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DENI SE COTE, District Judge:

Lead Plaintiff in the consolidated securities class action
arising out of the collapse of WorldCom Inc. ("WorldCont)
petitions for final approval of a partial settlenent of the class
action. It seeks approval of a $2.575 billion settlenent with
Ctigroup, Inc., Gtigroup dobal Mirkets Inc. f/k/a Sal onon
Smth Barney Inc. ("SSB"), G tigroup dobal Markets Limted f/k/a
Sal onon Brothers International Limted, and Jack B. G ubnman
("G ubman"), a fornmer tel ecomunications anal yst for SSB
(collectively "Citigroup Defendants™). It also seeks approval of
a proposed plan of allocation of the settlenent fund, and an
award of attorney's fees, reinbursenent of expenses, and creation
of a $5 mllion fund for the continuation of the litigation
agai nst the non-settling defendants.

For the reasons discussed below, the petition is approved.

A separate Opinion issued today will address the application by

Li ai son Counsel for the WirldComrel ated securities actions filed
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by individual plaintiffs as opposed to a class ("Individual
Actions"). Liaison Counsel seeks to be partially paid for its

ti me and expenses as Liaison Counsel fromthe G tigroup

Def endants’ settlenent fund and for a set-off order to be inposed
agai nst any recovery in any Individual Action to conplete

rei mbursenent of its fees and expenses.

Background

The Worl dCom consol i dated class action and the Individual
Actions have been consolidated for pre-trial purposes in the

Securities Litigation. The nature of the clains in the

Securities Litigation and the course of the litigation have been

t he subject of many prior Opinions.? Only those events necessary
to place in context the requests arising fromthe Ctigroup
Def endants’ class action settlenent are described here.

On June 25, 2002, Worl dCom announced a massi ve restat enent

of its financial statenments. Governnent investigations and

' See, e.qg., Inre WrldCom Inc. Sec. Litig., 294 F. Supp.
2d 392 (S.D.N. Y. 2003)(deciding notions to dismss the
consol i dated class action conplaint); Inre WrldCom Inc. Sec.
Litig., 219 F.R D. 267 (S.D.N. Y. 2003) (certifying the
consol idated class action); Inre WrldCom Inc. Sec. Litig., 294
F. Supp. 2d 431 (S.D.N. Y. 2003)(deciding a notion to dismss
clainms in an |ndividual Action).




crimnal indictrments quickly followed.? On July 21, WrldCom
decl ared bankrupt cy.

The first of many class action lawsuits arising from
Wor |l dComi s al |l eged nassive mani pulation of its financial reports
was filed in this district on April 30, 2002, approximtely two
nmont hs before the dramatic June 25 announcenent. The cl ass
actions alleged violations of federal securities laws in
connection with the tradi ng of Worl dCom stock as well as the sale
of Wbrl dCom debt securities, including two massive Wrl dCom bond
offerings: its sale of $5 billion of Notes in May 2000 ("2000
Ofering"), and its sale of $11.8 billion of Notes in May 2001
("2001 Ofering"). The latter was the | argest public debt
offering in the nation’s history.

On August 15, 2002, the class actions were consolidated and
the New York State Common Retirenment Fund (" NYSCRF') was sel ected
as Lead Plaintiff.® During the class period, NYSCRF |ost over
$300 million fromits WrldCominvestnents. Lead Plaintiff is

represented by Bernstein Litowitz Berger & Grossnman LLP and

* Five former Worl dCom executives and enpl oyees have pl eaded
guilty to crimnal charges: David F. Myers ("Mers"), Troy
Nor mand, Buford Yates, Jr. ("Yates"), Betty L. Vinson, and Scott
Sullivan ("Sullivan"), WrldComs former CFO. A stay and
di scovery bar have been in place since Decenber 2002 as to each
of these five individuals. In re WrldCom Inc. Sec. Litig., No.
02 Gv. 3288 (DLC), 2002 W. 31729501 (S.D.N.Y. Dec. 5, 2002).
Bernard J. Ebbers ("Ebbers"), WrldComs fornmer CEQ, is schedul ed
to go to trial on crimnal charges in January 2005 for his role
in the Worl dCom col | apse. An Order of April 27, 2004 stayed al
WrldComcivil litigation against Ebbers until the final
resolution of his crimnal trial.

* Approximately thirty-six class actions have been
consol i dated through the August 15 Order.
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Barrack, Rodos & Bacine (collectively "Lead Counsel ). Three
named plaintiffs join NYSCRF in alleging clains on behalf the
class. Fresno County Enpl oyees Retirenent Association ("FCERA")
purchased $3.5 million of Notes in the 2001 Ofering, and | ost
over $11 million as a result of its investnment in WrldCom
securities; the County of Fresno, California ("Fresno") |ost over
$5.5 mllion as a result of its investnment in the 2000 O fering;
and HG&K Asset Managenent, Inc. ("HGK"), a registered investnent
advisor and fiduciary to its union-sponsored pension and benefit
plan clients, lost over $29 nmllion as a result of purchases nmade
in the 2000 and 2001 O ferings. Collectively, FCERA, Fresno, and
H&K are referred to as the "Additional Naned Plaintiffs."

Lead Plaintiff filed a Consolidated C ass Action Conpl ai nt
(the "Conplaint”) on Cctober 11. On May 19, 2003, the notions to
di sm ss made by nost of the defendants nanmed in that pleading

were largely denied.* In re WrldCom Inc. Sec. Litig., 294 F.

Supp. 2d 431.

Meanwhi | e, scores of Individual Actions had been filed in
venues across the country. Individual Actions and class actions
pending in other federal courts were transferred here by the
Judi cial Panel on Multi-District Litigation ("MDL Panel™), and

consolidated wwth the Wrl dCom cl ass actions for pre-trial

* Qpi nions of June 25 and Decenber 3, 2003 addressed notions
to dism ss brought by Arthur Andersen LLP ("Andersen"), the
Worl dCom auditor, and its affiliates and partners, and the Audit
Committee of WorldCom s Board of Directors. See In re WrldCom
Inc. Sec. Litig., No. 02 Cv. 3288 (DLC), 2003 W. 21488087
(S.D.N. Y. June 25, 2003); In re WrldCom lInc. Sec. Litig., No.
02 Civ. 3288 (DLC), 2003 W. 23174761 (S.D.N.Y. Dec. 3, 2003).
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pur poses through an Order of Decenber 23, 2002. See |ln re

WrldCom Inc. Sec. Litig., No. 02 Gv. 3288 (DLC), 2002 W

31867720 (S.D.N. Y. Dec. 23, 2002).

The Anended Conpl ai nt

On August 1, 2003, Lead Plaintiff filed the First Amended
Cl ass Action Conplaint. On Decenber 1, 2003, Lead Plaintiff
filed a Corrected First Armended Cl ass Action Conplaint (the
"Anmended Conplaint").® The defendants named in the Amended
Conpl ai nt are Worl dCom directors;® executives,’ including Ebbers;
Wor | dCom s outside auditor and accountant, Andersen; the
underwriters for the 2000 and 2001 O ferings (the "Underwriter
Def endants") ;8 and the Citigroup Defendants. SSB is |isted here

> The Anended Conpl ai nt added si x foreign subsidiaries or
affiliates of the underwiters for the 2000 and 2001 O ferings.
They are J.P. Morgan Securities Ltd., Sal onon Brothers
International Ltd. (now known as Citigroup d obal Mirkets Ltd.),
Banc of Anerica Securities Ltd., ABN AVMRO Bank M V., Deutsche
Bank AG London, and BNP Paribas. An Opinion of March 19, 2004
granted defendants' notion to dismss the clainms against four of
t hese defendants on the ground that they were tine barred. See
In re WrldCom Inc. Sec. Litig., No. 02 Cv. 3288 (DLC), 2004 W
540450, at *7 (S.D.N. Y. Mar. 19, 2004). The Securities Act
cl ai s agai nst Sal onon Brothers International Ltd. and J.P.
Morgan Securities Ltd. were not dism ssed. 1d.

¢ difford Al exander, Jr., Janmes C. Allen, Judith Areen,
Carl J. Aycock, Max E. Bobbitt, Francesco Galesi, Stiles A
Kellett, Jr. ("Kellett"), Gordon S. Macklin, John A Porter, Bert
C. Roberts, Jr., John W Sidgnore, and Lawence C. Tucker
("Director Defendants").

7 Ebbers, Sullivan, Myers, and Yates (the "Oficer
Def endant s") .

® The Underwriter Defendants consist of SSB, Sal onpn
Brothers International Ltd., JPMbrgan Chase & Co. ("J.P
Morgan™), J.P. Morgan Securities Ltd., Banc of Anerica Securities
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as both an Underwriter Defendant and one of the G tigroup

Def endants. SSB was the co-lead underwiter with J.P. Mrgan for
t he 2000 and 2001 O ferings. SSB was the book runni ng manager
for the 2000 O fering and the joint book runner with J.P. Morgan
for the 2001 O fering.

A summary of allegations in the Arended Conpl aint rel evant
to this notion follows. The Lead Plaintiff alleges that Wrl dCom
and those affiliated with it msled investors by engaging in a
host of illegitimte accounting strategies that obscured | osses
and inflated the conpany's earnings. Lead Plaintiff alleges that
i nvestors were nmisled by false information regarding Wrl dCom s
financial state that appeared in anal yst reports, press releases,
public statenents, and filings with the Securities and Exchange
Comm ssion ("SEC') during the C ass Period, including the
regi stration statenents and prospectus statenents issued in
connection with the 2000 and 2001 Oferings ("Registration
Statenents").

Wr| dCom has admitted that its financial statements were
overstated by nmore than $9 billion from 1999 through the first
quarter of 2002. WrldConis disclosures in 2002 had a di sastrous

effect on the price of its shares and the value of its Notes.

LLC, Deutsche Bank Securities Inc., now known as Deut sche Bank
Al ex. Brown Inc., Chase Securities Inc., Lehman Brothers Inc.,
Bl ayl ock & Partners L.P., Credit Suisse First Boston Corp.,

ol dman, Sachs & Co., UBS Warburg LLC, ABN AWNRO I nc., Ut endahl
Capital, Tokyo-M tsubishi International plc, Wstdeutsche
Landesbank G rozentral e, BNP Paribas Securities Corp., Caboto
Holding SIMS.p. A, Fleet Securities, Inc., and M zuho

| nternational plc.



__ The Lead Plaintiff alleges that Underwiter Defendants
failed to conduct proper due diligence in connection with the
2000 and 2001 O ferings. It also alleges that the Citigroup

Def endants engaged in securities fraud. The center of its

al l egations against the Gtigroup Defendants is that SSB and

G ubrman on one hand, and Worl dCom and Ebbers on the other, had a
cl ose and self-serving relationship fromwhich both sides derived
substantial benefit. Lead Plaintiff alleges that Wrl dCom s
securities prices were artificially inflated by G ubman's anal yst
reports. He was SSB's nost prom nent tel ecommuni cations anal yst
and consistently encouraged investors to acquire Wrl dCom
securities. The Lead Plaintiff asserts that SSB and G ubman

i ssued the aggressively positive analyst reports despite SSB' s
knowl edge that the integrity and objectivity of its research
departnment was conprom sed by the departnent's drive to serve the
needs of the firm s investnment banking division, despite

G ubman' s know edge or reckless disregard of the substantia
financial problens at WrldCom and despite the materi al

m sstatenments or om ssions contained in the reports. The Lead
Plaintiff has asserted that G ubman nodified his valuation node
in order to obscure WrldComis deteriorating finances. The Lead
Plaintiff alleges that in exchange for WrldCom s lucrative

i nvest ment banki ng busi ness, SSB provi ded Ebbers and ot her

Wor | dCom seni or executives with val uable | PO shares, and an SSB

corporate sibling secretly | oaned Ebbers hundreds of mllions of



dol lars, which were secured at least in part by Ebbers's Wrl dCom
st ockhol di ngs. °

The Amended Conpl ai nt asserts clains under Sections 11,
12(a)(2), and 15 of the Securities Act of 1933 ("Securities
Act"), and Sections 10(b) and 20(a) of the Securities Exchange
Act of 1934 ("Exchange Act"). The Securities Act clains address
the 2000 and 2001 Oferings and their Registration Statenents.
The Lead Plaintiff pleads Securities Act clains against the
Oficer Defendants, the Director Defendants, Andersen, and the
Underwriter Defendants.

The Exchange Act clains arise fromalleged
m srepresentations and om ssions in WrldComs filings with the
SEC, press releases, and Registration Statenents for the 2000 and
2001 O ferings, and the SSB anal yst reports. The defendants
named i n the Exchange Act clainms include Ebbers, Sullivan, Mers,
Yates, Kellett, the Director Defendants who were nenbers of
Wr | dComl's Board of Directors Audit Comm ttee, Andersen,

Citigroup, SSB, and G ubnman.

Class Certification

A class was certified under Rule 23(b)(3), Fed. R GCv. P.
on Cctober 24, 2003. See Inre WrldCom Inc. Sec. Litig., 219

’ The interconnections between the various counts,
al l egations, and defendants in this action have been addressed in
prior Opinions. See, e.qg., Inre WrldCom Inc. Sec. Litig., 219
F.RD. at 276-78 (class certification); Inre WrldCom lInc. Sec.
Litig., 294 F. Supp. 2d at 423-31 (notion to dismiss); In re
WrldCom Inc. Sec. Litig., No. 02 Cv. 3288 (DLC), 2003 W
1563412, at *3 (S.D.N. Y. Mar. 25, 2003) (Citigroup Defendants
notion to sever).
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F.R D. 267. The opt out period for the class was set to close on
February 20, 2004.%° The certified class consists of all persons
and entities who purchased or otherw se acquired publicly traded
securities of WorldCom during the period beginning April 29, 1999
t hrough and includi ng June 25, 2002, and who were injured
thereby. This includes all persons or entities who acquired
shares of Wbrl dCom common stock in the secondary market or in
exchange for shares of conpani es acquired by Wrl dCom pursuant to
a registration statenment, and all persons or entities who
acquired debt securities of WirldComin the secondary narket or
pursuant to a registration statenent. See id. at 274-75.

On Decenber 31, 2003, the Court of Appeals for the Second
Circuit permtted the Ctigroup Defendants to bring an
interlocutory appeal of the certification of the class to address
the applicability of the fraud-on-the-market doctrine to

anal ysts' opinions. Hevesi v. Ctigroup Inc., 366 F.3d 70, 79

(2d Cr. 2004). The Court of Appeals rejected the other requests
by defendants for interlocutory review of the class certification

deci si on.

" Because of nisleading comunications with clients and
cl ass nmenbers by counsel for plaintiffs in certain Individual
Actions, in addition to a class notice, a curative notice was
sent to all plaintiffs who had filed Individual Actions. See In
re WrldCom Inc. Sec. Litig., No. 02 Cv. 3288 (DLC), 2003 W
22701242 (S.D.N. Y. Nov. 17, 2003).

" The cl ass excludes the defendants; nenbers of the famlies
of the individual defendants; any entity in which any defendant
has a controlling interest; officers and directors of WrldCom
and its subsidiaries and affiliates; and the | egal
representatives, heirs, successors, or assigns of any such
excl uded party.
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D scovery

Wth the decision on the first tranche of the nbtions to

dismss, see Inre WrldCom Inc. Sec. Litig., 294 F. Supp. 2d

431, the discovery stay inposed pursuant to the Private
Securities Litigation Reform Act of 1995 ("PSLRA") was lifted and
Lead Plaintiff began its discovery efforts in earnest.?'?
Docunent di scovery in the class action was substantially conplete
by Cctober 10, 2003. Lead Counsel reviewed over ten mllion
pages of docunents.

A schedul i ng order of Novenber 14, 2003 ("Novenber 14
Order"”) set deadlines for the remainder of the consolidated class
action. The Novenber 14 Order provided that the plaintiffs and

defendants in the Securities Litigation were each linmted to

si xty, eight-hour deposition days, excluding the time given to
defendants for discovery of the plaintiffs in the Individua
Actions. A deposition day could be split into two, four-hour
depositions. Substantive depositions of the defendants were
schedul ed to begin by January 15, 2004, and fact discovery in the

Securities Litigation, excluding again the discovery of

plaintiffs in the Individual Actions, was schedul ed to concl ude
on June 18, 2004. An Order of May 12, 2004 ("May 12 Order™)

extended fact discovery until July 9. The schedule for expert

2 Months earlier, the Lead Plaintiff had obtained an order
to partially lift the PSLRA stay, and received copies of
docurents that Worl dCom had al ready produced in connection with
various governnental and other investigations of the conpany.

See Inre WrldCom Inc. Sec. Litig., No. 02 Cv. 3288 (DLC
2003 W 22953645, at *2 (S.D.N. Y. Dec. 16, 2003); In re WrldCom
Inc. Sec. Litig., 234 F. Supp. 2d 301 (S.D.N. Y. 2002).
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di scovery and sunmary judgnment practice in the class action, as
nodi fied by the May 12 Order, provided that experts would be
identified on July 16, and that expert discovery was to concl ude
on Cctober 22. Summary judgnment notions were fully submtted on
October 1. The Novenber 14 Order schedul ed the consolidated
class action trial to begin on January 10, 2005, with the
pretrial order due Novenber 12, 2004.

In the Fall of 2003, the United States Attorney's O fice for
the Southern District of New York (the "Governnment”), which was
conducting the crimnal investigations and prosecutions of forner
Wor 1 dCom of fi cers and enpl oyees, objected to di scovery being

taken in the Securities Litigation of certain w tnesses the

Government planned to call at the then-scheduled crimnal trial

of Sullivan. The parties were permtted to take the depositions
of these Governnment w tnesses follow ng the conclusion of the
Sullivan trial, then scheduled to begin February 2, 2004. See In
re Wrldcom Inc. Sec. Litig., 2003 W 22953645, at *3.

As Sullivan pled guilty, Ebbers was indicted on March 2,
2004. The CGovernnment pronptly sought to "enbargo" the
depositions and interrogatories of thirteen witnesses it expected
to be critical witnesses at Ebbers' trial. Ebbers' trial was
schedul ed to begin on Novenber 9, 2004, long after the close of
the fact discovery period for the class action. An April 27,
2004 Order stayed all WrldComcivil litigation against Ebbers
until the final resolution of his crimnal trial. An Opinion of
April 15 and an Order of May 7, 2004, granted the Governnent's

request to enbargo thirteen wtnesses. The April 15 Opinion
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determined that the parties would be permtted to save sone of
their allotted tine for deposition discovery for possible
depositions of enbargoed witnesses in the interval between the

Ebbers trial and the conmmencenent of the class action trial,

whi ch was to begin on January 10, 2005. In re WrldCom Inc.
Sec. Litig., No. 02 Gv. 3288 (DLC), 2004 W. 802414, at *7

(S.D.N. Y. Apr. 15, 2004). Another in a series of notions by the
defendants to extend the discovery period and class action trial
date was also denied. |1d. at *8. The April 15 Opinion

recogni zed that should the date of Ebbers' crimnal trial shift,
it would be necessary to revisit the enbargoed w tness issue.
Id. at *7 n.24. A June 7 Oder permtted the defendants and

plaintiffs in the Securities Litigation to reserve up to twelve

and ei ght days respectively to depose thirteen enbargoed
Wi t nesses. '3

During the deposition period, defendants took a total of 37
depositions, of which 20 were Wrl dCom wi t nesses, seven were
plaintiff wtnesses, and six were third party w tnesses who
testified about the recent restatenment of WrldCom s financi al

statements. Wth few exceptions, the defendants noticed and took

BAn Order of COctober 7 permitted the Underwiter Defendants
and others to begin to notice the depositions of eleven of the
thirteen enbargoed witnesses. See In re WrldCom lInc. Sec.
Litig., No. 02 Cv. 3288 (DLC), 2004 W. 2254954 (S.D.N. Y. Cct. 7,
2004). The depositions were to comrence "on a rolling basis as
they becone available, three days after the tine they have
testified in the U S. v. Ebbers trial and have been excused" by
the trial judge. 1d. at *1.

" The defendants had al so taken di scovery of plaintiffs
during the litigation of the class certification decision.
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t hese depositions at the very end of the period allotted for fact
di scovery. Prior to March 2004, defendants had noticed only one
deposition, and before May 2004, defendants took only one
deposition. For their part, plaintiffs conducted 77 depositions,
of which 70 were noticed by Lead Plaintiff. Lead Counsel was

| ead exam ner on the 70 depositions that it noticed. Plaintiffs
noticed 71 and conducted 23 depositions before May 2004.
Plaintiffs deposed 25 Citigroup Defendants, of which 18 were
noticed by Lead Plaintiff.* Prior to reaching the settlenent
with the Gtigroup Defendants, Lead Plaintiff had deposed fifteen
W t nesses associated with the Citigroup Defendants. Plaintiffs
al so took ten depositions of J.P. Mdrgan and five of Wrl dCom

W t nesses.

On Cctober 19, the judge presiding over the Ebbers' tria
grant ed Ebbers' request for an adjournnent of the trial, and
noved it to January 17, 2005. 1In light of the delay in the start
of Ebbers' trial, an Cctober 25 Order adjourned the date of the

consolidated class action trial in the Securities Litigation to

February 28, 2005.

Opt - Qut Peri od

On Decenber 16, 2003, this Court certified an interlocutory
appeal froma denial of remand notions made in certain of the

| ndi vi dual Actions. Inre WirldCom Inc. Sec. Litig., 2003 WL

22953644. The United States Court of Appeals for the Second

" Wth the settlenment with the Citigroup Defendants,
responsibility for further discovery of those defendants was
shifted to Individual Action plaintiffs.
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Circuit accepted the appeal and issued an Order of February 3,
2004 ("February 3 Order") extending the opt out period for the
class action to no earlier than thirty days after its nmandate

i ssued. Class nmenbers originally had until February 20, 2004 to
mai |l their requests for exclusion fromthe class.

On May 11, 2004, the Second Circuit affirnmed this Court's
remand decision, finding that individual state court |awsuits,
brought agai nst Wrl dComi's officers and directors under the
Securities Act, were properly renoved to federal court on the
ground that they were "related to" the Wrl dCom bankruptcy

estate. See California Public Enployees' Retirenment Systemyv.

WrldCom Inc., 368 F.3d 86 (2d Cir. 2004). By Oder of June 15,

2004, the Court of Appeals vacated the February 3 Order and an
Order of this Court dated July 16, 2004 ("July 16 Order"),
extended the deadline for a class nenber to request exclusion
fromthe class to Septenber 1, 2004.

Because the affirmance of the remand decision and the
settlement with the Ctigroup Defendants were inportant new

events in the history of the Securities Litigation, those who had

al ready opted out of the class were given an opportunity to
rejoin the class. The July 16 Order established Septenber 1 as
the deadline for persons to revoke a prior request to be excluded
fromthe class and as the deadline for Individual Action
plaintiffs to seek to voluntarily withdraw their cases and to

remai n as nmenbers of the class. '

' Many of the Individual Actions that were filed had tine-
barred clains or clains that were otherwise flawed. See In re
WrldCom Inc. Sec. Litig., 294 F. Supp. 2d 392; In re WrldCom
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Settl enent Negoti ati ons

On Novenber 7, 2002, the Court ordered the parties in the

Securities Litigation to participate in settlenment negotiations

under the supervision of the Honorable M chael H. Dolinger,
United States Magi strate Judge of the Southern District of New
York. The initial discussions with the Ctigroup Defendants, as
with all other defendants, were not fruitful. On Septenber 22,
2003, the Court ordered the parties to engage in further

settl ement negotiations under the joint supervision of the

Honor abl e Robert W Sweet, United States District Judge for the
Sout hern District of New York, and Magi strate Judge Dol i nger.

These two judicial officers and the parties in the Securities

Litigation have invested a significant amount of time over the
intervening nonths in settlenment negotiations. |In May 2004, on
the eve of the argunent before the Court of Appeals on the
Citigroup Defendants' challenge to class certification! and with

the substantial assistance of the two judicial officers

Inc. Sec. Litig., 308 F. Supp. 2d 214 (S.D.N. Y. 2004); In re
WrldCom Inc. Sec. Litig., No. 02 Gv. 3288 (DLC), 2004 W
692746 (S.D.N. Y. Apr. 2, 2004). Through Opinions and Orders of
January 26 and April 12, 2004, these plaintiffs were given the
opportunity to dismss their actions with prejudice voluntarily
in order to remain nenbers of the class. 1In the event that they
choose not to do so, they were barred fromall recovery on their
previously dism ssed clainms. See In re WirldCom lInc. Sec.
Litig., No. 02 Cv. 3288 (DLC), 2004 W. 768561 (S.D.N. Y. Apr. 12,
2004); Inre WrldCom Inc. Sec. Litig., No. 02 Cv. 3288 (DLC
2004 W 169343 (S.D.N. Y. Jan. 26, 2004); In re WrldCom Inc.
Sec. Litig., No. 02 Giv. 3288 (DLC), 2004 W. 113484 (S.D.N.Y.
Jan. 26, 2004).

"The SEC had filed an amicus brief in the appeal before the
Second Circuit that argued for affirmance of the class
certification decision.
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supervi sing settlement discussions, the Lead Plaintiff and the
Citigroup Defendants reached a settlenment. Face-to-face
negoti ati ons before Judge Sweet by Alan C. Hevesi, Conptroller of
the State of New York ("Conptroller Hevesi") and Charles Prince,
CEO of Citigroup, in the latter stages of the settlenment process
greatly facilitated the settlenent. The two judicial officers
each signed a statenent rel eased on May 10, 2004 with the
menor andum of under st andi ng between the Lead Plaintiff and the
Citigroup Defendants endorsing the settlenent. It reads:

Pursuant to appoi ntnment by the Honorabl e Denise L.

Cote, United States District Judge, we have presided

over the extensive negotiations between the Parties

that led to this Agreenent. W can state based on our

di scussions with the Parties and the informati on nade

available to us, that this Settlenent was negotiated in

good faith and the Settlenent and the allocation

bet ween the Securities Act and Exchange Act clains are
in the public interest.

(Enmphasi s supplied.)

Settl enent Terns

On July 1, Lead Plaintiff and the Additional Naned
Plaintiffs entered into a stipulation of settlenment (the
"Agreenment”) with the Citigroup Defendants. The Agreenent
created a maxi mum settlenent fund of $2, 650,000,000 in cash, plus
interest. Under the ternms of the Agreenent, the settlenment fund
woul d be reduced in the event that nore than 1.5% of class
menbers recovering fromany one of three allocation classes opt

out of the settlenent.!® For purposes of these calculations, the

" The fornmula for neasuring the nunber of opt outs that
triggers a reduction in the anmount of the settlenent fund is
expressed as follows:
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Wor | dCom security holdings of certain investors that had filed
| ndi vi dual Actions as of the date of the Stipulation are
excl uded.

The entire settl enent anount (after deduction of Court-
approved costs, expenses and attorney's fees), plus interest,

wll be distributed to class nenbers who tinely submt valid

(1) that portion of the settlenent fund allocated to
nmenbers of the C ass who purchased shares of Wrl dCom
stock will be reduced by X% -- with "X" equal to the
sumtotal of the nunmber of shares of conmon stock held
by class nenbers who opt out of the class (the "Stock
Opt-Quts"), expressed as a percentage of the nunber of
shares of all publicly held common stock of Worl dCom
out standi ng net of shares held by WrldCominsiders as
of June 25, 2002, as reported on Worl dConml s nost recent
report to the SEC as of June 25, 2002, m nus one and
one-hal f (1¥29 percent; provided that, in the foregoing
equation, if "X" is a negative nunmber, "X' shall be
deened to be zero (0); (ii) that portion of the
settlenment fund allocated to nmenbers of the class who
purchased May 2000 Worl dCom notes will be reduced by Y%
-- with "Y' equal to the sumtotal of the face val ue of
all May 2000 notes held by class nmenbers who opt out of
the class (the "May 2000 Debt Opt-Quts"), expressed as
a percentage of the total face value of all May 2000
notes issued pursuant to the May 2000 offering and not
redeened, m nus an anount equal to one and one-hal f
(1¥29 percent of the total face value of all My 2000
notes i ssued by Wrl dCom pursuant to the May 2000

O fering; provided that in the foregoing equation, if
"Y' is a negative nunber, "Y' shall be deenmed to be
zero (0); and (iii) that portion of the Settl enment
Amount al l ocated to nmenbers of the class who purchased
May 2001 Worl dCom notes will be reduced by Z%-- with
"Z" equal to the sumtotal of the face value of all My
2001 notes held by class nenbers who opt out of the
Class (the "May 2001 Debt Opt-CQuts"), expressed as a
percentage of the total face value of all May 2001
notes issued pursuant to the May 2001 O fering, mnus
an amount equal to one and one-half (1¥249 percent of
the total face value of all My 2001 notes issued by
Wor | dCom pursuant to the 2001 O fering; provided that,
in the foregoing equation, if "Z" is a negative nunber,
"Z" shall be deened to be zero (0).
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proofs of claim Proofs of claimare to be postmarked by March
4, 2005. There will be no reversion to the G tigroup Defendants
of any portion of the settlenment anount.

The Agreenent is conditioned on the entry of a bar order
agai nst any clains by non-settling parties, including any of the
foreign affiliates of the Underwiter Defendants through which
May 2001 Notes were distributed. The bar order in the proposed
j udgnment states that the non-settling persons

are hereby permanent|ly BARRED, ENJO NED and RESTRAI NED
from commenci ng, prosecuting, or asserting any claim
for indemity or contribution against the G tigroup

Rel easees (or any other claimagainst the Gtigroup

Rel easees where the injury to the Non-Settling
Entity/Individual is the Non-Settling
Entity's/Individual's liability to the Lead Plaintiff,
Naned Plaintiffs and other O ass Menbers), arising out
of or related to the clains or allegations asserted by
Lead Plaintiff and the Named Plaintiffs in the
Complaint. . . . Provided, however, that the Bar Order
stated in this paragraph shall not apply to clains that
may be asserted by Non-Settling Entities/Individuals in
cases of persons who tinely opted out of the Cass and
did not revoke their request for exclusion by Septenber
1, 2004. The Non-Settling Entities/lIndividuals will be
entitled to judgnent credit in the ampunt that is the
greater of the anpunt allocated in the Settlenent to
clainms for which a Non-Settling Entity/lndividual my
be found liable for common danmages or, for each such
claim the proportionate share of the Ctigroup

Def endants' fault as proven at trial.

(Enmphasis supplied.) 1In addition to dism ssing with prejudice
all of the class nenbers' clains against the Citigroup Defendants
asserted in the Amended Conplaint, the Agreenent also bars cl ass
nmenbers from pursuing any ot her clains against the Citigroup
Def endants relating to investnents in WrrldCom securities. It
grants

the rel ease by Lead Plaintiff, the Named Plaintiffs and

all dass Menmbers of all clainms of every nature and
description, known and unknown, arising out of or
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relating to investnents (including, but not limted to,
pur chases, sal es, exercises, and decisions to hold) in
securities issued by WorldCom and/or in options or
derivative instruments based in whole or in part on the
val ue of securities issued by Wrl dCom (incl uding
Targeted Growt h Enhanced Terns Securities ("TARGETS")
with respect to Ml WirldCom Inc. issued by an SSB
affiliate and GOALs issued by UBS AG), ' including
without limtation all clains arising out of or
relating to any analyst research reports or other
statenents made or issued by the G tigroup Defendants
concerning WrldCom any disclosures, registration
statenments or other statenments by WrldCom as well as
all clainms asserted by or that could have been asserted
by any nenber of the class in the action against the
Citigroup rel easees. ?°

(Enmphasi s supplied.)

Pl an of Allocation

The Agreenent provides for an allocation of the settl enment
fund (the "Plan of Allocation") anong class nenbers. The Pl an of
Al l ocation provides that funds will be taken fromthe settl enment
fund to pay the costs of, anmong other things, providing notice to
cl ass nmenbers, administering the settlenent, reinbursing Lead

Plaintiff and Lead Counsel as well as other counsel for expenses

 TARGETS are the subject of another class action arising

out of the WorldCom col |l apse -- In re TARGETS Securities
Litigation, 03 Cv. 9490 (DLC). See In re WrldCom Inc. Sec.
Litig., No. 02 Cv. 3288 (DLC), 2004 W. 1435356 (S.D.N.Y. June

28, 2004); Inre WrldCom Inc. Sec. Litig., No. 02 Cv. 3288
(DLC), 2004 W 344023 (S.D.N. Y. Feb. 25, 2004). The parties to
t he TARGETS action represent that they have reached an agreenent
to settle. GOALs, which are also securities linked to the

per formance of Worl dCom stock, are the subject of a class action
|awsuit as well — | n re Pai newebber Goals Securities Litigation,
03 GCiv. 1052 (DLC). See Inre WrldCom Inc. Sec. Litig., 303 F
Supp. 2d 385 (S.D.N. Y. 2004).

®The Agreenent represents that it does not preclude any
cl ass nmenber frommaking a claimfor funds that are avail able
fromthe Worl dCom bankruptcy, WrldComs settlement with the SEC,
or any other regul atory agency fund.
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incurred in connection with the class action, and paying Lead
Counsel's fees. The Plan of Allocation gives 13.02% of the net
settlenent fund to clains asserted under the Securities Act by
purchasers of the May 2000 Notes; 41.33%to clains asserted under
the Securities Act by purchasers of the May 2001 Notes; and the
remai nder, or 45.65% to clains asserted under the Exchange Act.
This | ast category includes class nenbers who purchased during
the class period WrldCom comon stock and publicly-traded
Wor | dCom debt securities that had been issued prior to the
begi nning of the class period. |In arriving at the allocation
anong those with Exchange Act clains and clains arising fromthe
2000 and 2001 O ferings, Lead Plaintiff and the Additional Nanmed
Plaintiffs considered their damage anal yses, and the probability
of success on each claim

The recovery of individual class nmenbers will depend on when
cl ass nmenbers purchased and sold Wrl dCom securities. The Lead
Plaintiff calculates that, of the 2.96 billion shares
out standi ng, approximately 2.49 billion shares of Wrl dCom common
stock were capabl e of being traded during the class period. As
cal cul ated as of the date of the fairness hearing, under the Pl an
of Allocation approximately $1.18 billion will go to class
menbers with Exchange Act clains, and the average recovery per
share fromthe settlenent is anticipated to be approxi mately
$0.52. There were approximately $15.3 billion worth of bonds
i ssued by WrldComin the 2000 and 2001 O ferings that were
out standing at the end of the class period. Approximtely $1.45

billion of the settlenent fund will be for the Securities Act
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clainms for these bondhol ders resulting in an average recovery of

approxi mately $123. 16 per $1000 face anount of these bonds.

Notice to the d ass

On July 16, the Court prelimnarily approved the settl enment.
The notice of settlenent ("Notice") thereafter provided to the
cl ass described the history of the litigation, the terns of the
settlenment, the risks of going forward with the action agai nst
the G tigroup Defendants, the Plan of Allocation, and the
attorney's fees and expenses for which Lead Counsel would be
seeking paynment. In connection with this last issue, the Notice
expl ai ned that Lead Counsel will be applying for fees not in
excess of $144.5 million, which constituted 5.45% of the
projected $2.65 billion settlenment fund. The Notice al so
infornmed the class that Lead Counsel would apply for paynent of
expenses not to exceed $16 million, or $0.003 per share and $0.57
per $1000 face anpbunt of each bond, and a paynent for anticipated
expenses in further prosecution of the case against the non-
settling defendants in the amount of $10 mllion.

The Notice explained that there would be a fairness hearing
on Novenber 5, 2004.2' (Objections to the settlement, Plan of
Al'l ocation, as well as to attorney's fees and expenses were due

Cct ober 8. 22

' Papers in support of the settlenment, Plan of Allocation,
and attorney's fees and expenses were submtted on Septenber 24.

2 Lead Counsel and the Citigroup Defendants subnitted reply
papers in support of the settlenent, Plan of Allocation, and
attorney's fees on Cctober 22 and 25, respectively.
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As of Septenber 8, the clains adm nistrator had mail ed out
over 4,100,000 packets containing the Notice and proof of claim
formto class nenbers. A summary notice ("Summary Notice") was

publ i shed on August 10 in the Wall Street Journal, on August 11

in the New York Tines, and distributed over PR Newswi re on August

12 and the Bl oonberg News Service on August 16.2 The Notice and
proof of claimwere placed on the websites maintained by Lead
Counsel and the clainms adm nistrator.

During this tinme, other mailings were also nmade in
connection with the class action. On July 30, over 12,000
packets were nailed to those who had previously requested
exclusion fromthe class. These mailings included a speci al
notice ("Special Notice") and a formto permt recipients to
revoke their previous request for exclusion. In addition,

Li ai son Counsel has nmailed 267 packets to plaintiffs and certain
counsel who had filed an Individual Action that was stil

pendi ng. The packets contained a second notice ("Second

I ndi vi dual Action Notice") tailored to the issues that those

parties needed to consider.

Cl ose of Opt-Qut Period: Reduction of Settl enment Fund

As noted, the opt-out period for the class action closed on

Septenber 1, 2004. As of Septenber 13, the clains adm nistrator

? The efforts nmade to have the Dow Jones Newswire publish
the Sunmary Notice were unavailing.
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had received 14,978 tinely requests for exclusion fromthe
consol i dated cl ass action.?

The settling parties have agreed that pursuant to the
settlement reduction forrmula in the Agreenent, the settl enent
fund shoul d be reduced by $75 mllion to $2.575 billion.?® This
represents a reduction of 2.8%of $2.65 billion settlenent fund.
Judges Sweet and Dol i nger signed a statenent approving this
reduction that reads as follows: "the Parties have negoti at ed
this reduction to the Settlenent Anmount in good faith and .
this reduction in the Settlenment Amount is reasonable and

consistent with the terns" of the Agreenent.

The Reaction of the Class to the Notice

O the mlIlions of WirldCom cl ass nenbers, there were only
six tinmely objections by putative nenbers of the class. The
objectors are Rinis Travel Service, Inc. Profit Sharing Trust
("Rinis Travel "), Maitri Banerjee ("Banerjee"), Janmes J. Savage

("Savage"), John Marshall Lusk ("Lusk"),?® Steven Hel fand

* According to the clains adnministrator, 579 of these
requests for exclusion do not contain correspondi ng signatures.
In addition, 406 of those requesting exclusion filed proofs of
cl ai mwi thout revoking their exclusion request.

* The $75 nmillion reduction is conposed of $58 nmillion in
the anmount paid to settle the Securities Act claimbrought with
respect to the 2001 Offering, and $17 million in the anpbunt paid
to settle the Exchange Act cl ai ns.

% Savage and Lusk, whose counsel appeared at the fairness
hearing, also seek to intervene in the consolidated class action
pursuant to Rule 24, Fed. R Cv. P. A class nenber does not
need to intervene in order to have his objections addressed.
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("Helfand"),? and W Caffey Norman IIl ("Norman").2® Their
obj ections can be summarized as follows. They object to the size
of the settlenment and that the Plan of Allocation favors
bondhol ders. They contend that the Notice was not sufficiently
clear, and in particular that it did not explain the precise
benefit to be received by each sharehol der and bondhol der. ?°
They disagree with the anbunt of attorney's fees and expenses
requested, as well as with the request by Lead Counsel for $10
mllion for costs of the litigation going forward. One objector
asserts that the proof of claimformis overly burdensone.
Norman has filed a class action lawsuit that is pending in

this district. See Norman v. Salonmon Smith Barney, Inc., No. 03

Cv. 4391 (GEL) (the "Norman Action"). Norman objects to the
scope of the release in the Agreement and proposed judgnment, and
the inmpact it will have on his |lawsuit.

A co-defendant, J.P. Modrgan, has objected to certain

provisions in the proposed judgnent. |Its objections relate to

“"Helfland filed a notice of intent to appear at the
fai rness hearing.

* Rinis Travel, Savage, and Lusk have not provided proof of
menbership in the class.

¥ Savage clains that he did not receive a Notice. The
claims adm ni strator, however, states that a Notice and proof of
claimformwas nmailed to Savage between August 2 and August 12,
2004, and was not returned to the clains adm nistrator as
undeliverable. In any event, the failure of sone class nenbers
to receive a Notice does not necessarily nean that notice of the
settl enent was inadequate or not in conpliance with Rule 23, Fed.
R Cv. P. See In re Agent Orange Prod. Liab. Litig., 818 F.2d
145, 169 (2d G r. 1987); Weinberger v. Kendrick, 698 F.2d 61, 71-
72 (2d Cir. 1982). The notice given here was fully in conpliance
with Rule 23, Fed. R Cv. P.
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the Plan of Allocation, its right to obtain reinbursenent of
defense costs fromthe Citigroup Defendants, and the extent to
which the Ctigroup Defendants will be required to cooperate in
the class action trial against the non-settling Underwiter
Def endant s. *°

Untinely objections were submtted by Babson Capital
Managenment LLC ("Babson"), and jointly by Richard Entennmann
("Entenmann") and Shari Glitzer ("Galitzer"). The Babson
obj ection, dated Novenber 2, requests that the definition of the
Cl ass be expanded to include sellers of credit default swaps
("CDS' s"). The Entenmann and Galitzer objection, dated Novenber
1, objects that the release is too broad, and that the Notice

shoul d have been sent to their attorneys as well as to them

Fai r ness Heari ng

A fairness hearing was held on Novenber 5. The follow ng
counsel addressed the Court: Lead Counsel; Liaison Counsel for
t he Individual Actions; counsel for the G tigroup Defendants;
counsel for the Individual Actions brought by the law firm Lerach
Coughlin Stoia Geller Rudman & Robbins; counsel for |ndividual

Action plaintiffs in Public Enployees Retirenent System of Ghio

v. Ebbers, No. 03 GCv. 338 (DLC); counsel for plaintiff in Mller
V. Salomon Smith Barney Inc., No. 02 Gv. 7018 (DLC); counsel for

J.P. Morgan; and counsel for objectors Lusk, Savage, Entenmann,

Galitzer, and Norman. In addition, objector Helfand appeared pro

 An objection filed by Ina Rosenbl umon behalf of a
putative class in In re TARGETS Securities Litigation, No. 03
Cv. 9490 (DLCO), was withdrawn on Cctober 20.

27



se and addressed the Court. Counsel for the non-settling
defendants and plaintiffs in various other Individual Actions
made appearances and were given the opportunity to be heard.
Conptroll er Hevesi attended the fairness hearing in support of

t he Agreenent.

Discussion

Judi ci al Approval of dass Action Settlenents Under Rule 23(e)

Rule 23(e), Fed. R Cv. P., mandates court approval of any
settlement of a class action. The standard to be applied in
determ ni ng whether to approve a class action settlenment is well
established and has recently been described by this Court in an
Opi nion issued in connection with the approval of a settlenent

reached in the related WrldCom ERI SA Litigation. See In re

WrldCom ERISA Litig., No. 02 Gv. 4816 (DLC), 2004 W 2338151,
at *5-6 (S.D.N.Y. Cct. 18, 2004). That discussion of the
standard is incorporated herein. In brief, the district court
must "carefully scrutinize the settlenment to ensure its fairness,
adequacy and reasonabl eness, and that it was not a product of

collusion,” D Amato v. Deutsche Bank, 236 F.3d 78, 85 (2d Cr.

2001) (citation omtted), and yet "stop short of the detailed and
t horough investigation that it would undertake if it were

actually trying the case,” Cty of Detroit v. Ginnell Corp., 495

F.2d 448, 462 (2d Cr. 1974).
A district court determnes a settlenent's fairness "hy
exam ning the negotiating process |eading up to the settlenent as

well as the settlenent's substantive terns." D Amato, 236 F. 3d
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at 85. In evaluating the substantive fairness of a settlenent, a
district court nust consider factors enunerated initially in
Ginnell:

(1) the conplexity, expense and likely duration of the

l[itigation, (2) the reaction of the class to the

settlenment, (3) the stage of the proceedi ngs and the

anount of discovery conpleted, (4) the risks of

establishing liability, (5) the risks of establishing

damages, (6) the risks of maintaining the class action
through the trial, (7) the ability of the defendants to

wi t hstand a greater judgnent, (8) the range of

reasonabl eness of the settlenment fund in light of the

best possible recovery, [and] (9) the range of

reasonabl eness of the settlenment fund to a possible

recovery in light of all the attendant risks of

[itigation.

D Amato, 236 F.3d at 86 (citation omtted). Finally, public
policy favors settlenent, especially in the case of class
actions.

The settlenent was the result of extensive arm s-length
negoti ati ons, supervised at critical junctures by two experienced
judicial officers. The litigation is conplex and, despite
extensive court-supervision, expensive. A though a trial date
has been set, and is readily approaching, it is reasonable to
expect that there will be appeals fromany verdict, and that the
litigation will continue beyond the trial itself. The class has
reacted favorably to the settlenent. The nunber of objections,

given the size of the class, is de mnims. The dearth of

objections is itself evidence of the fairness of the settlenent.

See Ginnell, 495 F.2d at 462. The settlenent was reached nonths

after docunent discovery had been exchanged and in the m dst of
depositions. All parties were in an excellent position to

eval uate the strength and weaknesses of their cases.
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The Citigroup Defendants have articul ated nunmerous defenses
to both the Securities Act and Exchange Act clains agai nst them
i ncl udi ng whether they acted with scienter, whether they
conduct ed reasonabl e due diligence in connection with the 2000
and 2001 O ferings, whether the alleged om ssions are actionable
under the federal securities |aws, and whether the alleged
m srepresentati ons and oni ssions caused the | osses of which Lead
Plaintiff conplains. The parties dispute vigorously the
appropriate econom c nodels for determ ning the anounts by which
Wor | dCom common stock and bonds were allegedly artificially
inflated (if at all) during the Cass Period and the effect of
various market forces influencing the trading prices of Wrl dCom
common stock and bonds. At any trial the Ctigroup Defendants
woul d al so have the right, under the proportionate fault
doctrine, to shift responsibility for Exchange Act damages
t hrough evi dence that others were nore responsible for the class’
damages. !

This settl ement recognizes that there were significant risks
on the part of both the class and the Citigroup Defendants with
respect to both liability and damages. There was al so sone ri sk
that the Court of Appeals would have remanded the interlocutory
appeal on the class certification decision for further fact

finding to the extent that class certification was based on

' The Citigroup Defendants only have proportional liability
on the clainms brought against them under Section 10(b) of the
Exchange Act unless it is determ ned that they "know ngly"
violated the statute. See 15 U.S.C. 8§ 78u-4(f); In re WrldCom
Inc. Sec. Litig., 2004 W. 802414, at *7; In re WrldCom Inc.
Sec. Litig., 308 F. Supp. 2d at 228.
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liability for the G ubman anal yst reports. The Citigroup

Def endants could theoretically pay a | arger anount in settlenent,
but the settlenent ampbunt to which they have agreed is so |arge
that it is of historic proportions. It is the second | argest
securities class action settlenent in United States history, and
the largest by far with respect to an entity that was not the

i ssuer of the securities.

Consi dering each of the Giinnell factors, the Court has no
hesitation in finding that this is a favorable settlenent for the
class and falls well within the range of reasonabl eness when
considered in light of the best possible recovery for the class
and the risks of litigation. The settlenment for $2.575 billion

Is approved as fair, adequate and reasonabl e.

(bj ections by d ass Menbers

Banerjee in particular objects that the recovery per share,
m nus attorney's fees and costs, is too small a recovery for
Wor | dCom sharehol ders. \Wile the recovery is only a fraction of
sharehol ders' | osses, for the reasons already explained, it is
fair and reasonable in the circunstances. |In fact, follow ng the
$75 mllion reduction of the settlenment fund as a result of opt-
outs, the recovery per share for Wrl dCom sharehol ders rose from
48 cents to 52 cents. Neither Banerjee nor any of the other
obj ectors address the substantial |egal obstacles to recovery by
sharehol ders in this action and the nagnitude of this settlenent

in light of those obstacl es.
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Sone objectors conplain that the Notice did not adequately
explain the benefits of the settlenent to the class nenbers. The
Court and the parties expended substantial effort to make the
Noti ce conprehensive and yet conprehensible. The benefits to the
class are described in significant detail. There is no basis to
find a flawin this regard.

Some of the objections appear to address the fornula for
reduci ng the maxi mum settl enent fund through a calcul ation of the
nunber of opt-outs. The reduction formula was described in the
Notice. The settling parties had good reason to include this
provision in the Agreenent. In return for this protection for
the G tigroup Defendants in the event many class nmenbers filed
requests to be excluded fromthe class, the Citigroup Defendants
gave up all right to escape fromthe settlenent. The reduction
fornmula al so set a threshold of 1.5%for exclusions from each
portion of the allocated funds. Until that threshold was passed,
there was no reduction in the settlenent fund. As it has turned
out, the overall reduction is not substantial and has no effect
what soever on the recovery of those class nenbers who purchased
the Notes in the 2000 O fering.

To the extent that the objectors argue that the Agreenent
shoul d not be approved without a nore detailed plan for the
distribution of the settlenent fund, this contention is w thout

merit.3 The Plan of Allocation was sufficiently devel oped for

2 Savage and Lusk contend that $335 nmillion of the
settlenent fund is "unallocated". This objection appears to
reflect confusion about the inpact of the Court's dismssal with
prejudi ce of certain Individual Actions that had filed tine-
barred clains. See In re WorldCom Inc. Sec. Litig., 294 F.
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there to be fair notice of the division of proceeds between those
with Securities Act and those with Exchange Act cl ai ns.

The objection to the length and conplexity of the proof of
claimformis also neritless. Over 170,000 cl ass nenbers have
already filed proof of claimforns seeking a distribution from
the settlenment. The information that claimnts are required to
submt is necessary in order for a fair distribution of the
settlement proceeds. For exanple, nmerely holding securities is

not acti onabl e under federal securities law. See Blue Chip

Stanps v. Manor Drug Stores, 421 U.S. 723, 749 (1975); Inre

WrldComlnc., Sec. Litig., 366 F. Supp. 2d 310, 319 (S.D.N.Y.

2004). Asking class nenbers to provide only the anmpbunts and type
of Worl dCom securities they held would be insufficient to
establish a right to recover fromthe settlenent fund.

Lusk asserts that class nenbers should not be required to
docunent their trading | osses and to sign the proof of claimform
under penalty of perjury. Both of these provisions are inportant
in helping to insure that the settlenent fund is distributed to
cl ass nenbers who deserve to recover fromthe fund.

Nor man's objection to the settlenment -- that it would
rel ease a portion of the clains Norman brings in his putative
class action lawsuit -- nmust also be rejected. In his |lawsuit,
Norman all eges that in adm nistering the Gobal Portfolio

Managenment ("GPM') Accounts program SSB did not provide the GPM

Supp. 2d 392; Inre WrldCom Inc. Sec. Litig., 308 F. Supp. 2d
214; In re WrldCom Inc. Sec. Litig., 2004 W. 692746. There is
no portion of the settlenment fund that is "unallocated." The
entire amount allocated to the May 2000 bond purchasers will be
paid to purchasers of the May 2000 bonds.
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account holders with the candor that SSB owed to them 3 Nornman
asserts that he acquired 200 shares of WrldCom stock in 1999
through his GPM account. Norman objects to the scope of the
rel ease in the Agreenent and proposed judgnent at least to the
extent that it would bar clains for restitution of fees paid by
account holders to SSB or for punitive damages relating to the
Worl dCom i nvestnents in GPM accounts. At the fairness hearing,
Nor man's counsel asserted that he had not yet decided on his

t heory of damages and may al so pursue recovery for |osses
sustained in trading in WrldCom securities. Wat he asks,
therefore, is that the rel ease carve out the entirety of the
Norman litigation.

“"[1]n order to achieve a conprehensive settlenent that woul d
prevent relitigation of settled questions at the core of a class
action, a court nmay pernmt the release of a claimbased on the
I dentical factual predicate as that underlying the clainms in the
settled class action even though the clai mwas not presented and

m ght not have been presentable in the class action."” TBK

Partners, Ltd. v. Western Union Corp., 675 F.2d 456, 460 (2d Cr

1982) (enphasis supplied); see also In re Baldwin United Corp.

770 F.2d 328, 336-37 (2d G r. 1985); Weinberger, 698 F.2d at 77

Thus, a settlenent may "prevent class nenbers from subsequently

asserting clains relying on a legal theory different fromthat

“I'n the Norman Action, Norman purports to represent a class
of persons who mai ntai ned GPM accounts with SSB during the period
of January 3, 1998 through August 15, 2002. Norman invested in
Wor |l dCom securities through his GPM accounts. The GPM program
was designed to give SSB discretion to invest for GPM account
hol ders in securities that were followed and rated a "one" or
"two" by SSB research anal ysts.
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relied upon in the class action conplaint but dependi ng upon the

very sanme set of facts."” Nat'l Super Spuds, Inc. v. New York

Mercantile Exch., 660 F.2d 9, 18 n.7 (2d Cr. 1981); see also

Mat sushita Elec. Indus. Co., Ltd. v. Epstein, 516 U S. 367, 382

(1996). It is essential, however, that there be adequate notice
of the effect of the rel ease and conpensation for rel eased

clains. Super Spuds, 660 F.2d at 16, 18. See also TBK Partners,

675 F.2d at 460-62; Winberger, 698 F.2d at 77; In re Action

Houses Antitrust Litig., No. 00 Cv. 648 (LAK), 2001 W 170792,

at *13 (S.D.N. Y. Feb. 22, 2001).
Even t hough Norman asserts common | aw and statutory theories
of liability that have not been raised as part of the class

action, see Norman v. Salonbn Smth Barney Inc., No. 03 Cv. 4391

(CGEL), 2004 W 1287310, at *1 (S.D.N. Y. June 9, 2004), the
Agreement nmay be approved as fair. Nornman relies upon the sane
underlying factual allegations against SSB that are at the heart
of the Amended Conpl aint, Norman has had adequate notice of this
litigation and the effect of the rel ease, and those GPM account
hol ders who suffered | osses fromtrading in WrldCom securities
will be conpensated for those |osses fromthis settlenent. As
Nor man admts, the alleged bias and bad faith in SSB's research

reports formthe "core" of his pleading.®* The release is also

* The Nornman cl ass action conplaint alleges that:

Sal onon' s anal ysts provi ded biased and tainted
favorabl e research reports and gave favorable ratings
to the stocks of conpanies in which managed account
assets were invested, including nunerous

t el econmuni cati on stocks, as part of an effort to

obt ai n huge i nvestnent banking fees. Sal onon managed
its clients' GPM accounts by investing in the
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fair in that it does not purport to bar any clains asserted in
the Norman Action that are based on purchases of securities other
than WrldCom Nor does it conmpletely bar the Norman plaintiffs
from seeki ng recovery of managenent fees paid to SSB as part of
the GPM program It appears that the WrldCom settl enment rel ease
woul d only prevent a putative Norman class nenber from seeking
resci ssion of fees, punitive danages, or any other relief based
upon their WrldCom | osses. As a nenber of the Wrl dCom cl ass
who did not elect to opt out, the Agreenent conpensates Nornman
for his WrldCom securities trading |losses. It would be patently
unfair to permt Norman and the putative Norman class to receive
conpensation for the same | osses arising fromthe sanme underlying
conduct twice — once in the class action and again in the Norman
Acti on.

Nor man's objection that the Notice did not fairly and
adequately disclose these issues to the class is also wthout

merit. The Notice inforned class nenbers that in order to

securities of these conpani es based on recomendati ons
by anal ysts whose i ndependence had been conproni sed.
Thus, Sal onon's bi ased and sel f-serving research and
recommendat i ons determ ned the investnent choices nade
I n managi ng GPM accounts. . . . Sal onon never

di sclosed to plaintiff or the nenbers of the d ass
that the research and ratings on which its account
managenent was based were not independent but rather
were notivated by Sal onon's econom c interests.

In addi tion, the Norman conplai nt nakes substantial allegations
with respect to Gubman's conduct, the provision of |IPO shares to
corporate executives in return for investnment banking business,
and the know edge and role that SSB and its executives and

of ficers had regarding the corrupt research practices. The
conpl ai nt seeks actual danmages and full restitution for trading

| osses.
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participate in the WrldCom settl enent, they would have to

rel ease "all clains of every nature and description, known and
unknown, arising out of or relating to investnments . . . in
securities issued by WrldCom"™ |If a nenber of the putative
Nor man cl ass believed she woul d have been better served by
pursui ng her WirldComrelated clains in the Norman action, that
person could have "opted out” of the consolidated class action.
As noted, Norman hinself did not opt out of the WrldCom cl ass

action. ®®

J.P. Morgan Obj ections

J.P. Morgan has made three objections. They are each

rej ect ed.

1. Plan of Allocation

J. P. Morgan questions whether the Plan of Allocation has
correctly divided the settlenment fund between the Securities Act
and Exchange Act clains. As already noted, the Plan of
Al'l ocation divides the settlenment fund between the | osses
suffered under the Securities Act from purchases of Wrl dCom
bonds in the 2000 and 2001 Oferings, and the | osses suffered

under the Exchange Act fromtrading either stock or bonds in the

Norman initially disclainmed any desire to address his
concerns through an anendnent to the Plan of Allocation. 1In a
reply menorandum dat ed Novenber 4, Norman seeks to reserve his
right to press, either now or in connection with the issuance of
a nore detailed allocation plan, for a set-aside for those
shar ehol ders who participated in the GPM program This request
does not affect the Plan of Allocation. Norman may renew this
request when Lead Counsel submts a nore detailed plan of
al | ocati on.
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secondary market. The former receive approxi mately 55% of the
fund; the latter receive approxinmately 45% The Citigroup
Def endants are paying over $1.4 billion toward the Securities Act
claims. J.P. Morgan and the renai nder of the non-settling
Underwiter Defendants are defendants solely in the Securities
Act clains as a result of their work on the two Oferings. They
have an interest in as large an allocation as possible fromthe
settlenent to the Securities Act clains since one neasurenent of
their judgnent credit is affected by that allocation anount. The
j udgnment reduction fornula that acconpanies the order barring
themfromsuing the Citigroup Defendants for contribution and
indemmification gives thema credit against any judgnent entered
agai nst themat the class action trial of the greater of (a) the
anmount fromthe settlenent fund that is allocated to the
Securities Act clains for which the non-settling underwiters may
be found liable, or (b) the proportionate share of the Citigroup
Def endants' fault, as found at trial.

The Plan of Allocation is entitled to approval. The Plan of
Al l ocation has the explicit endorsenent of the two federal judges
who have supervi sed the extensive settlenent discussions in this
action. Two of the Additional Named Plaintiffs are pension funds
that suffered extensive losses fromtheir holdings in the 2000
and 2001 O ferings, and they have approved the allocation. Many
menbers of the class are substantial public and private pension
funds who al so suffered mammoth | osses fromtheir investnments in
these two offerings. None of these class nenbers, despite being

directly affected by the allocation of 45% of the settlenent fund
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to those class nenbers with Exchange Act clains, have objected.
| ndeed, as already noted, sone Wrl dCom shar ehol ders have
obj ected that bondhol ders have received too nuch fromthe
settlement. There is a wealth of information in the hands of al

participants in the Securities Litigation fromwhich to assess

the allocation. No one has presented any proposal for a better
allocation. Al of this history supports the conclusion that the
Plan of Allocation is entitled to approval.

J.P. Morgan asks only that the Lead Plaintiff be required to
present "extensive evidentiary support” of the plan. The
submnmi ssions of the Lead Plaintiff, given the history recited
above, have been nore than sufficient to support the Plan of
Al'l ocation.?®* The judgnment reduction formula will fully protect
J.P. Morgan. It gives J.P. Morgan a judgnent credit for the
anount paid by the G tigroup Defendants to class nenbers on their

Securities Act clains.

2. Citigroup Defendants' Duty to Pay Attorney's Fees

J.P. Morgan does not dispute that the proposed bar order
properly addresses clainms for contribution and i ndemification
that it nmay have against the Ctigroup Defendants. J.P. Mbrgan

asserts instead that it has an i ndependent contractual claimthat

*The Lead Plaintiff argues that J.P. Mrgan cannot take the
position that the G tigroup Defendants' paynent of $1.45 billion
to settle the Citigroup Defendants Securities Act clains in the
cl ass action is inadequate since J.P. Mdorgan (a) contends in its
sumary judgnent notion that those clainms should be dism ssed as
a matter of law, and (b) refused to settle during the sunmer of
2004 on the sane ternms that were accepted by the Citigroup
Def endant s.
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cannot be extinguished by the bar order. This claimarises from
certain master agreenments anong the underwiters that are all eged
to require the Citigroup Defendants to pay their underwiting
percentage of any |egal or other expenses incurred in connection
with the defense of any claimarising out of the clains in the

Securities Litigation.

J.P. Morgan has not shown that approval of the bar order
shoul d be withheld or delayed. Since J.P. Mrgan has not
provi ded any of the naster agreenents that are supposedly
i nplicated by the bar order, it is inpossible to determne their
terms and the extent to which the bar order inpacts them The
bar order fornula at issue here is consistent with the fornmula

approved recently by the Second Circuit in Gerber v. MIC El ec.

Tech. Co., 329 F.3d 297, 307 (2d G r. 2003). Wen J.P. Mrgan
made requests to the Citigroup Defendants for revisions to the
bar order in July 2004 it did not nmake any reference to the
contractual obligation in the master agreenents regarding
attorney's fees and expenses. The first notice it provided of
any conplaint in this regard was in its October 8 objection.
VWhile it is inportant that the Court consider the fairness
of any settlenent agreenent to non-settling parties, J.P. Mrgan
has not shown that the proposed bar order is unfair to them See

See In re WrldCom ERISA Litig., -- F. Supp. 2d --, No. 02 Gv.

4816 (DLC), 2004 W 2292362, at *5 (S.D.N. Y. Cct. 13, 2004)
(collecting authority). To the extent that it believes in the
future that the Ctigroup Defendants have breached naster

agreenents, and that it is necessary to litigate the breach, the
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parties will have an opportunity to address the interplay between

t he bar order |anguage and such a claim?

3. Cooperation at Trial

J.P. Morgan requests that the proposed judgnent be nodified
to inpose the obligation on the Citigroup Defendants to produce
wi t nesses and docunents during discovery®® and trial on the Lead
Plaintiffs' clainms to the extent that the G tigroup Defendants
woul d have had this obligation "if they remained a party” to the
litigation. There is no need to include this provision in the
j udgnent .

The obligation of the Citigroup Defendants to cooperate in
the class action trial shall be governed by the Federal Rul es of
Cvil Procedure and applicable |aw. |Inposing any further
obligation on the Citigroup Defendants woul d be inconsistent with
the strong federal policy encouraging settlenment. J.P. Morgan
had a full and conplete opportunity to take discovery of the
Citigroup Defendants. Mre than twenty-five wi tnesses from
Citigroup, SSB, and related entities were deposed during the

period set aside for fact discovery. J.P. Mrgan has not nade

"Lead Plaintiff argues that, since J.P. Mrgan and the
ot her non-settling Underwiter Defendants were given an
opportunity in the sumrer of 2004 to settle on the sane
percentage terns as the Citigroup Defendants and declined to do
so, it would not be appropriate for the Ctigroup Defendants to
pay defense costs incurred since that tine. The Ctigroup
Def endant s have not commented on this analysis since they take
the position that it is premature to address the nerits of any
hypot heti cal dispute over the nmaster agreenents.

*Fact discovery in the class action ended on July 9, 2004.
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any showing that the Citigroup Defendants did not cooperate fully

during the discovery period.

Untinely bjections

Babson seeks to alter the class definition to include
sellers of CDS s, instrunments bought by WrldComcreditors to
hedge their Wrldcom debt. Several Underwiter Defendants who
had provided WorldComwith a credit facility protected agai nst
this risk by purchasing CDS's.

The consolidated class action is not brought on behal f of
issuers of CDS's. As noted above, the Wrl dCom cl ass was
certified on October 24, 2003. A Decenber 15, 2003, notice was
sent to all class nenbers advising themof the litigation and
their right to opt out of the WrldCom securities class action.
The notice was al so published in several foruns and posted on the

internet. See Inre WrldCom Inc. Sec. Litig., 2004 W. 113484.

| ssuers of CDS' s, such as Babson, are not nenbers of the class,
and prior to their late-filed objection, never petitioned to be
included in the class. The class definition will not be anended
to include them

Ent enmann and Galitzer have an arbitration pendi ng agai nst
SSB. They concede that they received the notice of class action
I ssued in Decenber 2003 and the Notice issued in August 2004.

They did not opt out of the class.®* They now contend that the

¥ On October 25, 2004, Entenmann and Galitzer sought to
extend the period for themto opt out of the class. This was
weeks after the Septenber 1 deadline for class nenbers to request
exclusion. At an October 29 hearing on the matter, and as
reflected in an Order of Novenber 1, Entennmann's and Galitzer's
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noti ces shoul d have been sent as well to the attorneys
representing themin the arbitration.
Rul es 23(c)(2)(B) and (e)(1)(B), Fed. R Cv. P., state that

notice is to be sent to class nenbers.* "Rule 23 does not

contenplate giving notice to all eged agents or to any persons

other than the nenbers of the class.” 1In re Franklin Nat'l Bank

Sec. Litig., 574 F.2d 662, 672 (2d Cr. 1978); see also In re

Pai neWebber Ltd. P ships Litig., 147 F.3d 132, 136 (2d Cr. 1998)

(adequate notice "did not require the services of a |lawer to
permt a lay person to conprehend it"); Winberger, 698 F.2d at
71. The notice of the class action provided to and received by
Entenmann and Galitzer satisfied the requirenents of Rule 23,
Fed. R Cv. P

Entenmann and Galitzer next argue that the release is too
broad since it prevents themfrom pursuing their arbitration
agai nst SSB. Entenmann's and Galitzer's filings in their
arbitration proceedi ng, however, establish that the underlying
factual predicate of their action is the conflict of interest

al l egations that underlie the Exchange Act clains against the

request was deni ed.

“Rule 23(c)(2)(B) states: "[f]or any class certified under
Rul e 23(b)(3), the court nust direct to class nmenbers the best
noti ce practicabl e under the circunstances, including individual
notice to all nenbers who can be identified by reasonabl e
effort.” Rule 23(c)(2)(B), Fed. R Cv. P. (enphasis supplied).
Rul e 23(e)(1)(B), which governs how notice is to be provided
prior to the approval of a proposed class action settlenent,
provides "[t]he court nust direct notice in a reasonabl e nmanner
to all class nmenbers who woul d be bound by a proposed settl enent,
voluntary dism ssal, or conpronmise.” Rule 23(e)(1)(B), Fed. R
Cv. P. (enphasis supplied).
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Citigroup Defendants in the class action.* They even submtted
excerpts fromthe Anmended Conplaint to the arbitration panel.

For the reasons already di scussed above in connection with
t he Norman objection, there is no reason to find that the rel ease
inunfair to Entenmann and Galitzer. They have been given
notice, their clains against SSB for their WrldCom | osses are
bei ng conpensated, and their arbitration asserts the sane

conflict of interest claimthat perneates the Anended Conpl aint.

Attorney's Fees and Expenses

The | egal standard for reviewi ng an application for an award
of attorney's fees is well established in this Crcuit, and has
recently been described by this Court in connection with the
approval of a settlement in the related Wrl dCom ERI SA
Litigation. See In re WrldComERISA Litig., 2004 W 2338151, at

*10. That description of the standard is incorporated here.
In brief, when an attorney creates a conmmon fund from which

menbers of a class are conpensated for a comon injury, the

“"Entenmann and Galitzer allege that: SSB was "in a conflict
of interest with claimants in that WrldCom was a huge client of
respondents;" SSB "failed to tell the clainmants that they owed
financial allegiance to WrldCom" and that they "were never nade
aware of the extent and nature of respondents' continuing
conflict of interest in connection wth WrldCom and were never
made aware that this conflict caused respondents to advise
claimants to take actions with respect to their Wrl dCom stock
that they should not, as reasonable and prudent investors, have
taken.” Simlarly, in an effort to obtain discovery from SSB for
the arbitration, Entenmann and Galitzer stated that their clains
were based on their "rel[iance] on the research of Sal onon's
Research Anal yst, Jack Grubman and that this research was tainted
because Grubman was nore concerned about witing upbeat research
to keep his firms investnent banking clients happy than fairly
eval uating these conpanies for retail clients such as dainmants."
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attorneys who created the fund are entitled to a reasonable fee.
There are two nmethods by which a district court may cal cul ate
reasonabl e attorney's fees in a class action, the | odestar or
per cent age nethod. Under either nethod, attention should be paid
to the followng factors: (1) the tinme and | abor expended by
counsel ; (2) the magnitude and conplexities of the litigation;
(3) the risk of the litigation; (4) the quality of
representation; (5) the requested fee in relation to the
settlenent; and (6) public policy considerations.

In June of 2002, NYSCRF asked the two firns ultimtely
sel ected as Lead Counsel to represent it in this litigation.
Wth the appoi ntenent of NYSCRF as Lead Plaintiff on August 15,
2002, their selection of counsel was al so approved. Since that
time, NYSCRF has diligently supervised the work of Lead Counsel
The General Counsel to the Conptroller of the State of New York
and a staff of four of his attorneys, have been in constant
contact with Lead Counsel, have reviewed all significant
expendi tures, and have received and anal yzed quarterly reports on
attorney time and expenses.

In the sumer of 2003, after the principal notions to
di sm ss had been decided, Lead Plaintiff and Lead Counsel
negoti ated a retai ner agreenent that adopted a fee grid.* The
grid allows a higher attorney's fee for recoveries achieved in

| ater stages of the litigation, but at the sane tine, a |ower

“The retainer agreenent was described in the Decenber 11,
2003 notice to the class of the pendency of the class action as
well as in the Notice, and is posted on the website naintained
for the class action by Lead Counsel.
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percent age of recovery as the amount of recovery for the class

i ncreases. The retainer agreenent al so adopted a | odestar
ceiling for attorney's fees. For any recovery for the class that
exceeds $500 mllion, the attorney's fee will not exceed the

| esser of the grid anount or five times the |odestar. At the
conclusion of the litigation, the NYSCR may under certain

ci rcunst ances adjust the fee so that it does not exceed four
times the |odestar figure. The retainer agreenent al so inposes
caps on certain expenses.

Adopting the fornmula contained in the retainer agreenent's
grid, and with the full approval of Lead Plaintiff, Lead Counsel
has applied for attorney's fees of $141.5 mllion, which
constitutes 5.5% of the settlenent fund.*® This is equivalent to
approxi mately $0. 028 per share and $8.30 per $1000 face anopunt of
each bond covered by the Agreenent. As of August 31, 2004, Lead
Counsel and the firms approved by Lead Plaintiff and the Court to
provi de assistance in the prosecution of the case, had expended

nore than 195,000 hours litigating the action.* The |odestar

# Lead Counsel originally applied for fees of $144.5
mllion. After the reduction of the settlenent fund by $75
mllion to reflect those class nenbers opting out, Lead Counsel

reduced its fee request by $3 million. Following the grid in the
retainer agreenent, the requested fee is 4% of that portion of
the class recovery that exceeds $1 billion.

“ The firns assisting Lead Counsel in prosecuting this
action are: Berman DeVal eri o Pease Tabacco Burt & Pucill o;
Schoengol d & Sporn, P.C.; Lowenstein Sandler P.C ; Upshaw,

Wl lians, Biggers, Beckham & Ri ddi ck, LLP; Law O fices of Bernard
M Goss, P.C; Lockridge Gindal Nauen P.L.L.P.; Mager Wite &
Gol dstein, LLP; Law Ofice of Klari Neuwelt; Ponerantz Haudek

Bl ock G ossman Gross LLP; and Trujillo Rodriguez & Richards, LLC
Each of these firns has submitted a detail ed breakdown of their
expenses and attorney's fees. At an in canera conference with
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figure for this work is over $57 mllion. Lead Counsel's own
wor k accounts for approximately $43 mllion of the $57 million
figure. A conparison of the fee request with the total | odestar
yields a multiplier of approximately 2.46.

Wth the approval of Lead Plaintiff, who conpleted an audit
of the expenses incurred by counsel as well as the clains
adm ni strator, Lead Counsel also petitions for paynent of out-of-
pocket costs and expenses in a total anmpunt of $13, 505, 969. 99. *°
Thi s includes $7, 056, 023.58 for counsel's expenses, of which over
$5 mllion were incurred by Lead Counsel; $6,428,331.70 for
expenses incurred by the clains and notice adm nistrator; and
$21, 615. 01 for expenses incurred by Lead Plaintiff. The request
for reinbursenent of expenses constitutes $0.001 per share and
$0. 41 per $1000 face amount of each bond.

Lead Counsel also applies, with the approval of Lead
Plaintiff, for $5 mllion to establish a litigation expense fund
to finance the continued prosecution of the consolidated class
action against the non-settling defendants. This nunber
constitutes half of the anpbunt that the class was advised in the
Notice woul d be requested for this purpose.

Lead Counsel is entitled to a substantial |egal fee for the

work it has perfornmed in the Securities Litigation. Lead Counsel

the Court on Septenber 22, 2003, attended by General Counsel for
the Lead Plaintiff, the Court authorized Lead Counsel to use
other firms to assist in the docunment review process so |ong as
certain paranmeters for that work were respected.

“This request reflects expenses incurred through June or
August 2004, depending on the firmsubmtting the request for
rei nmbursenent. The bulk of the request is for rei nbursenent of
Lead Counsel, and reflects their expenses only through June 2004.
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has performed its work at every juncture with integrity and
conpetence. It has worked as hard as a litigation of this

i nportance demands, which for sone of the attorneys, including

t he senior attorneys from Lead Counsel on whose shoul ders the
principal responsibility for this litigation rests, has neant an
onerous work schedul e for over two years.

Counsel in this action refer to it as the nost conpl ex
securities litigation ever brought. Whether that is true or not,
there is no doubt that it is conplex and chall enging, and that it
has required an enornous conmmtnent fromthe attorneys for the
parties in the class action. At virtually every turn there were
unusual or even novel issues of |law or procedure that had to be
anal yzed and briefed. A few exanples wll suffice. 1In 2002, not
| ong after NYSCRF was appointed as Lead Plaintiff, Lead Counsel
sought and obtained a |ifting of the bankruptcy and PSLRA stays
in order to obtain docunments fromWrldComthat it had already

provi ded to governnental bodies and others. See In re WrldCom

Inc. Sec. Litig., 294 F. Supp. 431. Later, Lead Counsel

suggested a deposition programthat allowed plaintiffs and

defendants in the Securities Litigation each to take 60 days of

deposition testinony (exclusive of discovery of plaintiffs in
I ndi vi dual Actions), divided into two four-hour conponents. This
proposal was adopted and has worked extrenely well. See lnre

WrldCom Inc. Sec. Litig., No. 02 Gv. 3288 (DLC), 2003 W

23456132 (S.D.N. Y. Nov. 14, 2003). |In supporting certification
of the class, Lead Counsel had to address in the context of the

Exchange Act clains whether reliance on the SSB anal yst reports
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coul d be presuned based on the fraud-on-the-market theory. See

In re WrldCom Inc. Sec. Litig., 219 F.R D. at 294-97. Lead

Counsel has had to resist repeated requests and notions by the
defendants to extend the discovery period and to postpone the
trial date. Wien the crimnal trial of former Wrl dCom executive
Ebbers was schedul ed for November 2004, nonths after the cl ose of
fact discovery, Lead Counsel had to address the Governnent's
desire that certain of its trial w tnesses not be deposed until
after they testified at the crimnal trial. This problemwas
addressed through Orders reaffirmng the cut-off date for fact

di scovery, but reserving the right for counsel to request an

opportunity to depose the "enbargoed” w tnesses after they

testified in the crimnal trial. In re WrldCom Inc. Sec.
Litig., 2004 W. 802414; see also In re WrldCom Inc. Sec.
Litig., 2004 W. 2254954.

The risks of litigation have al ready been discussed in
connection wth the approval of the settlenment itself. As noted,
there were significant risks associated wth the cl ai ns brought
agai nst the Citigroup Defendants.

The quality of the representation given by Lead Counsel is
unsurpassed in this Court's experience wth plaintiffs' counsel
in securities litigation. Lead Counsel has been energetic and
creative. |Its skill has matched that of able and well-funded
defense counsel. It has behaved professionally and has taken
care not to burden the Court or other parties with needl ess
di sputes. Its negotiations with the G tigroup Defendants have

resulted in a settlenent of historic proportions. It has
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cooperated with other counsel in ways that redound to the benefit
of the class and those investors who have opted out of the cl ass.
The subm ssions of Lead Counsel to the Court have been witten
wi th care and have repeatedly been of great assistance. Again, a
few exanples help to illustrate these points.

Lead Counsel discovered that a corporate affiliate of SSB
| oaned several hundred mllion dollars to an Ebbers-controlled
entity and that certain of Ebbers' loans from Citigroup were
secured by his WrldCom shares. Its analysis of G ubman's
research reports led it to allege that he had nodified his node
for evaluating Wirl dComin order to mask Worl dCom s fi nanci al

condition. See In re WrldCom lInc. Sec. Litig., 294 F. Supp. 2d

at 404-406. Each of these were new allegations that had not been
previously publicly disclosed despite the intense scrutiny of
Wor |1 dCom fol | ow ng the June 25, 2002 announcenent.

Lead Counsel has cooperated with governnment agencies from
the beginning of this litigation, and that cooperation has hel ped
to keep this civil litigation on track despite the parallel
crim nal proceedings. Lead Counsel negotiated an agreement with
the Governnment and the SEC that gave it inmedi ate access to nost
of the Worl dCom docunents that had been produced to governnent
agenci es and delayed its access to only those relatively few
docunents that the Governnent deened critical to its crimna
prosecutions. Lead Counsel invited the SEC to submit an am cus
brief in support of class certification of the Exchange Act
clainms arising from SSB s anal yst reports when that issue was

before the Court of Appeals for the Second Circuit. The SEC
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brief strongly supported the certification, and woul d no doubt
have been of great assistance to the Court of Appeals had the
Citigroup Defendants not settled with Lead Plaintiff and had the
appeal gone forward.

The exi stence of over seventy Individual Actions filed by
over twenty-two law firns has presented particular challenges to
Lead Counsel and illustrated its success in cooperating with
others for the good of the litigation as a whole. Pursuant to
the May 28, 2003 Consolidation Order, Lead Counsel was placed in

charge of all discovery of the defendants in the Securities

Litigation, but required to coordinate the discovery efforts of
all plaintiffs. Inre WrldCom Inc. Sec. Litig., No. 02 Cv.

3288 (DLC), 2003 W. 21242882 (S.D.N.Y. My 29, 2003). It set up
a website that has been of great assistance not just to class
menbers, but also to plaintiffs' counsel in the Individual
Actions. It devel oped and presented to plaintiffs' counsel in
the Individual Actions a proposed deposition plan that was the
basis for their ultimte agreenent on the depositions that were

taken by plaintiffs in the Securities Litigation. It hosted

strategy conferences and weekly tel ephone calls to facilitate
comuni cati on and deci si on-naki ng anong plaintiffs' counsel.

Al t hough Lead Counsel was | ead exam ner in each of the seventy
depositions it scheduled, it shared the responsibility for taking
t hese depositions with one attorney fromthe Individual Actions.
The May 28 Order gave any attorney in an Individual Action the
right to apply to the Court for relief in the event that she

bel i eved that Lead Counsel had taken a position in discovery with
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whi ch she di sagreed. Because of the |eadership shown by Lead
Counsel and the structures it established, as well as the work
done by Liaison Counsel for plaintiffs in the Individual Actions
and the cooperative spirit displayed by alnost all plaintiffs’
counsel, this Court was presented with only one such appeal .

Per haps the nost striking exanple of Lead Counsel's
| eadership on behalf of the class is its effort to resurrect an
opportunity for certain pension funds to join the class and share
In any recovery obtained by the class. Oher counsel had filed
I ndi vi dual Actions on behalf of pension funds that contai ned
time-barred Securities Act clainms. G ven prevailing |aw,
approximately ten were destined to be dismissed in their entirety
wi th prejudi ce because the actions were barred by the statute of

limtations. In re Wrldcom Inc. Sec. Litig., 294 F. Supp. 2d

431. A dismissal with prejudice woul d have barred those pension
funds fromall recovery for their WrldCom | osses, at |east from

the defendants in the Securities Litigation.*” It was Lead

Counsel who proposed that these pension fund plaintiffs be
permtted to remain in the class if they voluntarily dism ssed
their cases and made the comm tnent that they would not |ater

seek to opt out of the class. The Court adopted that proposal

“ Plaintiffs in Moxley v. Citigroup dobal Markets Inc., No.
04 Cv. 232 (DLC), requested an opportunity after the cl ose of
fact discovery to take additional depositions of defendants.
That request was denied. In re WrldCom Inc. Sec. Litig., No.
02 Civ. 3288 (DLC), 2004 W. 1836999 (S.D.N. Y. Aug. 17, 2004).

 The filing of the time-barred clains, and the resulting
| oss of an opportunity to recover for substantial |osses from
Wor| dCom i nvestnents, could of course have resulted in clains
agai nst those who had counseled the funds to file their |awsuits.
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over the objection of the defendants. |n re WrldCom Inc. Sec.

Litig., 2004 W. 113484.

In sum the quality of representation that Lead Counsel has
provided to the class has been superb. The fee is entirely
appropriate in the context of the settlenent and under any of the
standards by which fee requests are customarily neasured.

Finally, there are substantial public policy reasons
supporting approval of this award. The PSLRA has set up a
mechani sm whi ch favors appoi ntnment of institutional investors as
Lead Plaintiff. Here, the nation's second |argest public pension
fund was chosen as Lead Plaintiff. It is an experienced |ead
plaintiff in conplex securities class actions and negotiated a
detail ed retai ner agreenent on behalf of the class. Lead
Plaintiff has conscientiously supervised the work of Lead Counsel
and gives its endorsenent to the fee request, which adheres in
all particulars to the retainer agreenent. 1In these
ci rcunst ances, the requested fee is entitled to a presunption of
reasonabl eness. In addition, Lead Counsel has perforned a
val uabl e public service in prosecuting this action with vigor and
skill. It undertook this service on a fully contingent basis.
Its risk and effort deserve to be awarded appropriately.

The objections to the fee request center on assertions that:
the fee should have reflected a decreasi ng percentage as the
anount of the recovery increased; the fee should be reduced on
account of the "uncertain" value of the settlenent; Lead Counsel
failed to provide |lodestar information for a cross-check of the

fee request; that the |lodestar information it did provide
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indicates that the correctly calculated nultiplier for the fee
award is 4.71 and not 2.46; and the Notice was n sl eadi ng by
referring to a 20-33% normfor fees in securities class actions.
Each of these contentions are neritless.

The retai ner agreenent and the requested attorney's fee are
predi cated on a declining percentage fornula. There is no
uncertainty regardi ng the magnitude of the class recovery from
the settlenent fund. The retainer agreenent requires a | odestar
cross-check, which Lead Counsel easily satisfies. The 20-33%
figure cited in the Notice is an accurate statenment of fees
awarded in many other securities |aw class action cases.

One objector's coments require nore extended di scussi on.
Hel fand presented a detailed oral analysis at the fairness
hearing to support his assertion that Lead Counsel's | odestar
multiplier is 4.71, and that no nultiplier is appropriate for
certain work such as docunent review work done by contract
attorneys or for work perfornmed after the settlenment with the
Citigroup Defendants since no risk of recovery renmained. He
specul ated that a close review of the tinme records would revea
duplicative work or padded hours. He criticized the use of
contract paral egals and attorneys and questioned the hourly rate
guoted by senior attorneys for Lead Counsel. He argued that the
unprecedented size of the settlenment was due to the size of
damages and that an i ndependent guardi an shoul d be appointed to
scrutinize Lead Counsel's tinme records and to recal cul ate the

| odestar figure.
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Hel fand' s obj ections are not persuasive. As noted by Savoie

v. Merchants Bank, 166 F.3d 456, 461 n.4 (2d Cr. 1999), one of

the benefits of using the percentage-based nethod for assessing
an award of attorney's fees is that it relieves a court of the
need to undertake a m nd-nunbing detailed review of tine records
and renoves sone of the incentive to pad those records.*® It is
undi sputed that the percentage of the settlenent fund represented
by this fee application -- 5.5%-- is well within the range of
reasonabl e fee awards, even in negafund cases.* There is
certainly no need to retain an i ndependent guardi an to undertake
a further review of Lead Counsel's tine records. Such an

appoi ntnent woul d further reduce the anpbunt of noney available to
distribute to the class, would be redundant of the work already
perfornmed by Lead Plaintiff, and is of little value in |ight of
the fee grid in the retainer agreenment which is the basis for
calculating this award. Finally, the nagnitude of this
settlenent is attributable in significant part to Lead Counsel's

advocacy and energy.

* The Court has reviewed the summary information fromthe
time records, including the total hours worked by each attorney
and their hourly rate. The extensive use of contract attorneys
was justified by the need to review over ten mllion pages of
docunents and was a far nore efficient way of proceeding than
giving the task to nore highly conpensated counsel. There is
littl e danger of padded hours in this case given the volune of
wor k that has been done and the pace of the litigation.

“ The law firm Lerach Coughlin Stoia CGeller Rudman &
Robbi ns, which has filed scores of Individual Actions on behalf
of public pension funds, has negotiated a retainer agreenent
whi ch appears to give thema |larger fee award from any recovery
their clients obtain in the Securities Litigation than Lead
Counsel can obtain under the retainer agreenment negotiated with
NYSCRF.
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Rei mbur senent of the expenses sought by Lead Counsel is also

appropriate. See LeBlanc-Sternberg v. Fletcher, 143 F. 3d 748,

763 (2d Gr. 1998). Lead Plaintiff has audited counsel's
expenses and has determ ned that the amobunt sought is appropriate
and is consistent wwth the expense caps described in the retainer
agreenent. The $7, 056, 023.28 in reinbursabl e expenses incurred
by Lead Counsel and the law firns that assisted in this action
are well within the $16 mllion maxi mum described in the Notice.
The objection that the Notice failed to describe with sufficient
particularity the expenses for which reinbursenent is being
sought is not well-founded. The categories of expenses were
descri bed generally, and the expenses incurred here are identical
to those incurred in any conplex securities litigation. There
was no unusual expense that should have been described in nore
detail in the Notice. |In support of this award, Lead Counsel has
subnmitted docunents which catal ogue the expenses in substanti al
detail.

The objection that the reinbursenent of expenses should only
be permtted for those incurred in connection with the case
agai nst the Citigroup Defendants nust al so denied. The Citigroup
Def endants play a central role in all of the allegations in the
Amended Conplaint. They are defendants in the Securities and
Exchange Act clainms. They were co-lead underwiter for the 2000
and 2001 O ferings and SSB's research reports are at the heart of
the conflict of interest allegations. It would be virtually
| npossi ble to segregate the expenses incurred by Lead Plaintiff

In prosecuting this action and to elimnate those unconnected to
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its case against the GCtigroup Defendants. In addition, it goes
wi t hout saying that Lead Counsel will not be able to petition for
t he sane expenses twice. Thus, any future recovery by the class
agai nst the non-settling defendants will not be reduced by any of
the rei mbursenent now requested by Lead Counsel

Lastly, Lead Counsel's request for a $5 mllion fund to
fi nance the continued prosecution of the consolidated cl ass
action against the non-settling defendants is granted. It is
appropriate to establish a litigation fund out of the proceeds of

a partial settlement. See Teachers' Ret. Sys. of Louisiana v.

A.CL.N Ltd., 01 Cv. 11814 (MP), 2004 W 1087261, at *6

(S.D.N. Y. May 14, 2004); In re Enron Corp. Inc., Derivative &

"ERI SA" Litig., CGv.A HO01-3624 (Harnon, J.), 2004 W. 1900294

(S.D. Tex. Aug. 5, 2004).

bj ections that this fund woul d destroy Lead Counsel's
contingent-fee arrangenent and that if there is no further
recovery on behalf of the class, the class will have been
i mproperly denied $5 mllion, are m splaced. Lead Counsel wll
still be prosecuting the case against the non-settling defendants
on a contingent-fee basis. In addition, reinbursenent fromthe
$5 mllion fund will remain subject to approval by both the Lead
Plaintiff and the Court.

There has been one objection that is well-founded.
bj ectors Lutz and Savage conplain that the $5 mllion fund wll
principally assist those with Securities Act clains and not
sharehol ders. They object to using this fund to reduce recovery

to sharehol ders. Wile shareholders will receive approximtely
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45% of the settlenent fromthe G tigroup Defendants, it is highly
likely that, taken as a whole, the future recoveries in this
litigation will benefit principally those with Securities Act
claims. The non-settling defendants with the deepest pockets --
the Underwiter Defendants -- are only naned in the Securities
Act clains. Therefore, the $5 mllion fund will be taken
exclusively fromthose settlenent nonies that would ot herw se be

distributed to the class nenbers with Securities Act clains.

M1l er Request for Attorney's Fees

Counsel for WlliamH MIller have submtted an application
for attorney's fees and expenses -- $28,974.34 in fees and
expenses in the amount of $689.22.%° Mller filed a putative
class action lawsuit against SSB and G ubman on Septenber 4,
2003, which has been consolidated with the class action.
Mller's action was the sixteenth of seventeen cases that were

originally consolidated under the title Sal onon Anal yst Wrl dCom

Litigation before another judge of this Court.
MIller's counsel's request for attorney's fees and expenses
is denied. They have not shown that any work they perforned

benefitted the cl ass.

Conclusion
The petition by Lead Plaintiff for approval of a $2.575

billion settlenent with Ctigroup, Inc., Gtigroup dobal Mrkets

* Counsel for MIler have withdrawn their petition for an
incentive award to class plaintiff MIler in the anmount of
$1, 500.
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Inc. f/k/a Salonon Smith Barney Inc., G tigroup d obal Markets
Limted f/k/a Sal onon Brothers International Limted, and Jack B
G ubman is approved. The Plan of Allocation is approved, except
that a $5 mllion fund to support future litigation expenses
shall be taken solely fromthat portion of the settlenment fund
that shall pay class nenbers with Securities Act clains.
Attorney's fees in the amount of $141.5 million and expenses in
t he anpunt of $13, 505, 969.99 are awarded. The request by counsel

for WlliamH MIller for attorney's fees and expenses i s deni ed.

SO ORDERED

Dat ed: New Yor k, New Yor k
November 12, 2004

DENI SE COTE
United States District Judge
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