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H
isto

rically,
stocks have m

ade lots
of m

oney for lots of people; they
have also helped m

any investors
lose their shirts. R

isk-averse
investors, especially those that felt
the sting of the 2000-2003 bear
m

arket, sought refuge in fixed-
incom

e investm
ents, such as

bonds and m
oney m

arket funds.
In recent m

onths, how
ever, those

w
ho consider those investm

ents
a safe harbor for their m

oney have
been unpleasantly surprised.

M
ost investors w

ho are retired
or nearing retirem

ent should have
a good portion of their assets in
fixed-incom

e investm
ents. M

any
investors in this dem

ographic
invested in bonds and cash
alternatives under the assum

ption
that those investm

ents w
ould be

conservative enough to preserve
their 

retirem
ent 

nest 
egg.

A
s som

e bond funds have
dem

onstrated, how
ever, fixed-

incom
e can be increasingly risky,

especially w
hen the true nature

of the investm
ents is not disclosed

to the investor. For exam
ple,

M
organ K

eegan, a brokerage
firm

 located in Jefferson C
ity,

M
issouri sold its ow

n bond funds
to investors as conservative and
safe investm

ents.
H

ow
ever, M

organ K
eegan

began increasing its holdings in
risky subprim

e m
ortgage-backed

securities, and failed to inform
investors of that im

portant fact.
Sadly, M

organ K
eegan investors

learned 
the 

hard 
w

ay 
by

w
atching m

any of their “safe”
bond funds decline in value by
m

ore than 50 percent.
C

harles Schw
ab &

 C
o. m

ade
the sam

e fateful decision w
ith

their ow
n Y

ieldP
lus bond fund

(see C
urrent Investigations

on page 3). Y
ieldP

lus w
as

m
arketed as a conservative bond

fund. T
he fund w

as supposed to
invest in “ultra” short-term

, low
-

risk debt instrum
ents that w

ould
not subject it to significant
liquidity risks or fluctuations in
share price. Instead, Schw

ab
caused the fund to invest heavily
in high-risk, m

ortgage-backed
instrum

ents, including com
plex

illiq
u

id
 

in
stru

m
en

ts.
A

pproxim
ately 40%

 of the Fund’s
assets w

ere invested in com
plex

m
ortgage-backed instrum

ents
kn

ow
n

 
as 

C
ollateralized

M
o

rtg
ag

e 
O

b
lig

atio
n

s
(“C

M
O

s”).
Falcon and A

STA
/M

A
T, tw

o
hedge 

funds 
m

anaged 
by

C
itigroup and m

arketed to
investors as safe funds w

ith losses
not to exceed 5%

, have seen their
collective value all but disappear.
C

itigroup’s brokers had sold
Falcon and A

ST
A

/M
A

T
 as

investm
ent funds suitable for

conservative retirees. T
he funds’

value has decreased by 75-90%
.

E
ven as the funds deteriorated,

C
itigroup still assured brokers

and clients that the funds w
ere

expected to m
ake a rebound.

A
STA

/M
A

T
 invested m

ainly in
m

unicipal bonds w
hile Falcon

invested in m
unicipal bonds,

m
ortgage-backed securities, bank

loans and other debt instrum
ents.

W
hile not a bond fund,

investm
ents in the financial sector

over the past year should be
questioned by investors. Sensing
a bottom

, m
any brokers loaded

up their clients w
ith stocks like

C
itigroup, 

M
errill 

L
ynch,

L
ehm

an B
rothers, and even

B
ear Stearns. Fannie M

ae and
Freddie M

ac w
ere also highly

recom
m

ended to m
any investors

Subprim
e: W

hen Fixed
Incom

e Becom
es Risky

A
bout the Firm

O
ur sole focus is securities

arbitration and litigation. W
e do

not seek out personal injury cases,
crim

inal appointm
ents, dom

estic
m

atters, or corporate defense
w

ork. A
ll day, every day, our

practice is devoted to representing
investors. B

ecause of that focus,
w

e can provide superior advice in
this specialized area.

W
ithin the securities industry,

w
e are strongly com

m
itted to

raising the standard of conduct
am

ong financial professionals.
W

e w
ork closely w

ith the Kansas
an

d
 

M
isso

u
ri 

S
e

cu
ritie

s
C

om
m

issioners’ O
ffice in local

and state governm
ent, and

local, state, and national bar
associations.

O
u

r 
o

ffice
, 

lo
cate

d
 

in
m

etropolitan 
K

ansas 
C

ity,
represents investors ranging from
young adults to elderly retirees;
and from

 blue-collar w
orkers to

corporate executives. E
very

public citizen is entitled to the
protection of state and federal
securities 

law
s, 

and 
every

in
ve

sto
r 

d
e

se
rve

s 
to

 
b

e
protected from

 rogue brokers
and unethical sales practices
em

ployed by brokerage firm
s

across the nation.
O

ur office is com
m

itted to
giving clients thoughtful advice
ab

o
u

t 
th

e
ir 

in
ve

stm
e

n
t

situations. The office often
jo

in
s 

fo
rce

s 
w

ith
 

lo
cally

an
d

 
n

atio
n

ally-re
co

g
n

ize
d

securities experts in order to
provide the best representation
for each client.

Jeff K
ruske is currently a

m
em

ber of the K
ansas B

ar,
M

issouri B
ar, Kansas

T
ria

l 
L

a
w

y
e

rs
A

s
s

o
c

ia
tio

n
,

Johnson C
ounty

B
ar A

ssociation, the
P

ublic 
Investors

A
rb

itratio
n

 
B

ar
A

ssociation, and is
an

 
F

IN
R

A
-

lice
n

se
d

arbitrator.

W
ant to be

an Arbitrator?
-The success of securities

arbitration depends on
the 

quality 
of 

the
arbitrators w

ho hear and
decide 

the 
dispute

presented by the parties.
There is a need for new
applicants in Kansas and
M

issouri to serve as
F

IN
R

A
 

arb
itrato

rs.
-A

rbitrators are carefully
selected from

 a broad
cross-section of people,
diverse 

in 
culture,

p
ro

fe
s

s
io

n
, 

a
n

d
background.  If you have
at least five years of
business or professional
experience, you m

ay
qualify to serve.  Please
contact the Law

 O
ffice

of Jeffrey S. Kruske if
you are interested in
applying to becom

e an
FIN

RA arbitrator.

CURRENT
INVESTIGATIONS
In this issue (page 3)
w

e are highlighting
current investigations
and claim

s being filed
b

y
 

o
u

r 
c

lie
n

ts
,

including:
!

S
chw

ab “YieldPlus”
C

laim
s

!
Citigroup A

STA
/M

AT
Funds

!
Fannie &

 Freddie
Preferred S

tock
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This new
sletter is intended for

inform
ational purposes only, as

a w
ay for investors to gain a

better understanding of their
rights. The inform

ation contained
w

ithin this new
sletter is not legal

advice and should therefore not
be relied upon as such.
If you do not w

ish to receive
this m

ailing, please contact the
Law

 O
ffice of Jeffrey S. Kruske.

(continues next page)

V
isit the firm

 on-line at w
w

w
.kruskelaw

.com
 to learn

m
ore about current securities industry new

s,
the law

 firm
, securities arbitration and

litigation FA
Q

s, dow
nload articles and reports,

schedule a free consultation, and m
ore.
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     Insider
at an inappropriate tim

e as w
ell. T

his sam
e play

occurred in from
 2000-2003 during the “tech

bubble” w
hen m

any brokers recom
m

ended this
bottom

 fishing technique.
W

e have seen first hand that there has
been no reasonable basis for expecting the
financial services industry to be finished w

ith
its subprim

e m
ortgage w

rite-dow
ns. T

here
sim

ply has not been any reasonable basis for
m

any investors to buy financial stocks during
the past year and a half.

Investors w
ho purchased fixed-incom

e
investm

ents based on the prem
ise of safety and

liquidity m
ay have an unpleasant year ahead of

them
. T

he current credit crisis is now
 being felt

by investors w
ho relied on their advisors’

recom
m

endations. U
nfortunately, m

any local
investors, m

any of w
hom

 do not have a
m

ortgage or their hom
e, now

 ow
n a share of

the subprim
e debacle or, w

orse yet, have no
access to their m

oney. For investors w
ho

invested in “safe” bond funds that have since
plum

m
eted in value because of investm

ents
in m

ortgage-backed securities, m
any are

m
aking com

pelling cases that they w
ere m

isled
about the safety of the funds.
*T

his article w
as originally published in part in T

he K
ansas C

ity Star in 2008.
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CURRENT INVESTIGATIONS
S

chw
ab YieldPlus Fund

Charles Schw
ab &

 C
o. m

arketed and sold the YieldPlus as a conservative
bond fund. The fund w

as supposed to invest in “ultra” short-term
,

low
-risk debt instrum

ents that w
ould not subject it to significant liquidity

risks or fluctuations in share price. C
ontrary to its publicly-disclosed

investm
ent guidelines, Schw

ab caused the fund to invest heavily in
high-risk, m

ortgage-backed instrum
ents, including com

plex illiquid
instrum

ents. A
pproxim

ately 40%
 of the Fund’s assets w

ere invested in
com

plex m
ortgage-backed instrum

ents know
n as C

ollateralized M
ortgage

O
bligations (“C

M
O

s”).
These drastic, undisclosed changes in the Fund’s investm

ent profile
significantly increased the risk to w

hich their investors w
ere exposed.

M
oreover, those changes directly contradicted representations in the

Fund’s Registration Statem
ents and Prospectuses regarding the diversity,

credit risk and liquidity of the fund’s investm
ents.

The fund now
 ranks dead last am

ong ultra-short bond funds. A
s the

m
arket for the fund’s long-term

 m
ortgage-backed securities evaporated,

it w
as forced to sell those securities into an illiquid m

arket, causing
m

assive losses for clients.

C
itigroup A

S
TA

 and M
AT Funds

C
itigroup is facing a num

ber of law
suits from

 investors w
ho claim

 they
are victim

s of deceptive m
arketing practices by brokers w

ho sold A
STA

&
 M

AT funds as “safe” and “secure” alternatives to traditional bond
funds. C

itigroup’s Sm
ith B

arney, presented the A
STA

 &
 M

AT hedge
funds as fixed incom

e alternatives that w
ould provide slightly higher

returns w
ith little or no volatility. Safety w

as a significant selling point
in the m

arketing of A
STA

 &
 M

AT investm
ents.

In M
arch 2008 C

itigroup sent a letter to investors in the M
AT Fund,

advising them
 that because the credit crisis had spread into the m

unicipal
bond m

arkets, the cash positions and net asset values of the M
AT Fund

had been severely affected. A
s a result, C

itigroup w
ould suspend incom

e
distributions in the fund indefinitely.
M

any investors in the A
STA

 and M
AT hedge funds w

ere retirees. Since
the funds’ dem

ise, these investors sustained significant financial losses.
For m

any of them
, the losses have com

prom
ised their futures. A

nd w
hile

C
itigroup m

ay assign blam
e for the funds’ dow

nfall on unforeseen events
in the m

unicipal bond m
arket, the reality is the funds w

ere presented
as low

 risk w
hen in reality, they w

ere anything but that.
N

ow
, C

itigroup apparently is creating a restructuring plan. The catch is
that investors m

ust first agree to forfeit any legal claim
s against the

funds in addition to absorbing significant losses in their positions.

Fannie &
 Freddie Preferred S

tock
A

lso featured in this edition of M
SLU

 (“O
ther C

ases of N
ote”) Fannie

M
ae and Freddie M

ac claim
s are on the rise. The collapse of the subprim

e
m

ortgage m
arket has led to the collapse of both Fannie M

ae and Freddie
M

ac, tw
o of the largest issuers of preferred stock.In turn, m

any large
brokerage firm

s have unloaded the stock on unsuspecting investors
looking for incom

e-generating investm
ents that are consistent w

ith their
risk profile.
Investors w

ere led to believe these stocks w
ere conservative and w

ould
provide regular dividend incom

e. H
ow

ever, investors have seen their
retirem

ent accounts destroyed by the collapse of Fannie M
ae and Freddie

M
ac. B

rokers have a responsibility to only recom
m

end investm
ents that

are in line w
ith a client’s risk tolerance and they should never concentrate

a client to single investm
ent, or very few

 investm
ents.

W
hile the subprim

e m
ortgage crisis w

as grow
ing, brokers w

ere
concentrating their clients’ holdings in these stocks, w

hen they should
have diversified their clients aw

ay from
 Fannie and Freddie.

For other current investigations, new
s, and prior new

sletters, please
visit w

w
w

.kruskelaw
.com

.

kruskelaw
.com

 Other Cases of N
ote

Preferred Stock Com
plaints

T
he current credit and subprim

e m
ortgage crisis has played a large part in the collapse of both

Fannie M
ae and Freddie M

ac, tw
o of the largest issuers of preferred stock. In turn, brokerage firm

s
such as M

errill L
ynch, B

anc of A
m

erica, C
itigroup, M

organ Stanley and U
B

S sold m
assive am

ounts
of these investm

ents on unsuspecting investors looking for incom
e-generating investm

ents consistent
w

ith their risk profile.
H

ow
ever, m

any investors w
ere led to believe these stocks w

ere conservative and w
ould provide

steady incom
e by w

ay of above-average dividends. M
any investors w

ere told that the preferred
stock issued by Fannie and Freddie w

ere backed by the G
overnm

ent.
In July of 2008, the reality about Fannie M

ae’s actual financial condition cam
e to light. Specifically,

T
he N

ew
 Y

ork T
im

es said that the G
overnm

ent w
as considering taking over Fannie M

ae and
placing it in a conservatorship due to grow

ing financial stress. A
s a result of this announcem

ent,
Fannie M

ae’s Series T
 Preferred Stock declined by alm

ost 11%
. O

ne m
onth later T

he T
im

es stated
that a bailout by the G

overnm
ent w

as im
m

inent. Follow
ing this new

s, shares of Fannie M
ae

declined an additional 20%
.

In Septem
ber 2008, the Federal H

ousing Finance A
gency (“FH

FA
”) w

as appointed conservator
of Fannie M

ae by the T
reasury D

epartm
ent. T

he T
reasury D

epartm
ent’s announcem

ent of the
takeover revealed Fannie M

ae’s inadequate capital m
anagem

ent and significant capital inflation,
thereby causing the price of Fannie M

ae’s Series T
 Preferred Stock to drop yet again. O

verall, the
value of F

annie M
ae preferred stock fell by 88%

 to under $2 per share in O
ctober 2008.

U
nfortunately, investors have seen their retirem

ent accounts devastated by the collapse of Fannie
M

ae and Freddie M
ac, w

hich resulted in their takeover by the G
overnm

ent. B
rokers have a duty

to recom
m

end suitable investm
ents, w

hich includes diversifying their clients’ portfolios out of their
Fannie and Freddie investm

ents as it becam
e clear that the subprim

e crisis w
ould have m

aterial
effects on these tw

o com
panies (both of w

hich held huge am
ounts of those type of m

ortgages).

Lehm
an Brothers Principal Protected N

otes and other Structured Products
Investors in L

ehm
an B

rothers structured products, nam
ely so-called “principal protected notes,”

m
ay be entitled to recover their investm

ent losses. M
any brokerage firm

s m
arketed and sold

L
ehm

an’s principal protected notes as a product that w
ould provide investors w

ith “100 percent
principal protection” and “uncapped appreciation potential.” H

ow
ever, the notes actually exposed

investors to far m
ore risk than they agreed to. M

any brokerage firm
s, including M

errill L
ynch,

U
B

S, Fidelity, and W
achovia, m

arketed and sold the notes to their ow
n clients. In total, nearly

$70 billion in structured notes w
ere sold to investors last year alone. 

A
bout T

he Firm
Types of C

laim
s Typically H

andled
U

nsuitability
C

ustom
er alleges that the broker

recom
m

ended  investm
ents that

w
ere not  appropriate for his or her

investm
ent goals, or even his age

and 
investm

ent 
 

objectives.
M

aterial M
isrepresentations

or O
m

issions
C

ustom
er alleges that the broker

intentionally m
isled him

 or failed to
disclose a m

aterial fact about an
investm

ent.
Failure to D

iversify
C

ustom
er alleges that the broker

over concentrated their portfolios
in m

inim
al sectors.

V
ariable A

nnuities and
Equity-Indexed A

nnuities
C

arry very high expenses,  and earn
brokers very large com

m
issions.

C
hurning

C
ustom

er alleges that the broker
purchased and sold securities solely
to generate com

m
issions, w

ithout
regard to the custom

er’s investm
ent

objectives or goals.
U

nauthorized Trading
C

ustom
er alleges that the broker

entered transactions into the
account w

ithout the custom
er's

know
ledge or approval.

B
reach of Fiduciary  D

uty
C

ustom
er alleges that the broker

breached his duty (position of trust
and 

confidence) 
to 

a 
client.

N
egligence

A
 claim

  for negligence is that the
broker failed to use reasonable
diligence in handling the affairs of
the custom

er, and did not act as a
reasonable  and prudent broker
w

ould have acted.
S

elling A
w

ay
This often occurs in situations w

here
the broker is not reporting a particular
transaction  to his or her em

ployer.
M

argin V
iolations

Failure to fully inform
 the custom

er
of m

argin risks can result in liability
for any losses caused  as a result.
Life Insurance
N

ot unlike securities, the sale of life
insurance generally im

poses a duty
of determ

ining suitability on the
selling agent. M

ost state insurance
codes require “fair dealing” w

ith
custom

ers and a duty of determ
ining

an appropriate recom
m

endation. If
the product is variable, it m

ay be
considered a security and is subject
to N

ASD
 rules in addition to any state

codes and regulations.
C

om
m

odities/Futures
Litigation and arbitration involving
futures contracts, derivatives, and
over-the-counter (O

TC
) trading

W
ith m

arket volatility at an all-tim
e high, it is difficult for investors to

understand the im
pact that the credit crisis and related problem

s w
ill have

on their investm
ents. W

hat w
as originally referred to as the bursting of

a tem
porary housing bubble, everyday consum

ers and investors are now
w

itnessing the trickle-dow
n effect that this com

plicated story is having
on their everyday lives. In the next issue w

e w
ill explore the further effects

that subprim
e investm

ents have on m
utual funds, bonds, C

D
 rates, and

other traditionally safe investm
ents that the m

ajority of retirees rely on
to provide incom

e. W
hat w

e know
 so far is that fixed incom

e m
ay no

longer be classified as a safe investm
ent.

In future issues w
e w

ill also address the increasing use and
recom

m
endation of com

plex estate planning by financial advisors (m
ost

of w
hom

 are not attorneys). T
hese com

plex plans often do not provide
any value added benefit for investors, but alm

ost alw
ays result in the sale

of high com
m

ission insurance products to the broker. In som
e cases,

investors are com
pletely divested of their m

oney by w
ay of charitable

rem
ainder trusts and other irrevocable instrum

ents which can be problem
atic

if the investor needs liquidity.

Featured in the N
ext Issue of M

SLU…
Subprim

e, Part 2

 Did You Know
?

T
he K

ruske L
aw

 Firm
 also represents individual securities brokers

and other securities industry em
ployees w

ho have claim
s against

brokerage firm
s. M

any em
ployees w

orking in the financial services
sector and securities industry can face legal situations requiring
experienced attorneys w

ho can best represent their situations. Jeffrey
K

ruske has helped m
any industry professionals facing a variety of

legal circum
stances including Form

 U
-5 defam

ation and expungm
ent,

em
ploym

ent disputes concerning com
pensation, disciplinary

proceedings and representation at FIN
R

A
 hearings.

T
ypical cases that an em

ployee can bring are sexual harassm
ent

and em
ploym

ent discrim
ination (sex, age, race, disability) claim

s
against their current and form

er em
ployers. Securities rules allow

these cases to be brought in a court as opposed to an arbitration
forum

. Form
er traders and brokers also bring cases against their

form
er em

ployers for failure to pay bonuses earned during the term
of their em

ploym
ent.  T

hese cases include representing em
ployees

in claim
s for “fraudulent inducem

ent” of their em
ploym

ent
relationships. In these cases, the em

ployees claim
 that their em

ployers
m

ade false prom
ises regarding the nature of the w

ork w
hich they

w
ere hired to do.
O

ther cases include law
suits for Form

 U
-5 defam

ation, w
hich

are claim
s against an em

ployee’s form
er securities brokerage firm

for m
aking false and defam

atory statem
ents on a Form

 U
-5 filed

by the firm
 w

ith the FIN
R

A
. A

 brokerage firm
 is required to file

a Form
 U

-5 w
henever an em

ployee leaves the firm
 w

hich discloses
the circum

stances surrounding the departure. If false and defam
atory

statem
ents are m

ade on the Form
 U

-5 regarding the em
ployee, the

em
ployee m

ay have a claim
 for defam

ation.

Kruske Law
 Firm

 Selected to 2008 Super Law
yers

Jeffrey K
ruske w

as selected for inclusion in the 2008 M
issouri &

K
ansas Super L

aw
yers publication for securities litigation. Super

L
aw

yers is a listing of outstanding law
yers from

 m
ore than seventy

practice areas w
ho have attained a high degree of peer recognition

and professional achievem
ent. O

nly 5 percent of the total law
yers

in the state are selected for inclusion in Super L
aw

yers.

Subprim
e: W

hen Fixed Incom
e Becom

es Risky (continued)


