
‘fBefore otirlaw went into effect there was a cor
ern that arbitrators were not disclosing confiict

_that may have affected their impartiality,” say
the California Senate Judiciary Committee’s chie

" couhsel, Gahe Wong: “It was d system inneed of a:

- gverhaul and that is what we did. It eertamly isn’
. our goal to set national rules.”

" §till, some legal experts beheve those star
dards could become the national model if the NYS!
and NASD ate forced fo comply with the Californi.
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from the bill is scheduled for Sept. 24 at
1.8, District Court in San Francisco.
~ The Public Investors Arbitration Bar
Association, a national lawyers' group
that has pushed for greater disclosure in
the past, supports the California rules.
! “The California rules are not perfect but
provide a solid framework for what

shouldbe applied nationally,” saysthe as- .

sociation’s president, Phil Aidikoff. “And
if the NASD and NYSE lose their case,

. these rules could very well cnd up being

! the national standard.™

Although arbitration cases like the
Janssens’ can be heard in another state
as long as both parties to the arbitration
| ‘agree, plaintiffs lawyers are reluctant to
doso. “Many of my clients are elderly and
I am not going to ask them to head to Ne-
vada to get justice,” says Mr. Aidikoff,
whose firm represents Mr. and Mrs. Jans-
sens. The firm has filed a lawsuit against
the NASD, claiming the association has
breached its contract withinvestors by re-
fusing toappoint arbitration panels in Cal-
ifornia. Other plaintiffs lawyers say more
legal action is almost certain.

Salomon, a unit of Citigroup Inc.,
didn’t return calls for comment. |

The clash is the latest between states
and national organizations involving
‘Wall Street. In recent months New York
Attorney General Eliot Spitzer has taken
. onseveral largesecurities firms, alleging
conflicts of interest between their re-
search and investment-banking divi-
sions, an area once thought to be the do-
mainofthe Securifies and Exchange Com-
mission. In May, to settle the New York
probe into research analysts’ conflicts,
Merrill Lynch & Co. agreed to pay $100

million and change how it monitors and-

pays its stock analysts.
This time, what is at stake lS the way

complaints by brokerage-firm customers.
are-handled. The NYSE and NASD say.
their disclosure rules are more than ade—_f

quate in rooting out conflict.

A bmke:age -house custnmer wiLh ‘it

complaint is almost gu&rant_eed to end up
in arb_itra_tion. as brokerage contracts gen-

o

' Rceent Stock Ll slmg Cha,ngeb

- NEWYORK-— Amtmg recent stock-list-
ing changes on the New York Stock Ex-

change, Gray Communications Systems, -

- Inc.is changmg its namie to Gray Televi-
‘sign Inc. Its Class A and Class B shares

trade under symbols. GTNA and GTN,
respectively. BlackRock North American

Government Income Trust Inc. is chang--

ing its name to BlackRock Income Oppor-
-tunity Trust Inc. using the same symbol,

BNA. Valmont Industries Inc., previously
traded on the Nasdaq Stock Market, is

now trading on the New York Stock Ex-
change under a new symbol, VMI. Lion-
-bridge Technologies Inc., previously
traded on the Nasdaq Stock Market, is
‘| now trading on the Nasdaq SmallCap
Market using the same symbol, LIOX.

rum,” he says.

erally require that mvestn* beefs be han-
dled that way. The NASD, which reguiates
brokerage firms, handles roughly 90% of
cases that go through that process—NYSE
takes the rest. Securities arbitration pan-
els consist of three people, one selected by
the industry and two from the public.

Under current NYSE/NASD rules, ar-
bitrators are required to disclose any past
“financial business, professional, family,
social or other relationship” that wili af-
fect their impartiality. They also must re-
veal any relationships that they have had
with any party or its counsel, or with any
witness.

The California rules are much morede-
tailed in their definition of what might
constitute a conflict. For instance, not
only are arbifrators specifically asked to
disclose personal relationships they
might have with parties to the arbitration
or with lawyers on either side, they also
must reveal relationships that their fam-
ily members mighthave had. Therequire-
ment that applies to extended family is
not as oncrous, but some may disqualify
an arbitrator. An arbitrator mustf dis-
close, for example, if he or she is the
trustee of a trust fund for an extended
family member, and at what firm the ac-
count is held. =

Potential arbitrators also have to an-
swer questions about testimony they
have given as expert witnesses and con-
sulting assignments they have accepled,
and whether any attorney in an arbitra-
tion has appeared before them previ-
ously. As well, arbitrators can’t accept
gifts or prospective employment from a
party to the arbitration while serving as
an arbitrator.

The NYSE and NASD feel the Califor-

“nia rules are simply too onerous and will
_ dissuade arbitrators from serving. They

say the arbitration system they overseeis

“.national in scope and one state should not
- be allowed to hijack their rule-making pro— :

cess.
“What are we going .to do muve the

2 capital of the country from Washmgton_ to -

Sacramento?” asks Robert Clemente, the
NYSE’s director of arbitration, “What
about Kansas or Wyoming? They proba-
bly think more clearly out there because
the air is cleaner.” - }
-Ms. Fienberg says NASD arbltrato

‘. make about $400 a day, compared with )
~much as $1,000 or more in some other arbi<
“trations. The California rules, she says,}

will require arbitrators to invest cou_nt—'.‘

less hours of their own time just to track ¢

the information the state is asking for.
. Attorney Cary Lapidus, also a former. §

-member of the NASD’s national arbitra-
‘tion and mediation committee, says be-

cause the NASD is denying investors a fo-
rim to hear their complaints, there is
now some question as to whether broker—

‘age contracts can be enforced.

“They 'are denying customers a fo-
“Right now everyone is
waiting to see what happens on Sept. 24,
but more legal action is bound te happen

if this continues.” ' .



