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DENI SE COTE, District Judge:
Def endants Sal onon Smth Barney, Inc. (“SSB”), Citigroup,
Inc. (“Gitigroup”), and Jack G ubman (“G ubman”) (collectively,
the “SSB Group”) have noved to sever three of the five clains

agai nst themin the Arended Consolidated Conplaint filed on



Cct ober 11, 2002 ("Conplaint™) in this securities litigation

("Securities Litigation"). They request that the three clains be

transferred to the Honorable Gerald E. Lynch of this district for
consolidation with the many actions that have been brought

agai nst the SSB Group arising out of the recomendati ons nmade by
SSB anal ysts to purchase nine tel ecomruni cati ons conpani es’
stocks. For the follow ng reasons, the notion is deni ed.

Backgr ound

The Conpl ai nt brings clains against certain fornmer Worl dCom
executive officers, WrldConis directors (and forner directors),
accountants, and eighteen underwiters ("Underwriter
Def endants"), including SSB, as well|l as against Citigroup and
Grubman. The clainms in the Conplaint arise fromthe all eged
mani pul ati on of the financial statements of Wrl dCom and the
all eged fal se and m sl eadi ng statenents nade to the investing
public as a result of that manipul ation.

The Conpl aint also alleges that an illegal quid pro quo

rel ati onship existed between the SSB Group and Wrl dComin which
SSB recei ved i nvest nent banking business in return for agreeing
to issue positive analyst reports about WorldCom including false
and m sl eading reports, to provide senior WrldCom executives

wi th val uabl e I PO shares, and to | oan Wrl dComi s Chi ef Executive
Oficer, Bernard J. Ebbers, several hundred mllion dollars. The
Conmpl ai nt contends that the registration statenments issued in
connection with certain of WrldConlis bond offerings were fal se

and m sleading in part because they failed to disclose conflicts
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of interest that pernmeated the Worl dConi SSB rel ati onship. Five
counts in the Conplaint state clains agai nst nenbers of the SSB
G oup.

Counts IV and V of the Conplaint state clains against the
Underwiter Defendants, including SSB, under Sections 11 and
12(a)(2) of the Securities Act of 1933, 15 U.S.C. 88 77k and
771 (a)(2), for material msstatenents in connection with the
regi stration statenents for, and sale of, public debt offerings
by Worl dCom Anong other clains, these Counts allege that the
Underwiter Defendants failed to performa reasonabl e
i nvestigation in connection with the public debt offerings and
thus are liable for any material m srepresentations or om ssions
contained in the registration statenents. In addition, Count |V
all eges that SSB's conflicts of interest tainted its ability to
handl e certain public debt offerings as the | ead underwiter, and
that SSB and the other underwiters failed to disclose SSB s
conflicts and to performthe requisite due diligence. SSB does
not nove to sever counts IV and V.

The clains that are the subject of this severance notion are
Counts I X through XI. Count IX alleges a violation of Section
10(b) of the Securities Exchange Act of 1934 ("1934 Act"), 15
US C 8 78(j) ("Section 10(b)"), against SSB and G ubman based
in part on the same registration statenents that are the subject

of Counts IV and V. Anong other clains, Count |X alleges that as

part of their quid pro quo relationship, SSB, G ubnman and
Wor | dCom decei ved investors and artificially inflated the price

of Worl dCom stock and debt. Count X alleges violations of



Section 10(b) by SSB and G ubnman in connection with anal yst
reports regarding WrldCom Anong other things, Count X alleges
that the anal yst reports msrepresented or failed to disclose
material facts regarding WrldCom and the nature of SSB' s
relationship with WorldCom  Count Xl alleges violations of
Section 20(a) of the 1934 Act, 15 U S.C. § 78t, against G tigroup
and SSB as control persons in connection with both the

regi stration statenents and the anal yst reports.

The actions consol i dated before Judge Lynch are referred to
as the Analyst Actions. The Analyst Actions consist of over
sixty actions that relate to SSB' s anal yst coverage of nine
different telecomunicati ons conpanies, including WrldCom and
that nanme as defendants two or nore nenbers of the SSB G oup
Actions against SSB relating to its coverage of the
t el ecommuni cations industry were filed in nunerous venues, but
the bul k of the analyst litigation against the SSB G oup has been
consol i dat ed before Judge Lynch or is in the process of being
consolidated before him The conmon denom nator in these Anal yst
Actions is the allegation that the reconmendati ons of SSB' s
anal ysts to purchase these stocks | acked any reasonabl e factual
basis, omtted nmaterial, neglected adverse information, and/or
failed to disclose SSB' s significant conflicts of interest
arising fromits effort to obtain investnent banking business.
The Anal yst Actions do not nane as defendants the
t el econmuni cati ons conpani es that were the subject of the anal yst

reports, their officers, directors, or auditors.



Prior to the transfer of the Analyst Actions to Judge Lynch,
t hey had been before the Honorable Barbara S. Jones. On January
24, 2003, Judge Jones issued an order consolidating each of the
actions according to the identity of the securities issuer.

Thus, the analyst litigation against the SSB G oup consi sts not
of a single action, but of nine separately consolidated Anal yst
Actions. For exanple, the actions that relate to the
reconmendati ons to purchase Wrl dCom stock were consolidated into
one action ("WrldCom Anal yst Action").

The ni ne Anal yst Actions are now proceedi ng before Judge
Lynch. On March 20, 2003, Judge Lynch issued a case nanagenent
order appointing lead plaintiffs for each of the nine
consol i dated Analyst Actions. The lead plaintiff in the

Securities Litigation, New York State Commpn Retirenent Fund, was

appointed as lead plaintiff in the WrldCom Anal yst Action. In
addition to appointing lead plaintiff, the March 20 Order set
schedul es for the filing of consolidated conplaints in each of
the Anal yst Actions. For the Wrl dCom Anal yst Action, however,
the Order provides that should this Court deny this severance
notion, further proceedings in the WrldCom Anal yst Action shal
be stayed pending further order of the court.
Al so before Judge Lynch is a securities action against

vari ous defendants associated with d obal Crossing, In re d obal

Crossing, Ltd. Securities Litigation, No. 02 Cv. 910 (GEL)

("G obal Crossing Securities"), an action that is simlar to the

Securities Litigation before this Court. Judge Lynch appointed

as presunptive lead plaintiff for the Analyst Action concerning



G obal Crossing the sane plaintiff who had been appointed as | ead

plaintiff in Gobal Crossing Securities. |Instead of allow ng the

plaintiffs to pursue G obal Crossing-related clains against the

SSB Group in both G obal Crossing Securities and the d obal

Crossing Anal yst Action, the March 20 Order ensures that such

claims will continue in only one action. As with the Wrl dCom
Anal yst Action, the Order provides two alternatives for the

G obal Crossing Analyst Actions. The parties were directed to
neet and confer and to advise the Court whether "plaintiff (a)

agrees to stay proceedings in SSB d obal Crossing [the d obal

Crossing Anal yst Action] and to proceed with the clains agai nst

the Sal onon Smth Barney defendants in the d obal Crossing

Securities matter; or (b) agrees to sever and disnm ss the clains

agai nst those defendants in 3 obal Crossing Securities and to

proceed with those clains by filing a consolidated conplaint” in

the G obal Crossing Anal yst Action.

The Argunents

The SSB Group contends that the Court should exercise its
di scretion to sever Counts I X through XI and to transfer themto
Judge Lynch to be consolidated with the Wrl dCom Anal yst Acti on.
The SSB G oup argues that severing the clains is warranted
because the inclusion of Counts I X through Xl in the Conplaint
(1) is an effort to circunvent the division of business of this
district court undertaken by the judges in this district and the
Judi cial Panel on Multidistrict Litigation (“MDL Panel”), (2) is

an effort by the lead plaintiff before this Court to obtain



i nproperly appointnent as the lead plaintiff in the WrldCom
Anal yst Action, and (3) will best serve the interest of judicial
econormy.

Plaintiff argues that the notion should be deni ed because
the clains the SSB G oup seeks to sever, and the underlying facts
at issue with respect to each of those clains, are inextricably

intertwined with the renmai nder of the Securities Litigation.

Plaintiff contends that it is not barred fromasserting Counts |IX
through XI in this action, and that judicial econony woul d best

be served by retaining those counts in this action.

Di scussi on

Rul e 21 of the Federal Rules of Civil Procedure provides
that "any claimagainst a party nay be severed and proceeded with
separately.” Fed. R Cv. P. 21 ("Rule 21"). Rule 21, which
addresses "m sj oi nder and non-joinder of parties," id.,
conpl ements Rule 20, which sets forth the conditions for
perm ssive joinder. Fed. R Cv. P. 20(a). Rule 20 allows
parties to be joined as defendants in a single action "if there
Is asserted against themjointly, severally, or in the
alternative, any right to relief in respect of or arising out of
t he sane transaction, occurrence, or series of transactions or

occurrences and if any question of |law or fact common to al

defendants wll arise in the action." 1d. Rule 20 "permt][s]
all logically related clainms by or against different parties to
be tried in a single proceeding.”" Epstein v. Kenper Ins. Co.,

210 F. Supp. 2d 308, 320 (S.D.N. Y. 2002) (citation omtted).



District courts have broad discretion to detern ne whet her or not

to grant a notion to sever. 1d.; cf. United States v. Zackson, 6

F.3d 911, 922 (2d G r. 1993) (discretion standard in cri m nal
case).

As di scussed above, Counts IV and V, which are unchal |l enged
by this notion, and Counts | X through X, which the SSB G oup
seeks to sever, arise fromthe same series of transactions or
occurrences: WrldCom s financial dealings and reporting,
including alleged material m sstatenents which caused substanti al
| osses to WrldComs investors. Contrary to the SSB G oup's
contention, no clear |line can be drawn between the all egations
concerning the SSB G oup's analyst reports and SSB's role as an
underwiter -- in fact, the lead underwiter for at |least two
maj or Worl dCom bond offerings. Instead, the Conplaint alleges
that the conflicts of interest that arose because SSB occupi ed
t hese dual roles tainted WrldConml s actions, the underwiters’
due diligence, and SSB's ability to handle certai n debt
offerings. It is sinply inaccurate to classify, as the SSB G oup
does, the "center of gravity" for Counts IV and V as being the
"financial" issues and for Counts I X through Xl as being the
"anal yst" issues. Financial reporting and anal yst issues
perneate all five counts. In the event that Counts IV and V
survive the notion to dismss that has been filed by SSB, the
l[itigation of this action will include the alleged conflict of

interest and quid pro quo relationship that the registration

statenents and anal yst reports failed to disclose. That neans

that even if Counts | X through XI were severed, the accuracy of



the anal yst reports and registration statenents and the
ci rcunstances surrounding their creation and promnul gation,
including SSB's role as | ead underwiter, would remain an
essential part of this litigation.

The SSB Group's argunent that retaining Counts | X through Xl
in the Conplaint is an inperm ssible circunvention of the
di vi sion of business within this district is not persuasive. The
MDL panel and this district have taken steps to centralize,
coordinate, and efficiently proceed with actions arising fromthe
col l apse of Worl dCom and the all egati ons of w despread
m srepresentation in SSB's anal ysis of the tel econmunicati ons
i ndustry as a whole. G ven the conplex chains of connection

bet ween Worl dCom the Wrl dCom def endants in the Securities

Litigation and the SSB G oup, however, it is not surprising that
overlap shoul d occur between this action and the Anal yst Actions.
That overlap is due to the fact that the allegations regarding
the SSB Goup's anal yst reports and those regarding its
underwriting arise fromthe sane set of alleged facts, not to an
i nperm ssible effort to bypass the MDL panel's deci sions.

The MDL panel and the judges of this Court who have
previ ously made deci sions about the assignnent of cases did so by
applying their best judgnment to the record before them This

Court must now do the same. On the record before this Court,?

' Since the MDL panel issued its order, plaintiffs' counsel
has been appointed in this action, and notions briefed and
opi nions issued addressi ng discovery, stays of the litigation
regardi ng certain individual defendants, and remand or
consolidation of certain actions. Mtions to dismss are now
fully briefed as well. This history is set forth in greater
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Counts | X through XI of the Conplaint arise fromthe sane all eged
series of transactions or occurrences as the remai nder of the
Conmpl ai nt and shoul d not be severed.

The SSB Group's argunent that inclusion of Counts | X through
Xl is an inproper attenpt by NYSCRF to secure appointnment as |ead
plaintiff for the WrldCom acti ons before Judge Lynch can be
swiftly rejected. For the reasons discussed above, in terns of a
j oi nder anal ysis, pleading Counts | X through XI was appropri ate,
since they arise fromand rely on the sane set of transactions
and occurrences that are at issue in the remainder of the
Conplaint. This inclusion provides no basis to find any i nproper
notive. Moreover, as the recent argunment before Judge Lynch
il lum nates, NYSCRF never has had any serious conpetition for
lead plaintiff in the WrldCom Anal yst Action, and was in fact
appoi nted as such on March 20.

The final issue raised by the SSB Group is the inportant
consideration of judicial efficiency. Judicial efficiency,
however, counsels strongly agai nst severing Counts | X through Xl .
Counts I X through Xl arise fromthe relationshi ps and deal i ngs
bet ween Worl dCom and the SSB G oup that are at issue in the
remai nder of the Conplaint. As already noted, if Counts IV and V
survive the notions to dismss, the propriety of SSB' s actions as
an underwiter and as |ead underwiter, and the nature and extent

of the quid pro quo rel ationship between the SSB G oup and

detail in In re WrldCom Inc. Securities Litigation, No. 02 Gv.
3288 (DLC), 2003 W. 716243 (S.D.N. Y. March 3, 2003), and
famliarity wwth that opinion, and with all other opinions issued
In the Securities Litigation is presuned.
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Wor |1 dCom executives, if any, will be at issue in this action with
or without Counts I X through XI. Although the SSB G oup may
prefer to have all clains related to SSB's anal ysis of the

t el econmuni cations industry consolidated before one judge, it
wi Il not achieve that even if Counts | X through Xl are severed.
In addition, it has failed to identify any prejudice it wll
suffer if Counts I X through XI remain in this action. Retaining
Counts I X through XI in this action will help insure efficiency
and fairness in notion practice, discovery and in the pre-trial
handling of the litigation as a whole. |If, at the tine of trial,
the SSB G oup is still actively litigating this case, and
believes that the WrldComtrial should be consolidated with the
trial on clains related to one or nore other issuers, it my
bring a notion seeking such relief at that tine.

The managenent of discovery illustrates the efficiencies to
be gained by followi ng the traditional organization of
litigation, that is, by consolidating litigation by the identity
of the issuer. Wile there may be sonme di scovery of the SSB
Group that will be comon to the nine issuers involved in the SSB
Anal yst Actions, the overwhel ming bul k of the discovery in each
SSB Anal yst Action will be specific to the issuer at the center
of that action. Thus, while certain internal policies and
practices of the SSB G oup may have created or supported an
environment that led to alleged wongdoing in the case of nore
than one issuer, the liability of the SSB Goup for both its
Wor |l dCom underwiting and its Wrl dCom anal yst reports will rest

principally on an investigation of the accuracy of the financial
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reporting by Worl dCom SSB's know edge about the accuracy of
Worl dComi's financials, SSB' s reports about WrldCom SSB' s
efforts to obtain the underwiting business fromWrldCom and

any quid pro quo arrangenents between the SSB G oup and Wor | dCom

or its principals.

At least at the pretrial stage, therefore, severance of
Counts I X through XI would create, not elimnate, inefficiency.
The SSB Group sinply has not explained why it makes sense to
sever sone, but not all, of the clains against it.

One final word about efficiency is in order. The SSB G oup
is facing a significant nunber of |lawsuits. Where possible, it
is in the interest of all parties and the court systemto avoid
unnecessary duplication of effort. The SSB G oup is represented
by abl e counsel who will be in a position to suggest to the
various courts before whomit is appearing econom es that may be
achi eved without delaying or inpeding a just resolution of the

litigation. Such suggestions fromall parties to the Securities

Litigation and consultation and coordination with the other
courts presiding over related litigation will continue to aid

this Court as it strives to ensure that the Securities Litigation

proceeds efficiently and fairly.
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Concl usi on

For the reasons stated above, the nobtion to sever Counts | X

t hrough XI of the Conplaint is denied.

SO ORDERED:

Dat ed: New Yor k, New Yor k
March 24, 2003

DENI SE COTE
United States District Judge
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