
traded offerings that track a buy-write index
fronfthe Chicago Board Options Exchange. Since
the index was launched in 1986. it has returned
almost exactly the same as the S&P 50O but with
two-thirds of the volatility. For investors who
want to avoid the kind of roller coaster we're on
these days, the funds are worth examining.

Please send your comments and questions to
Mr. Lauricella at tom.lauricella@wsj.com.

iltd,' il;;;;' il.ijffiil #;t-ilil, . ;;
the best risk-adjusted returns over the long run.

The world has changed, and so too must inves-
tors, says Jeffrey Applegate, chief investment of-
ficer of Citigroup's Global Wealth Management
unit. "The primary engines of growth have shifted
arqay from the United States,,, he says. ,,Investors
need to position themselves to take advantage of
global opportunities."

For the typical mutual-fund

In Auctioru Securities Crisi.s,
Are Brokers theVictim* Too?

By Daisy Maxey

u Jury, Anotolio Pellizzetti, a 70-year-old re-
tired physician in Tavernier, Fla., filed an ar-
bitration claim accusing UBS AG's wealth-
management unit of fraud in selling him
$2.5 million of auction-rate securities. Arbi-

tration claims over investment products gone bad
are nothing unusual on Wall Street, but one feature
of this litigation stands out: Mr. Pellizzetti was re-
ferred to an attorney by his son-a former UBS bro-
ker who first sold his father the securities.

Foryears, financial advisers promoted auction-
rate securities to clients, friends and even family.
Now. in the latest twist of the roiled credit mar-
kets, some brokers are siding with customers who
allege that the securities weren't as billed. They
were widely pitch6d as higher-yielding alterna-
tives to easily bought-and-sold, super-safe money-
market mutual funds-but investors like Mr. Pel-
lizzetti have been trapped in them since February
unable to cash out at full value after the market for
auction-rate securities collapsed.

The auction-market crisis appears to be slowly
working itself out. In recent weeks, most of Wall
Street's biggest brokerage firms, including UBS,
have agreed to buy back more than $40 billion of
auction-rate securities from their clients, includ-
ing individuals, charities and small businesses.

Some have reached pacts with state and federal au-
thorities to resolve probes into their sales, while
other investigations continue. The pacts may help
investors like Mr. Pellizzetti get their money back.

In the wake of all this, a behind-the-scenes dd-
bate is unfolding about the role played by brokers.
Even as the auction market burgeoned to $330 bil-
lion in recent years, many brokers knew little
about its inner workings, according to regulatory
documents, lawsuits and interviews with brokers
and their clients. Does that make financial advis-
ers victims, too, if they reasonably relied on their
firms' descriptions of the products, however thin
they were? Or are securities brokers obligated to
learn as much as they can about any investment
they pitch, ensuring they themselves fully under-
stand what they are selling?

Brian McNiff, a spokesman for Massachusetts Sec-
retary of State William Galvirl notes that the state
opted to file civil-fraud suits against units of UBS and
Merri[ Lynch & Co., not their financial advisers. "I
will not say one way or another about the brokers, but
the companies were the ones who sold these an{ if
you look at the allegations in the complaint, sold
them even though they knew that the market was
cracking ifnot broken, so those are the ones we wgnt
after. not the brokers."

Tamar Frankel, a professor at Boston Univer-
Please turn to page RZ
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cunties to be cash equivalents,
as t f iat  Was their  understand_
rng."Many UBS brckers, thecoh_
plairt says, ..did not even hav€
the most basic understanding of
now auction-rate securities
worked until after UBS deter-
mned not to participate in auc-
nons on Feb. 13, 2008."

In interyiews conducted bv
Massachusetts regulators ad inl
cluded in the. statet complaint
agamst UBS, a UBS financial ad_
vlser, l€onard Burd, acknowl-
edged receiving no tmining on
the seorities other than market,

Merrill said in its statement
before its settlements that ,,the
inarSuable fact is the number of
auctions that had failed inneilly
two decades of ARS sales wa;
small. And most ofthe pap€rwas
rated AM."

At UBS, Massachusetts inves-
t8ators "uncovered a profound
discomect', between top exea-
tives' understanding ofthe wors-
eningbidding situation and how
the strurities were promoted to
tinancial advisers and their cli-
ents. the sate's complaint says.

According to Mr pellizzetti's
arbi trat ion claim
agaimt the L'BS Fine-
cial Seryices unit,
filed with the Finan-
cial Industry Regula-
tory Authodty, the re-
tired dctor's son $ld
his fath€r auction-
rate secut i t ies in
early 2003. The son,
who left UBS in 2004
and isn't identified by
name in the.claim, had
been "encouraged to
plomote such securi-
ties" by IJBS mmge-
ment, the claim says.
They were pitched ..as

tlp p€rf{t safe invest-
m€nt vehicle to at-

Fj tract clients away
:t: ftom banh money,

ker was aware of the dangers,
but says the broker should have
knoM. "They are regist€red bro-
kers," says Mr Bailey. ,.He was
handling a lot of money, so he
should have to know. If vou take
your car to a mechanic,  he
should know how to fix it,"

Mr. Bailey says UBS has told
him rhat he will be bought out of
rhe snares in October.  A UBS
slokeswoman says the company
doesn't comment on individual
clientt but adds that since the
"brea.kdown" in the adjustable-
rate securities milket. ..UBS cli-
ents have ben offered multiDle
liquidity options, includine the
ability to borrow 100% oi oar
value" oftheir adjustable-nte se-
curities holdings.

One factor in financial advis-
ers' willingness to promote the
secufities may have been the
richer commissions they
brought. At UBS, forinstance, fi-
nancial advisers received a rcr-
tion of the 0,25% rewald re-
ceived by their fims for manaS-
ing the securities. while no con-

mrssron was available for Dut-
ting the same investors in U-BS,S
standard money-market fu nd, ac-
cording to the Massachusetts
complaint.
' 

UBS denies that its advisers
had an incentive to put clients
into auction-rate sesrities.

Some brokers apparently did
dig deeply enough to fiSure out
that the securities wer€ problem-
atic. The Massachusetts com-
plaint against UBS cites Jan. lO
emails from SamhM. Sullivan, a
fimncial adviser in Bostor\ to a
se_nlor manager explajning her
reluctance to pitchthe seorities
to clients who wanted alterna-
tives to low-ielding money.mar-
Ket runds-

She had just listened to a con-
ference call by UBS auction-mar-
ket speciatists aimed at b@stim
sales ofthe seorities, accordim
to the complaint...!tte continue t;
be frustrated by the lack ofinfoF
mationthat theyare providing to
us," she wrote. She said she
would be particulilly concerned
about putting dy client into the

searitiesjust ahead ofthe ADril
15 ru-filins deadiine. "Ifrher; is
a failed auction, the client mav
not be able to access the futrd;.
The bottom line is that rather
thil moving more cash into lthe
setritiesl we will probably be [q-
uroaung them tor ney clients."

Sh€ concluded: .Given the
strange and difficult environ.
ment, it is imperative that we
tre fully aware of the dsk we are
taking. We do not want to im-
peri l  any relat ionships over
something as'simple'  as their
cash investments.',

A follow-up email from the se-
nlor manager instructed a col-
t eague to '.get one of you people
onthe phone wirh SamhASAP so
we can provide the appropriate
color" The complaint desn'tde-
tail Ms. Sullivan,s subsequetrt ac-
tions. A spokesman for Mr.
Galvin, the Masjachusetts attor-
ney general, said the state
wouldn't coment beyond what
is in the Rlings. UBS d(lined to
elaboEte or male Me Sullivan
available for a interyiew.

How the Largest Funds Fared
Performan(e numbers aretotal returns (changes in n_et asset values with reinvested distributions) as olAugust29; assatsare asof July 31. Fixed-iD(o;e pn,torri,iie numi"rii;;;;;ii;;il'!

a The Largest Stock Mutual Funds

tund rkte

- r6tAL qFutfe.r --

(rlillbB)
-l{xua!?to_-
lyea. tys $F

market funds," with
investors able to cash
out eyery seven to 35
days based on the auc-
tion schedule, the
claim $ys,

'According to Mr.
Pellizetti! so& inter-
nal UBS sales meet-
inSs describ€d any
chance ofauction fail-

Affikil F0nds Gro;A
SPDR Trujll
Amkil Funds Cl8;A
Awicn fsds (WGI;A

Fldelity (dtraflnd

Amerkan fods ICAA
Ameiloo Funds InqA
Amsi(aD F0nds WshjA
VaEuard ,0O Index;lN
Amsi<no Fonds EupcA

AGTHX

SPY

GtSX

FCNTX

AME(X

10.8

8.8
12.2
9.2
7.2
7.9
6.2
4.6

10.3

9.1
6.8

10.6
14.8
11.5
7.3
7.9
6.8
6.8

15.3

81.49 -0.1 ,s.2 5.9
76.35 1.4 -17.2 3.6
75.86 -1.8 -8.2 6.9
79.40 -3.1 -9.0 9.9
70.69 -0.8 -4.9 7.6
61.86 0.4 -12.9 ,3.8
98.03 -0.4 -10.9 4.1
54.51 1.7 -13.1 3.6
54.22 1.5 -11.2 3.6
53.q 4.9 -10.6 10.2

4.r J.7 5.6
8.6 14.4 11.3
8.9 12.0 10.1
3.7 63 4.7
7.9 13.6 N.A.
8.0 rm 9.1
4.I  6.1 4.7
8.5 10.1 8.9
3.7 6.0 1.7
4.3 8.4 8.4

-10.1
-11.9
-8.5

-11.2
-14.6
-1. '
-8.6
-4.0

7.3

t0.74 1.6
47.74 4.2
42.25 -2.7
41.82 1.5
40.)0 -4.7
36.56 0.1
35.65 -0.1
34.59 -1.2
34.08 1.2
31.86 -0.3

when money-market -
tunds offered often-paltry re-

Even if brokers are legally
bl amele s s, their re putati ons
may be hurt because they
were so ill-informed.

ing materials posted on UBs,s in-
franet, and said he didn,t read
those materials or know of anv
risks before UBS pulled out oi
the market in February.

"AI1 I knew,, was that the auc-
tions "worked in my career for l0
yeas semlessly, ad I had no un-
derstanding as to the bacldroDs
of it at all," said Mr. Burd in tire
interyiew. Reached by phone, he
sald attomeys didn,t w{t him
to speak to the media.

, UB_S says the marketinS and
sare olaumon-rate secuities to
its wealth-managemert clients
"was done in the best interests
ofour clients and in the context
oI zU years of expqience in the
market. There was no inten-
tioDal hiding or efforts to hide
the facts regarding the risks in-
fferent in" the* skurities-
'A Profound Discomect'

- .Whenielated auctions of the
nsnest ssurities had begun feil_
mg rn s|l]mr 200? amid overall
weakness in the credit markets.
moagers at Merrill Lynch de_
bated how to respond to ques-
tions from finilcial advisers. ac-
cording to the Massachusetts
complaint. As the maagers wor.
ned about the market's outlmk.
they. launched an .aggressive
puDnc sales and muketing cam-
pargn touting the safety ild qual-
lry" or fhe securities. the com_
plaint says. The fim .was prcvid-
ing its sales force, and conse-
quently its ostomers, with half-
truths about the nature of,, the
auction market duirt tlE fa.ll of
2007 md early this yed, the com-
plaint says.

ure as remote & temponry, ex_
plaininA that at worst any illi
quidity would be resolved" in
the very next auction for that se-
curity, the claim alleges. After
his son left UBS, Mr. pellizzetti
continued to purcha* the struri-
ties throwh another UBS bro-
ker, the claim says.

Mr. Pellizzetti doesn't blme
his sn for misleading him in ay
way, but blames UBS and UBS
maregement, says Stuart Meiss-
net Mr. Pellizzetti,s lawyer.
"Both the evidence revealed by
Massachusetts as well as from
my client's sn is that the brokers
themselves werejust as misled as
the clients were ud were surpris-
ingb kept in the ddlc"Mr. Meiss-
ns sys. [rBS sys it doesn,t com-
ment on specific dients, issues,

neputstions at Rijiirir.
Bven if financial advisers

areh t leSally at fault, their repu-
tations may be damaged 

-be-

caNe they were s ill-infomed.
Iva Bailey, a 72-yeedd re-

tired Lockheed Martin Com.
worker in Burban.k, calif., put
more t]|a $5OO,0OO into auction-
rate sqities thrcu8h a t,BS brc-
k€r, $250,oo0 ofit in January of
this year "That,s the majority of .
the money I have in the world_"
he says. l{is broker, who is no
longer with UBS, told him that
the broker's mother-in-law had
$600,000 invested in auction-
rate securities, that they were
iust llke money-market funds.
and rhat Mr. Bailey could get his
money wtrhrn seven or 2g davs if
he wante4 Mr. Bailey says.

He,s not sure whether his brc-

AEP6X

turns. Ir short, an auction-rate
seority is a iom of debt sea-
ritythat pays a short-tem inter-
est rate that is reset periodicaUv
The securities were sold. and tlie
rares set, at auctions orches-
trated by Wall Street lirms. Bis
issuers included municipalities,
non-profit institutions, student-
lendlng companies and closed-
end funds, a cousin ofreeular mu-
tual funds that use often lever-
age to b@st theh retuns.
^ Sometimes the big Wal l
s$et frm placed bids to suD_
IEn the auctions of securiti;s
they had undeffitten. As tur_
moil from subprime-monqase
defaults began spre"dine
through the debt milkets lasi
ye4 ll@y hiclhJy sophisticated

.inwstors, induding coDorate
.reasurersr steppe4 back fiom
the auction matket, and demand
lell. Problems worsened wh€r
the Wall Str€et firms quit put_
tlngm bids to supporttheir s;o_
nnes, struggling with losses in
orher parts oftheir business. As
artivity froze, those still holdiru
the auction-rate securities sud:qenly were sck-

^, According to a complaint
Dred byNewyork'sattorney gen-
eral against two UBS units.
which the companysettted inAui
gust without admitring or deny_
Ing Mongdoing, the fi mb finil_
:ra adusers ..readily admit that
ney represented audion-mte se_-
Us, MuEt is a special witq for
)ow Jores lvewswires in Jeroey
]-ily, N.J. She can be reached it
ta6y. m u ey@ dowjones. co n.
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Are Advisers Victims, Too?
Continued ffom page Rl
sitySchool oftaw, says brokers'
legal l iabi l i ty is a bi t  of  a srav
area, but hgropinionis that q brc--
ker is obligated to learn about
what he sells. ,.Ifhe sells poison,
he's got to lnow,,

Caught in the Middle

_ UBS and Merill Lynch have
both settled their complaints
with Massachusetts and other
regulators without admitting or
denJing wrongdoing. Merrill
sad m a statement before the set-
tlements that its advisers sold
auction-nte seqri-
ties sol€ly because
they believed they
were good invest-
ments for clients will-
lng to trade sme li-
quidity for higher re-
tm In a statement af-
ter the settlements,
Robert J, Mccann,
president of Menill,s
Global Wealth Man-
agement unit, said'.l'|,e have be€n work-
ingonbehalfofw cli-
ents since this liquid-
ity problem be&n."
Menill "will continue
to work act ively
across the industry
as well as with our ti-
.nancial advisors, to
ensure that we con-
tinue to serye our cli-
ents well.,,

B r o k e r s  a r e
cawht in the niddle
because the auction
market was both ob-
sere and complex-
but filled a need for
their clients at a time

t-
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