Arbitration

O] Natlonal Association of
Securities Dealers, Inc.
One East Broward Boulevard
Suite 1000
Ft. Lauderdale, Florica 33301

N.A.S.D. AWRRD (305) 5227391

NATIONAL ASSCCIATION OF SECURITIES DEALERS
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Geoxge H. Gage
George Gage Individual
Retiremsnt Accoumt

Case No. 90-01371
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Cigna Securities, Inc.
Damis G. Stearns ,

Jan E. Mercedas

Mercedas, Stearns & Associates

Cigna Individual Financial Services Co.

Tl N et et St gt N e g Nyt et e et Nt Nt Nt Vet e S

For Claimants, George H. Gage ("Gage") and George H. Gage Individual
Retirement Account ("Gage IRA): Guy M. Burns, Esq. of Jolmaon, Blakely, Pope,
et al.

.Fo:r Respondents, Cigna Securities, Inc. (°Cigna®), Cigna Individual -

Financial Services Co., ("CIFS®") Mercedes, Stearns & Asscclates ("MSA®)
Damis G. Stearns ("Stearns®) and Jan Mercedes ("Mercedes"): Douglas J.
Titus, Jr., Esq. and Frederick S. Schrils, Esq. of Holland & Knight.
Mercedes and Stearns were at times also representad by Michael C. Addison of
Dykema Gossatt.

CASE_INFOMGATION

Statement cf Claim filed: May 14, 1990. Claimants' Submission Agreement
signed: May 11, 1990.

Respandents' Statement of Answer filed: July 26, 1990. Respcendents’
submission agreements signed by Stearns and Mercedes individually and oo
behalf of M3A an July 19, 1990, and by James E. Anxdarson oo behalf of Cigna
an July 25, 1990 and by David C. Kopp on behalf of CIFS cn July 23, 1990.




SEARTINC TNFCEMATTON

Pre-hsaring conferences were held with the Panal an November 8, 1990 and May
8, 1991 in Tampa, Florida, lasting 2 sessicns. The pre-hearing conference on
Novenber 8, 1950 was conducted by telephone conference call and the cne
May 8, 1991 was in persan. Hearings lasting 57 sessions were conducted in
Tampa, Florida on November 14, 15 and 16, 1930; March 20, 21 and 22, 1991;
2pril 10, 11 and 12, 1991; April 24, 25 and 26, 1991; May 9 and 10, 1991,
July 10, 11 and 12, 1991; September 4, 5 and 6, 1991; Octcber 2, 3 and 4,
1991; Octcber 17 and 18, 1991; and Decamber 9 and 11, 1951.

Clajmants alleged that Respondents, through misrepresentations, induced
Claiments into purchasing limited partnership interests which were unsuitable
in light of Claiments' investment objectives; and that Respondents were
liable for breach of fiduciary duty; negligence and gross negligence;
negligent supervision; common law fraud; breach of contract; vioclations of
the anti-fraud provisions of the Florida and federal securities laws,
viclation of investment advisor registration provisions of Florida and
fedaral securities IM; and civil remedies for criminal practices undexr
Florida law.

Reepondents denied all allegaticns of wrongdoing and alleged that Claimants'
investment objectives were tax benefits, growth and income; that Claimant
Gage stated that he had no need of liquidity; that Claiment Gage was suitable
for the investments and was a sophisticated investor; and that Claimant Gage
wags informed of the risks inmvolved. Respondents asserted affirmative
defenses of: assumption of risk; setoff; waiver; estoppel; indspendent
intervening acts; statutes of limitaticns; and failure to state a claim for
punitive damages.
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Claimants requested damages in the approximate amoxmt of §1,754,800.00 for
their total principal contributicons plus interaest, costs, treble, and other
punitive damages, and a determination that Claimant is entitled to recover
his attorney's feeg.

Respondents requested dimmissal of the Statement of Claim, with prejudice.

1. Claiments also sought to make claims for life insurance products sold to
the Claimants by Respondent Stearns and to call witmesses to testify in that
regard. Respondents recuested that Claimants be prohibited from presenting
any evidemce regarding or relating in any way to insurance matters. These
issues were disposed of by a Preliminary Order of this Panel en Maxch 20,
1991 which gramted Respandents' Motion to Exclude Imsurance Issues.




2. The partied have agreed that the Award in this matter may be executed in
coumterpart coples or that a handwritten, signed Award may be entered. In
either case, the parties have agreed to receive conformed copies of the Mward
while the original (s) remein cn file with the MASD.

o
After considering the pleadings, the tastimony and the evidence presented at
the hearing, the undersigned arbitrators bave decided in full and final
resolution of the issues submitted for determination as followa:

1. Respondents Cigna, CIFS, MSA, Stearns and Mercedes are found liable,
Jointly anxxi severally, for violatiom of tha anti-fraud provisicns of the
Florida securities laws, negligence, gross negligence, breach of fiduciary
duties axxdd cannon law fraud and shall pay to Claimants Gage and the Gage IRA
the amount of $1,800,000.00 inclugive of interest. Respondents Cigna and
CIFS also are found liable, jointly and severally, for negligent supervisicn,
which constitutes an additional basis of their aforesaid joint and several
liability for tha aforesaid sum,

2. Respondents Cigna and CIFS are also foumd liable and shall pay to
Claimants Gage and Gage IEA the further amount of $3,500,000.00 as punitive
damages. This Panel hereby awards such punitive damages pursuant to its
datermination that Respondents Cigna and CIFS violated Florida laws relating
to breach of fiduciary duty, negligence, gross negligence, negligent

and common law fraud. This Panel finds that the acticas and
inacticns of Respondents Cigna and CIFS comstituted a willful, wanton and
methodical schems to decedve Claimants. This Panel bases its amthority to
award pumitive damages on the Federal Arbitration Act and the case law
interpreting that Act.

3. Claimants' requests for treble chmges costs and attorneys' fees are
denied.

4, Noallocaticnisheingmdabeimemthamﬂaimtswith:espectto
this awexd, since Gage is essentially the scle party in interest with respect
to Gage IRA. Further, both Claimants and Respondents in most respects
treated the two Claimants as idemtical.
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Ihepartiesshalluchbsrﬂlothercostsandmimmedbythmin
commecticn with this proceeding.




Pursuant to Section 43(c) of the Code of Arbitration Procedure, tha Panel has
assassed forum fees in the ammt of $5%,000.00 (2 pre-hearing conferences x
$1,000.00 plus 57 segsicns x 1,000.00 per session). Claimants are hereby
asseased $23,250.00 for which the MASD shall retain the $23,250.00 previously
depcsited in full satisfaction therecf. Respondents Cigna and CIFS are
hereby assessed $35,750.00, jointly and severally, for which the NMASD shall
rvetain the $31,500.00 previcusly d@osited by Respondent Cigna in partial
satisfaction thereof, leaving a balance dus and owing in the amoumt of
$4,250.00.

memblemmmumlmumofmidesmleis, Inc.

Concurring Arbitratoers' Signatures
Name Public/Industry

/3/ Public

William R, Panl

/5/ Public

James A. Cormack

/5/ —

Regar Mickler

Date of Decision: March 10, 1992




