BEFORE THE COMMISSIONER OF COMMERCE AND INSURANCE
.. OF THE STATE OF TENNESSEE AT NASHVILLE

IN THE, MATTER OF:.
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TENNESSEE SECURITIES DIVISION
File No. 03-004
Petitioner,

V.

GOLDMAN, SACHS & CO.

Respondent.

CONSENT ORDER

The Teanessee Securities Division (the Y Division™ and Goldman, Sachs & Co.
("Goldman Sachs™) agrec, subject to the approval of the Commissioner of Commerce und
Insurance (hereinufter referred to 25 the “Commissivner™) 1o the entry of this Conscor Order in
accordance with Tennessee Code Annctated Sectinn 48-2-116 of the Tennessee Securities Act of
1980, as amended. Tennessce Code Annotated 48-2-101, el seq. {the “Act™). which states thart the
Commissioner from time to time may make such orders as are necessary to ::J.rw out the

provisions of the Act.

L]

L.
GENERAL PROVISTONS

s alf SR

WHEREAS, Goldmin, Sachs & Co, 15 a broker-dealer rezistered in the Slm‘ﬂ c%
Tennesses; and

WHEREAS, coordinated investi gations into Goldman Sachs’ s activitics in cennestion
with its potential conflicts of inierest by research analysis, the issnance of ressarch that might
have lacked objectivity, and potentially improper snaring ol research information with pablic

companics and the investment banking division of the firm during the period of approximarely



1999 throughk 2001 (“Relevant Pzriod™) have been conducted by a multi-state task forcs and 2
joint task foree of the U.S. Sceuntes and Exchange Commission, the New York Steck
Exchangs, and the National Associaton of Securilies Dealers (collecuvely, the “rzgulators™);
anil

WIIEREAS, Goldman Sachs has cooperated with regulators conducting the
investigations by responding to inquines, providing documentary evidence and other matenials.
and praviding regulators with access Lo [ucts relating to the investigations; and

WHEREAS. Goldman Sachs has advisec regulstors of 112 agreement 1o resolve the
investigations relating to ils research practices; and

WHEREAS. Groldman Sachs cgrees to implement certain changss with respect to its
research practices, and (o make certain payments: and

WHEREAS, Goldman Sachs elects permanently to waive any might to a hearing and
appeal under the Tennesses Securities Act ol 1980, as amended with respect to this
Adrunistiative Consent COrder (the “Orcer™:

NOW THEREFORE, the Comnussioner of Commerce and [nsurance, as admin:stralor ol

the Tennessee Secunn2s Act of 1980, as amended, hercby caters this Order:

11
JURISDICTION/CONSENT

Goldman Sachs admils the junsdiction of the Commissioner of Commerce and Insuranee,
neithe: admits ner denies the findings of fact and conclusions of law contained in this Order. and

consenls Lo the cotry of this Order by the Commissioner.

I
FINDINGS OF FACT

L The Tennessee Securities Act of 1980, as amended. places the responsibility for the
administraricn of the Act on the Commissioner of Commerce and Insurance. The

Division i8 the lawtul agent through which the Commissioner cischarges this
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responsivility, T.C.A, § 48-2-115(a).

Goldman, Sachs & Co. (CRID2361) 1= a brukesdealar registered with the Division
pursiant to the Act. -

As set forth in greater detail herain. in general, during the Relevant Period, certain of the
procadures und processes in place to insulate Goldman Sacks’s equity research analysts
(hereaftzr “analysts™ or “research analysts”) from pressures end influences from covered
companies or investment banking were not sufficient. Also, in general, during the
Relevant Pened, in some raspects Goldman Sachs failed to exercise reasonable
supervision so as w ensure that, in the context of the procediires and processes in place,
its research analvais were sufficiently insulated fram pressures and influences from
covered companies ur investment banking.

Guoldman Sachs 15 a leading global investnent banking and secunties finm that, among
other things, offers underwiiting services 10 companivs seeking to sell their sscurilies Lo
the publie. In adcé:ition (o 118 prominent investment banking operulions, Goidman Sachs
also offers extensive services to its Nsttutenal investor clients and its private wealth
management clients {principally high ner worth individuals), has an aclive seeurities sales
and trading business, and maintains a separate division 1o perform research on equity
securities.

For the compames for which Goidman Sachys provides equity research coverage,
Goldman Sachs analysts issue periodic reperts and make investment reconunendations.
Dhumng the Relevant Penod, Goldman Sachs’s equiry research ranngs included four
investment ratings:

Recommended List - expectad to provide price gaing of at leas: 10 percentage points
urcater than the markat aver the next 6-18 months;

Market Outperformer - expected to provide price gains ol at least 3-10 percentage
puinls greater than the market over the next 6-13 moorhs;

Market Performer - expected Lo provide price gains similar to the murket over the next



6-18 months; znd
Murket Underperformer - expected to provide price gains of at least 5 peresniage

points less than the markel over the next 6-18 months,

In adéition, Goldman Suchs had one shorterterm ruting:

[

Trading Buy - cxpeeted to provide price gains of at least 20 percentage points sometime
in the rext 6-9 months.
[n addition Lo ratings, the research reports genercally contained Goldman Sachs’s analysis

of the covered company's finaneiul prospects.

INVESTMENT BANKING DIV RELATIONSHIP TO AND INFLUENCE

ON RESEARCIL DIVISLON.

Paortrayal of Research

SION:

Goldman Sachs held itself oul as generating and providing research reports thal were the
produc: of objective rescarch and the opinivns of the firm’s research division. During the
Relevant Peaod, Goldman Sachs disclosed various conflicts of mterest-related
disclaimers in ils rescarch reports, including investment bunking relatianships with
covered companies,

The research reports and ratings of compeanies covered by Guldman Sachs analysts us
well w8 Goldman Sachs’s list of reeommended stocks were made available to Goldman
Sachs's institutional investor clients and its private wealth management clients.
principally high net worth individuals. On occasion, the substance of Goldman Sachs’s
research repuris, in whole or in part also was reporied in the U.S. linancial news medis.
Goldman Sachs’s equity research includad formal. so-callec “hiue-stripe” reporls, notes,
and comments.

Goldman Sachs’s research or the content of its resezrch was diszeminared by various
means, including: by mail, via facsimile, distributicns ar client meetings, via e-mail, via

Goldman Sechs’s ressarch Website for clients, telephone conversutions by analysts and
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salespersoms, and as part o anelysrs’ appearances on lelevision, &t seminars, and ac
mcusiry confersnees.

The 2002 mission statement by Goldmar: Sachs’s TS, rescarch deparrment was: “Regain
pur pre-eminent status through independent, high-guality, differentiared product and

service.”
Research analyst ussistanee to invesiment bunking

During the Relevant Period. research coveraga by analvsts (including ar Goldman Sachs)
wias a faclor many issuers ook meo account in awarding investment bunking busingss.
The reputation of Goldman Suchs’s analysts was sometiznes a factor in winning
investment banking business from certain issuers. Goldman Sachs's use of 113 research
analysts for investment banking business went 2evond simply relving on the repuzation of
its analysty; Goldman Sachs’s research unul vsiz assisted in evaluating und marketing
certain investment banking business.

Frank Governali, co-head of Geldman Sachs’s research for the ielecommunications
sector, Joined Goldman Suchs in mid=1999, In January 2000, he e-mailed o former
coileazue at another mvestment dank: “I's been a good first 6 months, and its |sic) been
very busy. Thers has not been a day when we're nol invalved with same deal, so'm
learming a lor mare about that side of the business than T experienced al [lhe other

investment bank].”

“Research alignment™ process
[n comnection with making coverage decisions 1n the conlext of limited resources,
Goldman Suchs unplemented a Research Alignment process wherzby the Investment
Banxing Division, the Equities Division, and the Research Division “work

colizboratively to insure a stratczic alignment of [Goldman Sachss] business - that the
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biggest opportunitics for invastment banking and equilics were heing covercd, tha
[Goldmun Sachs] had the right Rescarch resources in the right places, and thar [Goldman
Suchs’s] Reszarch reputiion for independent und thoughtful snalysis was sustained il nut
enhanced.” In the conext of Investment Banking, Reseurch Alignment “insur[es] thar
companies ol stratcgic and/or commercial imporance 10 beth TBD and Rescarch are
covered by an analyst and a banking team, | . . [I]deal candidates [or coverage are those
that arz franchise defining, andfor those thar offer a meaningiul opportumnity lor
significant revenue n the relatively near term.”

Sector captains were uppoeinted within invesrment banking to “coordinate all banke:
requests for Reszarch coverage; work with IBD wams and CCM [Equity Capital Markels]
to estahlish privnly rankinss within the seetor and reach consensus with Reseuarch
counterparts.”

A January 2001 reseurch retrear reminded analysts that investment banking seclor
captains wore te “[wlork directly with Research counrerpars o agree on names and
Lming” of companies Lo be covered and o “|d]etermine IBD prionty ranking ol each
company seeding Research, including rationale and nming.”

Kepresentalives of investment banking and research met periadically 1o eview
cumpan:es that were cundidates for résearch coverage. Tn May 2000, the heads of
research reporied: “Of the 63 compunivs highlighted which offered equity opportunities
over e next 12 months or which were SuperLeague targets, 40 ure now considersd no
longer active, 9 have heen picksd up by Research, and 14 still need coverage, based on
recent banker inpur, ., "

‘The Rescarch Alignment process was designed to easure thart the vanous interesied areas
of the [irm (including Tavestment Banking and Equitivs) had 2ffective input into which
issuecrs to cover and when Lo intiate coverage. Goldman Sachs slales thart the research

alignment did not dictate the substance ol research.
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Goldman Sachs's compensation structure and emplovee performance review sysrem

As with all professional empluyees of the Jirm, anzlyst compensation consisted of a
salary and a discretiozacy bonus, Analyst compensation al Goldman Sachs was based on
many lactors, including, among Utht‘r#l'!.‘:iﬂ.gﬁ. the level ol compensarion thar analysts
could command in the markel [ur their particular industcy o sector specialty - which
mught be impacted by the level of investment banking activity in chut sector - whether an
analyst was ranked in broker polls, Greenwich Swrvey, Institutiona! Invesior, and
oerformance reviews - which, as discussed below, often made reference o contributions
10 investment banking. Analvsts received no formulaic or olher compensauon with
respect e specific invesiment banking projects. Comments in some emploves
evaluations indicated that some analysts were invalved in many aspects of investment
bankirg-ralared activities and retlected certain employees’ beliels at partiapaling or
assisting in investoent baniing activilics was a factor in measuring the analyst's
performance.

Goldman Sachs introduced a new progiam in June 2000 Lo stengrhen “firmwide
marxeting . . . including how we leverage our brand, acvertise, and in particular, cross-
sell .. . .7 Strengthening cross-selling efforts was defined 2s a “rop strategic pricrily fur
20007 A 530,000 award was craated 1o recognizc individuals across all divisions of the
firm who “cross-sell or help deliver a significant mandale 10 another business unit or
division.”

Goldman Sachs explored and ook steps toward the development of a potential “Analyst
Scorecarc™ in 2001, w0 measure the success vl analysts’ work, including “chienr contac:
and tevenoe generation,” and “the analyst’s involvement with IBD transactons, and
associated fees [1o be earned by Goldman Sachs].” In connection with this process,
Golémaun Sachs created spraadsheets, for each analyst, histing the number of investment
transgactions ‘m which the analyst was involved and the wtal value of investment dunxing

fees involved in those transactions. Goldman Sachs determined nol lo implement the
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Anulyst Scorecard. [Tud Geldman Sachs decided o implement the Analyst Scorecard,
the investment danking ceals with the largest estimated revenues 0 Goléman Sachs
would have resulied in higher scores on the Analyst Scorecard,
In February 2002, Geldman Sachs imtrocuced its Research Pentathlon. There wers [ive
areus being measured: polls, stock picking, commercial, revicws, and culurs, As part of
the commercial measurasment: “anal ysis | were] measured accordizg to their banking and
trading activity.” Tach unalyst was required to dentify those “anncunced or closed
banking transactivns in vour sector that took place” during the prior pericd. For sxamgle,
i a February 15, 2002 e-mail, an analyst wus told to indicale whether he had “Iniroduced
Senior Management 10 GS Banking,” *Attended Pitch,” or “Ied Sales Call,” and to “rate
the scele of your averall involvement™ ranging from minimal to cutical.
All Goldman Sachs employzes, inclucing analysts, wuic evaluated as purt of the firmwide
“360 degree” review process. During the Relevant Period, analysts, like all other
emplovees at the fnp, were evaluated not only Dy supervisors, peers, and subordinazes in
the rescarch division, but also by employees in ather divisions and departments of the
firm with whom the analyst had worked, including tw varying extents investment banking
and equity sales and trading. The evaluations that employees submitted during the 360
degrze review prucess generally were anonymous. In most cases. even the analyst's
supervizor who orally delivercd the year end meview to the analyst did not know the
identities of the employees who made comments about the analyst. The specidic
conunents in the 360 degree reviews were not shawn 10 analvsts bur cenain comments
may have been discussed or described :n some cases. Rather, after reading all of the 360
Cegree reviews. reviewing other indicators of performanee and taking into account his or
her own assessment of the analyst s perfuninance, the znalyst's superviser would provide
an overall asscssment of the znalyst’s performance.

Comments about antalysts in the 360 degree review

Some smployee cvaluations referred Lo investment banking revenues on transsctions in



which the anzlyst had 2 role and Lo the fact thal analysts might be involved in manv

aspects ol investment banking.
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For ezample, one smployce commented that an analyst was: “Very hard working,
focused und cazer to de @ good job and win busmess.” Ile suid the analyst way
“Becoming much more proactive ahout sauring info with banking. A gocd 12am
player and very cooperative, Well “ocused on banking issues and GS |Goldmarn
Suchs] business overall”” Ancther evaluation of the same analyst commented
that: “Ile is u wrcar help to the Banking franchise. Always willing to impart his
expertisé and scems happy 10 take the ime t cxplain complex sirategic and
positioning fssues” A ciffersnl evalnation of this analyst stated: “[Analyst] takes
a high level of pride in his analysis and work, and has put out & number of
carefully rescarched end well-wntian pieces which are definitelv value-added o
clients.”

An evaluation of another anal vsr stated: “She did a super job with the IB client as
well as investors on the Coinstar CSO. . . . She became more comforiable over
time thut IB fee-paving poleatial should be a consideradon o her List [of
companies to cover], Though [analyst] worked closely with 1B puttmg her iniual
List together, |analyst] is [airly (sometimes Hercely) independent. 1 strongly
suguest that she use the resources that IB offiers as she works evaluating
compamnies (c.2. when changing her [financial] model, please infonn/consalt the
1B team).”

A comment about one analyst stated: “Hard o say how much of poor investment

decisions have been because banking drove the vutcome.™ Another comment
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abenr the same snalyst said: “TAnulyst] has a very high integrity in her work.”

d. An evalvation of Trank Govemali staled: “Frank is swamped anc needs help, The
demands placed upon him by his bunking duties threatens the very franchise thar
has allowed him to become such a powerful bunking asset. Frunk is a very good
analyst who is thoughtful, uscr friendly, crearive and totally inaccessible.”
Another evaluation of Governali sluled “his overall integrity 18 & strong featire.”

e. An evaluation of anotner analvst stated: “There ars still imes when [analyst] does
nol think commerciallv abour a client. There have besn Limes when [analvst) 12
goimg to see an important CEO larget and no one Tram banking is cven aware that

he has the mezenng.” Another cormnment about the same analyst saic: “Ilis analysis

15 considered very ohiective and i3 widely used by chients.”

Performance evaluanions influenced compensation.
Training for new analvsts taughs that their pesrformunce evaluation eritera included
“Revenue preducton . ., [and] 3607 feedbuck from TBD bankers.”
Analvst business plans

During the Relevant Period, unalysts were requirad to develop business plans that
discussed a broad runge of areas such as whar the analysi’s plans were fur Global
Research with respect to both srocucts and services. what major invesrment themes the
analyst would dsvelop relating 0 his ur her coverage universe. and whal investor
conferences the analyst had planped. Cne of the many such calesories covered by Lhe
business plans was how the analyst planned to assist the investment bunking efforts of the
firm. As noted below, the business plans included questions thar implied that the
rescarch analysts' conibution o the firm’s investment bank ng business plun was part of
their job. Busincss pian forms asked analysts to explain. among other things:
a. *How much of your time will be devoted to TBD?

b. “Are vou using/managing IBD cliecrively? How can you work more cffecnively



with IED 10 exploit the oppectiinities evailable to the [irm? What specilic
opportumtes do yuu see? Do vou have 2iignment - do you have counterpars m
IBD vou work with o approactibusiness in an integrated fasnion? Hew can [BD
kelp you in conferences, client meatings, etc?”

“Whal stocks do vou plan to add ar current team size? . . . Have you discussed this
coverags with melevant 1BD, Equitics and other users?”

“With wluch corporatas do you have a better relationship with senior manaccment

than TBD does? How will vou use that to enhance (35 husiness cpporninities?”

Analyst responses incluced:

a.

Lr]

In response 10 the guestion: “What are the three most important guals for you in
20007 one analyst replied: “1. Get more investment bunking revanue, 2, Get
more invastment banking revenue. 3 (Ger more investment banking revenue.”
Another analyst commenled: "My two maost important company specific reseurch
reports in 2000 will lixely be the imtiation of coverage reports of the two Latn
American e-Finance companies that we may |PO this yvear™ [An PO is an initial
public affering.]

An znalyst exprassad the view thar “flexible/opportunistic research can be o brg
business driver [or GS.” In discussing “Lessons Learned.” the anulyst also stated
that: “Reputational issues surrounding thiz business demand thar we properly
manage it” including “Inéependence of Research.”

In response to the guestion of which firms present the toughest compention to an
enalyst and what the compertition does better, one analys: remarked about the firm
Sanford Bornstein: “"Bemstein alse gives us a mun hecause they have equivalent
manpower 10 what we Lhave. but they cover only zboul half as man¥ stocks and
don["]t have any banking business. We just have an incredibly diflicult time
beating the thought leadership these guvs are able to put back on the table as 2

result of that focus.”

11
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Analvsts’ assisturice to investment banking
An August 2001 preseniution to managers of the rescarch division vn Rescarch
Alignment states: “The individual company coverage provided by Global Inveatment
Reszarch helps drive the majority of the firm's largest businesses, from winning
financing deals and adviscry business to vbtaining orders in tha secondusy marker.” The
presentation also states; “the Reseurch Alignment process was developed with the goal of
quartifying, at the individual company, industcy and sector levels, the available revenue
oppertinities 70 Goldman Sachs on both rhe Equitics (trading) and IBD {equity issuance,
high vield tssuance and M& A} sides of the business,”™ On the invastment bunking side,
this assistance included, among other tungs. identilving potentizl investmant hanking
opportunilies, assistng in pitching investment banking business. and assisting in selling
securities heing underwritten by Goldman Sachs.
Analysts assisied investment barking at the firm by using their knowledge of particular
industry sectors and companies within those sectors 0 identifyv poienlial invesiment
hanking upportunities.
An analyst wrote Lo an mvestment bankaer, wanting (e “harmonize with you strategically”™
to pursue an investment banking opporrunily with one of the companies in the lechnelogy
secior that the Regeurch Division wanted ro cover. The analyst suggesled cffering
research coverage of the issucr to be in a pusition (o obtain investment banking business.
A widely distributed 2007 e-mail discussed “an mternal L'se Only report for [nvestment
Danking in the Americas highlighting Research views on poteatial investment banking
activity in each sector.” 'The “repurl will provide vur bankers with a record of our ideas.
and eredit when vwr prescience leads o o transaction.”
In Octooer 1999, an unalyst sent an &-mail thanking equily salespeople and privaic wealth
management represcatarives at Goldman Sachs for urranging investors [or a nan-deal
rozdshow for company managzement to present a poteniial share repurchase o potential

investors. The day atter the roadshow was completed, the company awarded Craldman
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Sachs a mandate to repurchase 3% of the company & oulstanding stock. The analyst told
the salespeople and privare wealth munagement represcotatives: “vour eflorts have
already bome positive frait” because. “Goldman Sachs received the mandate for [this
share repurchase] as a direct reward for the work you all did.”™

Assistance in making pitches
[n an Aprl 20, 2000 e-mail, an investment banker teld twe analvsts @t the fiem that in
prepuaration for an investment banking pitch (o a potential issuer [Loudeloud], that the
company suggested thar the analvsts “come prepared Lo SELL.” The bumker proposed
that parl of the pitch include a drafr research report on the potential issuer so thul
Goldman Sachs vould say “we are so cacited aboul (he story that we have already hegun
writing the repore.” The analyst predicted o Lhe investmenl bankers: “WE WILL WIN
THIS MANDATE!!™
Trank Guvernali was credited by a Goldman Sachs banker as the determining factor in
winning an sarly 2000 1PO) for a foreizm 1ssuer: “Frank was fully involved i pitching this
and thanxs 1o him, we received a snle-book mandate with Jeinl lead of [another
nvestment bunk] ™ Maoreover, the banker told other analysts “your input will be cntical
to the suceass of this [PO.”

Assistance in explaining and marketing IPOs to insnitutional investor clients
Analysts often assistad in marketing the securities Lo be soid in an IPO. Cne issuer's
“Lew! Bankar Selection Criterin” stated: "Newed 1o umderstand commirment of senior
analysts that they will be the “lead’ ressarch analvst on the deal and in the atrermarket.”™
This “commitment” was understond 1o inciude the following with respecr to analysts:

a “Spending tme personally with the CFO 1o refine the linancial model and define
appropriate 120 and ongoing busimess metnes.”
b. Assisting with Lhe roadshow presenlation.

& “They personally will pro-actvely markst [the 12suer] to the institulional
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conurinity and be wvailable on a regular basis to rzspond to institutional imvestor
questions,”
A March 2001 pitchbook stated: “Lewerags the role of ressarch in marketing the
lissuer 5] story.”
An apalyst commented about an issuer V[ have been cut aggressively lelling the story,
and the volume hus picked up neticeably.” The issoer’s stock hud moved from 330 on
August 2, 2000 0 over 360 on August 25, 2000, the day of this e-mail.
Respouding ro complainls by a potentia! issuer aboul a dewngrade of the sector, an
analvst teld the porential issuer: “Both [analyst] and [ conlinue to view the [puteatial
issuer] offering in theze ditticult markets |as] our highes: priority, end remain commitled
lo doing everylhing we can to get us to a successtil outcome over the coming duays and
beyund. . . . We continue to use every cpportunity including client discussions of the
macro environment to highlight [potenual {ssuer’s| shert and long-rem differentiation
against a lot of the public models.” The analyst closed by saymg: “Awman, | want 1o stress
that both [anaivst] and [ remain committed to the shert and long<em success of

[potential issuer].”

The time and effort expended by analysts to assist investreent banking efforts varied

In self-reported tme sstimates for 2000. one analyst estimared he spent 0% of his time
on investment banking-related zctivities while another analvst cstimated his investment
bunking-related activities consumed 55% of his time.

Businsss plans prepared by analysts included an estimate of how much of the analvst’s
time not devered to Research would be devoted 1o ewch ol [uw divisions of the firm,
uchnding Investment Banking and Equities. [n 1999, different analysts estmated they
would spend berween 5% and 73% of their nun-Research Ume vn Investment Banking,

which includec all merger and acquisition and financing activities (dividing 100% of



their non-Reszarch lime among the four divisions listed in the question).
Research alignment ¢ffectiveness

Guoldman Sachg’s “(Global Investment Rescarch [BD Alignment Process”™ was

summarized as follows in 2000: “US Investmenl Rasearch uppears to be on the right track

with vur IRD alignment initative.”

a “TRlesewrch analvsts, on 429 differcnt accagions. solicited 328 transactions in the
first 5 ¥2 months of ths fiscal year”

+3 “Research was mvelved in 52% of 1] “won business’ selicilations.”

G “Research was involved in 49% of ‘lost business® solicitations.”

d, “Unly 4.2% of all [BD *lost business’ was attributed to lack of research
coverage.”

e “IR [Invesuncnt Research] was involved m 31 mergers amounting to $36 bilkon.”

f. “IR was involved in 209 finuncing transactions not reported in MarketView
amounting to 533 billion.”

“In addinion to financings, US [R was involved in a significant number of imerger

ba

advisories, solicitations, and other transactiens which have either not yet closed or

were not captured [in thel dutabase ™

Influences of investment banking personnel on reseurch and the timing of research coverage

36.
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in at least some instances, analysts sent drafts of research reporis to investment banking
befors publicizing them. An advancs copy of changss Lo a research report was sent to
two emplayees in the investment banking division lor their cormments “to speed up the
approval process.”

(ne analyst stated in 2 business plan: “Since our bunking ties ure so close to 2ach one of
the companies mentioned shove wong with the [act that these companies are divect
competiiors with 2ach other, it is incredibly difficul to voics strong vomions in these

sectors.”™

o early 2000, Goldman Sachs investment banking client *Ask Iesves” expressed concemn
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that Goldmam Sachs had yet 10 initiate research coverage on the issuer. The issuer e-
muiled Goldman Sachs's investment hanker saving its stock was “dropping lie a rock,”
and stating: “Our hopes were that a buy coverage from our lead banks: might help
stabilize the stock.” Goeldman Sachs’s investment bankers complained to analysts who
stated thal “[wlith rasearch commilment committee appraval and an improvement in the
market, research coverage is imminent,”

Discussion of research capabilities in Goldman Sachs pitchbooks

Somue Golelman Sachs investment banking pitches included a discussion of the henefits
the issuers would receive from Goldman Sachs research. In some cases, this included
refersnce to Goldmar Sachs rescarch ratimgs for other companies covered by Goldman
Sachs analysts.

Examples of pitches fearuring the roles af analysts
An October 2000 pilchbook for GeneProl exolamed the “[rjole of investment research
analyst,” as “creating the story . . . marketing the story . . . [and] following the gtory.” A
pircabock for MES Investment Management included & list of the vanous ratings
provided by the analyst on the companies he covered, stated a “[g]lobal sales effort led by
analysts,” and contuined a diagram of the 1oie of analysls in an initial public offering,
A July 2000 pitchbook 1o Crown Castle said "Goldman Sachs has besn a constant bull on
the tower seclor”™ and stated the fact that “Goldman Sachs has placed Crown Castle on
vur Recommended List, our Finm's highest investmunt rating.”
Anather pitchbook sud: “[Geldman Sachs analyst) has suld moere stock than any rescarch
analvst in the sector.” The pilchbeok pravided a list of other companies covered by the
analvst - none had a “Murket Underperformer” rating, eight had Market Performer
ratings, four were listed as Market Cutpertformers, and five were on the firm's

Recommended List.

Goldman Sachs’s investment bankers had input into research caverage decisions
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Investment banking and equities personnel had input into decigions regarding the
imitiation and termination oF rasearch coverage IO CeTlain issuers.

e July LZ, 2000, Goldman Sachs a.u‘:si gred a Market Outperformer rating for RS1.
Communications, By October 11, 2000, the steck had éropped below $1.50 so the
znalyst sent an e-mail 10 Frank Governali asking when Goldmean Sacks could drop
voverage of RSLC. Governah responded: “(iood que[zftion. T Call the bankars soon
and ask their view.”

An investment bunker informead an snalyst in 2000 that the head of research had approvec
“dropping coverage of Olyvmpic Steel (ZEUS) and Bimingham Steel (BIR).”

In September L1999, an investment banker sent an e-mail to an analyst staling: “Onr hist

for vou to publish on from the IBD front 15 (in order): . . .7 Five issuers wers then Listed
{four of which were investment banking prospects),

A 360 degree raview of one analyst stared: “Initiatad coverage ol . . - [two examples
viled | promprly after being co-manager on the inital public otfening. NOT picking up
coverage uf [another company] as the company stift-zrmed IBD when selecting
underwriters,”

In another 260) degres review ol an analvst, an invesiment banker slated: “wz have
probanly pushed her into research on cowpanies where mavbe she shouldn’™t have besn or
we did not have the client firmly commit[ed] enough on business befoe she covered
them.”

In 2001 an investment banker attempted “to squceze [an analyst] about acczlerating the

time freme for picking up [coverage on Time Warmer Telecom).”

Analyst discussions about research

In March 2001. an analyst teld her supervisor [Govemnali]: “[ don’t [ecl comforable

aning on the call and pounding the table when [ just can’t come up with 2 way to justify



tae [act that [MFNX is] trading at 15 imes 2001 r=venue and [ can't thunk of any
catalvsts excepl that it's funcamentally urie of the best pusitioned companies oul thers
and it's reallivmed (175 eamings] guidance.” Governali responded to the znalvst: *IF you
can't recommend it now, when it is trading at nearly all tme lows!, Jhen it should be
pulled from the recommended list.” The supervisor then listec multiple things the analyst
could use te say sood things ahout the issuer, concluding “wlile this stock may not soar
in the next connle of months., il will probably bounce back a httle, and over the nexr |2
menths, significantly outpertarm. T call you in a bit,” In the cod, MENX remainsd un
Golémar Sachs’s Recemmended List unnl July - v:rimn the stock had dropped to 51.60 a
share.

On July 21, 2000, Goldman Sachs was praparing Lo begin research coveraye on Storaga
Nerworks, The analyst preparing the report said: “The [Discounled Cash Flow] tab of
[the [inancial model] shows these revennes applied, and | cannor by any strelch ol a
variable come up with « stock price much if at all above the cunent leveis.” He asksd his
supervisur: “What do we want o do? assign a share scarcity premivm? . . . Or do we just
pick 1t up without a price tzrget and an M[arket] Ofutpesfonmer]?™ Four cays later,
Coldman Sachs minated coverage with o Market Outpertformer rating.

In August 2000, James Golob, the co-head vl global telecommunications servicas, wrots
Frunk Governali, the other co-head, about the “anemalous situation where our sector has
been tanking for 3-4 months and we globally still have a mujority of stocks as
Rccommened] Llist)s as that 13 all the salesmen and clients care about™. Golob
suggested thul Governali at least consider the approach he had taken: “1n Europe, we
have found that honour is preserved i we have a stock as ac M[arket] Ofurperformer]
and the eompanies can'l complain because [it's] betier than an Market] Plerfurmer].”
Crovernali agreed_ saying he planned “1o re-rate most of the CLECs, which is where the

volem is maost egregious. The ratines were a residual [rom |a departed analvst], and [
2 a2 2] ¥t

* never caanged Lhesr:, not wanting to distupt things too much. Bux, its fidiculous. I've
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already met with the bankers, and plan 1o meve most of the companies down to Market]
O[utperiormer], from Recommended] L{ist] before [another analyst] takes over
completely in Seplember. ... Tdon'tthink T would end up leaving only 7.5% as
R[ecommended] List}, but the present 68% 15 ddiculous.™

An anulyst asked Governali in April 2001 whether she should udjust the “rating and price
tarpet” for 360 Nelworks sincz it is clear thar TSIX is worth 0" Govemal: suggestec

that racher than change the rating, they might “eliminate the price larper.” He expressed
concern that: “Changing the ratings now is probably not a rood idea. because from an
cnatsiders perspective, who doesn't know anything, it may lock lke 4 belatec ratings
change . . _." Govemnali was concamed that CNBC might “[make] fun of [the analyst] on
the air,”

In August 2000. the issuer Mpower was included i Goldman Sachs’s Recommended
List. At that Ume, Mpower’s stock price was dropping ramidly, The analvsts desenbed
the stock drop as “a death spiral.” One analyst questioned whether the drop was due to
investor coneern over management at the company. 1The analys: covering Mpower,
respondad that the price drop was “just the stench of reality watting through the air” The
other analyst folt some vindicutdon over the price drop, commenting that Geldman
Sachs’s myastment bankers bad maligned him “for lowennyg the |pnce] target from supid
heights Lo the merely absurd.”

Iz May 2001, WorldCom had Goléman Sachs’s highest rating. Crovernall told hus
counlerpart in Furope that he “would have loved 1o have cut ratings leng ago.
Unfartunately, we can’t ot [AT&T], because we're essenually rastricted there. And
without cutiing | A T&T7, there is ne consistency in cutting WCOM,”

Also in May 2001, Govemnali old his counterpart in Europe: “2001 sstimares among sell
side analysts, and company guidance, are still tofa] high for mest companies. and long
term growih rate assumptions are o hign.” e said: “As analyst and company

expectations fall, we can get more positive again.”
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Tn Muy 2001, Governali upprised an investunent hanker that an analvst at another Hrm
had just downgraded LVLYT [Level 2 Communications). Governall said Le “share{s]
many of the same concerns thal Uus-analvst has™ Ar this time, and [or another six weeks
afterwards, Goldman Sachs mantained LVLT ar its higkesl rating - Recommended Lisr.
In a March 26, 2000 e -mail with the heading “GBLX [Global Crosszing] - I think they ars
bullshitting us,” an analyst stated that the company's revenue guidance “does not make
any semse. . .. | think the answer is they wunted to obscurs something sucking cash flow
cut of the company. . . . They are hiding behind the complaxity of their account:ng.™ The
issuer remained on Goldman Suchs®s Recommended List
One analyst's self -evaluation in a the 260 degree review stated: “Has subordinated
personal prelerences on recommenclations [citing rwo examples] for ‘commercial’
reasons.”

Research ratings
Thae percentage of issuers being assigned one of the top two invastment ratngs
(Recommended List or Market Oulperformer) ranged from 72% in the first quarter of
1999 ra 50% in the last quarter of 2001. The percentags of companies assignec a Market

LIncerperformer rating never rose above L. 1% duing this time.

Lot some instancey Goldman Sachs terminated research coverage on issuers without [Trst

having veduced ity research ralings
The number of companies for which Geldman Sachs ceased providing rasearch coverage
increased from cne in carly 1999 to 230 al the end of 2001, Some of these companies
may have declared bankruptcy or ceased 1o exist during this perod, while others wers
dropped bezause the covering analyst lefll Goldman Sachs. In some cases, Goldman
Sachs ceased covering the company withour first having downgraded ils ratng. A

Goldmean Sachs analyst asked whether this was the “proper protweol with respect o a

bankrupt company.”

Commients (o instzational investors, internal observations

20
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Hetween July 1999 and Tuly 2001, WoridCom had Goldman Sachs’s hizhest investment
rating - inclusion on the fimm’s "Recommended List.” As noted sbove, the
Recommended List ruting means “expected to provide price gains of at least 10
percentage points greater than the market over the neal 6-18 months.™ In April 2001 a
hedge fund customer that had a short-teem invesiment honzen asked Governali: “weom .
.. buy sell or hold hers at [3]20™7 Gavernali responded saving: "seil.” Three months
later, Geldman Sachs downgraded the stock ane-step 10 a Market Outperformer rating.
In February 2002, a Geldman Suchs analyst rated Time Wamer Telecom as a Marker
Performer at a price of $11.75. Again, this rating relates to @ time cutlock of 6-18
months. On February 21, 2002, the analyst was asked by znother hedze fund thathad a
short-term investmenl korizon at what price he would then buy Time Wamer Telecon,
the analyst responced: “50.25" promoung & “wow™ from the investor.

On June 21, 2001, the covering analyst downgraded the stock Exodus from a

Recomunendec List rating to Marker Qutperformer. Both ratings have a tine honzon of

the next 618 months. Shortly before (e downgrade, the analyst met with at least two

institutional investors who e-mailed the analyst afier their meetings:

a. An institutional investor wrote the analyst on June 21, 2001 “T wanted to wrile a
quick email to you 0 THANK vou for your cander when you came into aur
offices and gave me your isach-in on the compuny. You gave me the unbiased
view, told me the negatives | needed (o know - - and hasically zave me the amme
I needed to prevent my PM [tom buying the stock [Exodus).”

b. Another institutional investor wrote the analyst the same day: “T really appreciate
vour sirzight [urwad comments on EXDES during our conversarion Jast week,
Looks Liks our worst concerns were realized vesterday, Fortunately, we were able
ta get oux of our last picse at around $5 anc aveid the receni cammage in the shares.
Still painful, bot i could have been a lot worse. . . thanks”

A comment about one anaiyst in ¢ sales force survey suid: “His investment

2l
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recomuzendations have been ubysmal and while I understand he commumicates what he
really thinis to a sele[clt few, his public rtings have been an embarrassment to the Grm.”
In the 2002 analyst zeview process, aninvestment banking vice president gave thie
evaluation of an znalyst: “He also understands how to shade his comments tc minimize
the impact of negative comments,” Another comnmenter said ubout this analyst “highly

commercial yel mainzains resaarch integnty.”

Draft research reports and expected research ratings were shared by analysts with issuers and

63.

Goldman Sachs’s investment bankers

Goldman Szchs’s pohey permitted management ol covered companics [ review draft
research reports “us long as any response is Lmuted to cormection of facrual inaccuracies
or gzneral indicarions as 1o the accuracy of projectiions.” Analysts were instmcted that
“the zralyst’s recommendation paragraph, investment sumimary, as well as any relerencas
to other companies imcluded in the report must be delered priar to distdbution 1o company
management.”

Goldman Suclhs’s pelicy further penmuittec analysis (o give investment bunkers and
covered companies a “heads up” on the raling o be assigned w0 a company after the
marke: vlosed the day before 2 report was to issue. ™You may convey the conclusions of
[pending research] w IBD/Companies outside rrading hours. For example, vou can aler
bankers und companies just before the Moming Czll thar you are abeout 1o make a
meaningful change.”

In February 200(). an issuer whose sccunities were being underwritten by Goldman Sachs
[ver 20007 was engaged in coadshow presentations to pelential invesrors. During the
roadshow peniod, an analyst sent Net2000 a craft finuncial mocel for the company. The
igsucr then complained (o Goldman Sachs’s investmeor bankers that the analyst “did net
buile a separate model for GS in suppoert of our roadshow . . . [and njow our cencem is

that while G3's current estimates il within our forscagt, there 15 very little room (or crror.

P
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Specifically, T um requesting that GS sstimate a $360M negatve EBITDA instead of the
current $37M. Our proposed estimate results in only a 10% cushion, I think this will
ensura that evervone's inlerest and credibility is protected.” The cnalysl changed the
maodel to increase the negative EBTTDA, bul not as much 2s requested by the issuer.

Tn Maren 2001, vne of Goldman Sachs’s Hong Kong-based research analvais was
preparing to issue a sector report on the global underwater communications lines
incustry - predicting prics srosion for companies in that business, An mvastment banker
suggested thar the Research Division get input from certain issuers "DEFORE Lhis picce
is published.” Govemali responded: “we wouldn™ think of publishing this without cirect
mput from Ge company and their review of the report.”

In Septzmber 2000. following news of a possible merger detween two large
telecommunications previders, Governall wrote a research report on one of the
companies. Because thal company was on a list of companies for which Goldiman Sachs
was then providing advisory senvices (which could raise resulatory and other issues), he
fivst “had o talk to our bankers and [[alwysrs before it went our.”

Goldman Sachs 1aitiated research coverage of Amazon.com on November 11, 1999, The
previous day, an analyst sent 10 Amazon a “nearly final draft™ of (he inital research
reporl. The deafr did not include the rating to ke assigned by Galeman Sachs, but did
incluce the analyst's evaluative comments und his financial models about the company.
Amacon responded with requests (hat the analyst change scme phrases. Most of these
comments were incorperated by the analyst before submitting the research report to the
firm's compliance cepartment,

Guldinan Sachs initiated rescarch coverage of Imlemet equipmant provider Eguinix on
August 17, 2000. A drzaft of the research call note that omitted the price targer and
omitled the Marker Outperformer rating in all placss except one was sent 1o the company
by the analyst on August 16 [or comments before il wag publicly released.

In &n August 22, 2000 e-mail, conied (v an analv¥st. an invesament banker writes:

a3
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“lanalysts] had a meeting with [WebEx| yestarday (which [ attended part of). We
discussed iutarion srrategy and decided that likely 10 imitule (probably MO, no price
racget) shortly with 4 note W be followed with a report by end of next week (given
additional imfe from yesteoday’s meeting and desirs 1o i72rate a it with the company).
[WebEx] was more than nzppy with that approach as felt be beneficial o stock price to
stapger gnad news,

On January 18, 2001, WebkEx management wrole to the analyst: “As discussed, I want
NO wention of any funding issues in thig writen report. [ leld you if people called and
asked why vour plan shows a need for modest [unding, you can verbally tell them that
munagement Helievas they have adequuic Funding and it is probably because
manageme(nt] has a less conservatve plan than you do.” T'he analvst responded, with an
atteched ravised rapors: “The webx [sic] funding 1ssues is o key arca of investor concem.
as such will remove uny mention from the 1op section of the note, but will address itina
manner this [sic] 15 consistent with vour recommeandartion for verbal responscs to client
imguaries in a later section. To sxclude it completely deiracts frem the mtention of the
note, which 13 to address key investor concerns upfront and then give thermn 4 reason to
huy the stock.” WebEx munagement respondad: *Thank o, “Uhis 15 much better, The
other note said the company has a [unding problem, but we think it isn’L very big. This
savs that the company belicves it has enough funds, but there could be a problem: and if
there is ot will be minar. Thanks again [ur the change.” The research reporl was 1ssued
on January 22, 2001.

In April 2001, an analvst sent a raf? research report to Global Crossing Lid. in advancs
of public release of the weport. She 1ccaived “extensive comments™ from company
officials. The analyst wrore Crovernali that she had “included [the issuer’s] extensive
comments. . [ also said we had slightly sinoothed the negative edge (emphusis scation
up front and text) [rom when they saw the report.” Moreover, the analyst saic she

“promised thiem ['d re-email the final report tunight so they could see our changes.”



Decpite 1l this, the issuer’s olticars were stll concemned and wanred Lo Lalk to Governal
“s0 that “such an importarr industry report which is poing to have profound implications’

will be 1o their hxing,”

Goldman Sachs’s investmeni banking division fzd inpui inte the hintng of Geldman Sachs's

S0.
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analvsis

Recnutmen: of analysts involved input frem invesiment banking among etners,
m January 2000, an gnalvst and an mvestment banker stated that because Coldman
Sachs’s research resources were inadequare in a particular sector, they needed to “Thlelp

L1}

prevent Guldmar, Sachs & Co. from wrning away substantal revenue business ™ "They
propesed rhat a European aralyst be reassigned temporanly to cover the LS. sector until
a permanenl analyst in the U.S. was hired.

In Mareh 2000, Goldman Sachs was considering hiring an analyst from a competing [ime
The day the candicate came o Goldman Sachs to interview, his first interview ol the day
wus with an investment banker.

An uadated Goldman Sachs chart listed analyst opemings in sach of the firm's research
seclors. For each vacancy, the chare lists a corresponding “TBD Action Step.” For the PC
Hardware scetor, research was ready to hire a candidate, bul had to “[clheck with IBD
team . . . comfort level with proposed analyst expericnce.” Tn the ComumTech sector,
thers was “[¢|oncem whether 181D will be comfortable with “development ime pernod”
{i.c.. brnging up o spead an intemnal hire and resulting suspensicn of ceverage).” In
Wireless Services. one offer had heen extended bur, because the offeree wlso wanted to
brng w:th him 0 Geldman Sachs two associares and one assistant, “IBD approval [was]
requirsd for the junior team hire. Equites is OK.” [n the publishing sector, a lurgeted
replucement had been idenufied, bur “IBD approval required/confirm with [nvestment

panker.]” For Taipel Head and CommTech, a written otfer requirsd “1BLD approval.”

GOLDMVMAN SACHS SUPERVISORY PROCEDURES.




Sorme supervisery procedures were in place, but contacts between investment banking and

gl

research were nol edequately monilored

Goldman Sachs's policy parmited analysts to “respond to generic requests for comgpany
or industry irformanon from members of the Investment Bankmg Division. For all other
requests. the analyst should ask the banker whether Lhe request has been clearsd hy
Research Manugement. If the request has nol been cleared by Research Management, the
analyst must wait until the banker has the appropriate clearance bofore respanding to the
request.”

[n general, dunng the Relevant Penod, Goldman Sachs [uiled 10 adopt sufmicient
procedures and processes Lo ensure that the interaction betwesn reserch analysts und
investment bankers or covared companies ¢id not expose analysts lo pressores or
influences from invesiment banking or covered companics.

While one mule of research anelysts wzs Lo produce objective research, Goldman Sachs
also encouraged some analysts 0 participate in invesunent banking-related activities. As
a result of their pacticipation in investment banking-related activilicy, those analysts wers
subjec: to pressures or inlluences from investment bunking anc covered companies.
Goldman Sachs had knowledge of these pressures or influences yet [uled adaquately to
manage them to protect the objectivity of the fimm's published research,

Geldman Sachs's pelicies during the Relevant Periad proaibiied “cunveyling] the
conclusion of peading research to anyone whe does not need to know™ (including
bankers and covered companies), required that analysts only “disseminate marenial
reszarch . . . via a writlen product througn the regular channels.” and proscrbed
discussing “‘material” pending research”™ which “could inchuds initiations of coverage and
changes in atings, estimaigs, or price lurgers” with anyone outside the fixm or investment
bankers. On Cerain ovcasions, these policies were nol consistentdy followed by analysts

al the firm.
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Same supervisory procedures were not adequate
The procadures or mechanisms in place to moniler or supervise communications
(including e-mails) between invastment bankers ané research analysts were not wdequate.
Similarly, the procedurss or mechanisms Lo monitor or sUpervise comununicalions
butween analysts and covered companies were not adeguale. Additianally, there were
inadequare procedurss o mechanisms 10 restricl, moniter, Or SUpervise e-mail
conununications sent by analysts from their home e-mail addresses.

SUMMARY.

Goldman Sache portrayed its resgarch as objcetive.

At the same time, the reputation and involvement of its analvsts in mvesiment banking
activities was, al tines. a factor ased to solivil invastment banking business. Analysts
assisted im evaluanng and marketng cartam investment banking businzss. Goléman
Sachs implemented a varisty of programs lhat resnited in close cooperalion beiween
research analvsts and invesiment bankers 1n certzn aspects of their work. These 1acluded
the research ahwmpent iniziabive, consideration of investment banking comments in
performance evaluations of analysts, development ol business plans. a Frmwide award
for cross-selling, and analyst-created lists of investment banking transactions in their
sectors. At times, analysts assisted investment banking by idenrifying potennial
investment banking opportun:ties, assisted in pirching mvesiment banking busincess, and
assisted in marketing securities being underwrinien by Goldman Sachs.

Goldman Sacks research was subject to pressurcs or influences by investmenl bunics.

A1 times, bankers were allowed Lo review and comment on research reports and pressured
analysts about the timing to inibate coverage on specific issuers. At least one analyst felt
it wus sometimes difficult te voice strong cpinicns. Some pitchbooks Lo tssuers deseribed
hew analysts assisted investment banking efforts of the [irm in preparing for an
uncerwriling and assisting in marketing [PO securitics. Issuers sometimes were told

which analvsts would be assigned to vover their companies and a lis: of that anaiyst’s

b
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ratings [or other companies.
Investment banyers had inpul into decrsions regarding the mmation end termination of
research coverage on particular issuers, At times, Research soughtl sporoval from
investmenl bankers before dropping coverage and investment bankers suggested cerian
issuurs that Research should be covering. In seme instances, analysts dropped coverage
of issuers without first having downeraded the mating.
Draft reseurch reports and expected ralings sometimes were shared by aralysis with
investment hankess and issuers. In some cases, analysts made changes Lo drall research
reports afler geiing feedback from issuers. Invastment bunkers alse had input inte the
hiring of Croldman Sachs unalysts,
Geldmaun Sachs did not adequately momnitur conzacts betwesn research and investment
banking. In some cases, the supervisory procedures were not adequate. The procedurss
in place to monilor communications belween analysts and Investuowsnt bankars or coverad
cumpanies were not acequale.
V.

CONCLUSIONS OF LAW
Pursuant to Tennessee Code Annotatec § 48-2-115(a), the responsibility for the
administration of the Azt is upon the Comumissiorer. The Division is the lawTul agent
through which the Commissioner discharges this responsibility.
Goldman Sachs failed to snsure that analysts whao issued research were adequately
insulated from pressures and intluences from covered companies ané investment
banging. This conduct was a dishonest or unethical practice under Tennessee Code
Annotated § 4-2- 1 L2{a)(2)0F), and provides grounds upon which the Commissioner
may enier this Consent Order
Coldmun Sachs failed reasonably to supervise its employees (o ensure that its analyses

who issusd research were adequarcly insulated from pressues and influencss from

| =
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covered companies und investment banking as requirad by Tennessee Code Annotated §
48-2-1120a)(2)(T). This conduct provides prounds upon which the Conmmissioner may
enter tus Cansent Order. -

Nothing in this Order shall be construad as a finding or admussion of fraud.

¥.
ORDER

NOW, THEREFORE. on the basis of the Findmgs of Fucl, Conclusions of Law, and

Goldman Sachs’ waiver of 1t3 right t0 a hearing and appeal under the Tunnessee Secunties Act

and Tennessee’s Uniform Admynistrative Procedurss Act. Tennessee Code Annotated 4-5-101 el

scq.. Goldman Sachs’ admission of junsdiction of the Commssioner of Commerce and

Insurance, the Commissioner finds thar Goldman Sachs, for the sole purpose of settling this

matter, consents Lo the entry of this Order prior o a heanng and without adnutting or denving

any of the Findings of Fact ar Conclusions of Law. The Commissioner further Fnds that this

(Order is appruuriate, in the public interest and nccessary for the protection of invesiors.

IT IS HEREBY ORDERED, pursuant 1o Tennessee Code Annotated § 48-2-1 16(a) of

the Tennesses Scourifies Act thar:

This Order concludes the investigation by the Tennessee Secuntics Division and anv
ether action that the Division could commence under the Act on behalf of the state of
Tennesse= as it relatas to Goldman Sachs, ralating to ceriain rescarch or hanking practives
at Goldman Sachs.

This Order is entered into solely for the purpose of rasolving the investigation initiated hv
the Tennessee Securitics Division, and is not intended to e used for any other purposs,

Goléman Sachs will CEASE AND DESIST from violating T.C.A. §8 48 2-112(2)(2)(G)



and (1) in conrection with research practices refercnced m this Order, and will comply
with T.C A. §§ 48-2-112(G) and (J), in connection with the ressarch practices refersnced
int this Order and will comply with the yndertakings of Addeactum A. incorporated herein
by reference,

If payment is not made by Goldman Sachs or il Goldman Sachs defaulls in any of its
obligations set forth in this Order, the Commissioner of Commerce and Insurunce may
vacale this Order, ar its sole discretion, npon 10 days notice to Goldman Sachs and
wilhout opportumty for administutive heanng.

This Order 3 notintended by the Comunizsioner of Conunerce and maurince to subject
anv Covered Persen 1o any disqualificarions under the laws of any state, the District of
Columbia or Puerte Rico (collectively. “State™), including, without l:mmitation, any
disquelilicarions from relving upon the State registration cxemptions or Siate safe-harbor
provisions. “Ceverad Person” means Gioldman Sachs, or any of its officars, directors,
ufliliates, current or former employees, or other pemsons that would otherwise be
disgualified as o result of the Orders (as defined below).

The SEC Final Judement, the NYSE Stipulation and Consent, the NASD Letter of
Acceptance. Waiver and Consent, thus Order and the order of any other State in related
procesdings against Goldman Sachs (cellectively, the *Orders”) shall not disqualily any
(overed Person from uny business that they otherwise ars qualified, licensed or pernutted
to perform under the applicable laws of the stute of Tennessee and any disqualilications
from r=lymg upon this stale’s registration exemptions or safc-harbor provisions that anse
from the Orders ars hereby waived.

For any person or entity not a party ©o (his Order, this Order does not limit or create any
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privale rizats or ramedies against Goldmar Sachs mcluding, without limitation. the use of
any e-mails o1 other decumenis of Goldman Sachs or of others 1egarding research
practices, limut or create labilicy of Goldman Sachs or limit or create defenses of
Geldman Sachs o zny claims.

Mothing nerein shall precinde the Stute of Tennessee, its depacments, agencies, boards.
comnissions, authorties, politcal subdivisions and corpurations, other than the
Temnmessee secunties Division and only to the extent s&t [urth in paragraph | above,
(collectively, “State Entilies™) and the officers. agents or employees of State Entitics ffom
asserting any claims, causes of action, or applications for compensatory, nominal and/os
punitve damages, administranve, civil, erimminal, or injunctive relief against Goldman
Sachs Lo connection with certain research andfor banking pracncas at Gelémar Suchs

Yl
MONETARY SANCTTONS

IT IS FURTHER ORDERED, ADJUDGED AND DECREED tat

As a result of the Findings of Fact and Cenclusions of Law contuined in this Order,

Goldman Sachs shall pay a total amount of $110,000,000.00. This total amount shall be paid as

specified in the SEC Final Judgment as Follows:

1 S25.000,000 to the states (50 states, plus the Ihstrict of Coluibia and Puaerte
Rico) (Goldman Sachs™ offer o the slate sscurities regulators shall ke called the
“state settlement olfer™).

2 Upon execution of this Order, Goldman Sachs shall pay the sum of $438.366 of
this arnonnt to the Tennessee Secunties Division as a ¢ivil penally pursvant ta
T.CA §48-2-112(d). Said umount shall be made by check payable o the

Tennessee Department of Commerce and Insurance and mailed 1o the

¥



artention of:
Broker-Dealer Registration Section
I'ennessee Securities Division
500 James Robertson Parkway
Nashville, Tennessee 37243
% Tae total amount to be paid by Goldman Sachs to state securitics regulators

pursuant to the stale settlement offer mav be reducad due to the decision of any
state securities regulalor not to accept the state settlement offer. In Lhe cvent
another state securities regularor determines not 1o accept Goldman Sachs’ srare

seftlzment offer, the twolal amnount of the Tennessee payment shall not be affecred

and shall remain at $428_3606;

-

$23.000,000 25 disgorgement of commissions, fees end other monies us specifiec

in the SEC Firal Judgment;

5. $30.000,000 to be used for the procurement of independent sesearch, as described
in the SEC IMnal Judgmenr, and
6 510,000,000, to be used for investor education, as described in Addendum A.

incomorated by reference hereimn.

Goldman Sachs agress that il shall not seek or accept, directly or indirectly,
reimbuzsement or indemnification, incinding, but not limited ro payment made pursuanct to any
insurance policy, with regard to all penalty amounts that Goldman Sachs shall pay pursuant to
this Crder or Section I of the SEC Final Judgment, regardless of whether such penalty amounts
or any parl therect are added to the Distabution Fund Account referred to in the SEC Final
Judgment ur otherwise used for the benefit of investors. Geldman Sachs further agrees that il

shall not claim, sssert, or apply for 2 tax deduclion or tax credit with regard 1o any state, federal



or local tax for anv penalty amounts that Goldman Sachs shall pay pursuant (v this Order or
Section [T of the SEC Final Iidgment, regurdless of whether such penaity amounts or any part
thereul are added to the Distribution Fund Account referred to in the SEC Final Judgment or
otherwise used for the henefit ol investoes. Goldmun Sachs understands and acknowiedges thal
thasa provisions are not intended to :mply that the State of Tennessee wotld agree Lhat any cther
ameonnts Goldman Sachs sha | pay pursuant to the SEC Final Judgment may be reimbursed or
indemmfied {whether pursuant to 2n insurance policy or otherwise) under applicable luw or may
be the basis for any lax deduction or tax credit with regard to uny 2tate, federal or local tax.

This Orcer und any dispute relate€ thercto shall be consirued and enforced in accordance

| with, and governed by, the laws of the state of Tenressee,

IT IS ORDERED that this Order represents the complete and final resolution of, 2nd
discharge with respect o all adnumistrative and civil, claims, demuands. actions and causes ol
action hy the Commissioner of Commerce and Insurancs against Geldman. Sachs & Co. lor
research and bunking oracrices during the Relevant Period which may he deemed violutions of
the Act.

This Conscnt Order is in the public interest. represents « compromise and settlement of
the controversy belween the parties and is for serrlement purposcs only. By the signatures
atfixed below. Galdman. Sachs & Co. allirmnative |y states that it neither admits nor denics the
findings vl fact and the conclusions of law contaimed hersin, that it has freely agreed to the entry
af this Conzeot Order, that it waives its right ¢ a hearing on the maters underlying this Consant
Order and 10 a review of the Findings of Facl and Conclusions ol Law contained herein, and that
no threats or promises of any Xind have been made by the Commissicner, the Division. or any

agent o repragéntative thereol. The parties, by signing this Consent Order, atfiemarively state

Lad
Lad



their agreemcit to be bounc by the terms of this Cunsenr Order and aver that 7o promises or
oiters relating w the circumstances cescribed berein, other than the terms ol settlement set foarth

in thiz Consent Order, are binding upen them.

ENTERFD tis 31 dayor Scpbombeer o003

Paula A. Flowers, Commissionegs
Department of Commerce und Insurance
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Appraved for Entry:
'ennessee Secuntics Division

Ey: HﬁﬁFAi.- T t':‘; ‘f?’}’i—:'
Daphne D, Sourh
Agsistant Commissiorer for
Securilics

Maliaka BussBSamalDin (1015362)
Coungel Tor Petitioner

gpurtmunt of Commerce and Tnsurance
Davy Crockett Tower, 5™ Floor
500 James Robeitson Parkway
Nashwille, Tennessee 37243
(613) 741-2199
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CONSENT 10 ENTRY OF ADMINISTRATIVE ORDER BY
GOLDMAN, SACHS & CO.

Geléman, Sachs & Co. hereby acknowledges thar it has been served with a copy of this
Admimsuetive Order, has read the foregoing Order, s aware of ils fzht to a heanng and appeal
in thig matter, and has waived the same,

Goldman, Sachs & Co. admuts the jurisdiction of the Commissicner of Commerce and
Insurance, ncither admits nor demies the Findings of Fac: and Conclusions of Law contained in
this Ovrder: and consents 1 enlry of this Order by the Commissinner of Commerce and Insurance
as settlernent of the issues contained in this Order.

(roldman. Sachs & Cu. states that no promise of any Xind or nature whatscever wus made
toy it to induce it to entar inta this Order and that it has entered into this Order veluniarily.

Ciregory B Palm represents that he is a Managing Dircetor and Creneral Cournsel of
Goldman, Suchs & Co, and rhat, as such, has been autharized py Goldman, Sachs & Co. to enter
inte this Crder for and en behalf of Geldman, Sachs & Ce,

d
Dated s ;n day of 5 Epw L 2005

Guldinan, Sachs & Co.

VAN

Bv: (regery K. Palm
Title: Mimzging Director and General Counsel

nd
SUBSCRIBED AND SWORN 1) hefore me thlbé day of Wﬁﬁ-«_nmd

MWJWW

‘iulm‘;‘ Pu blic

My Commission expires:
STEPHAMIE 5. v
Pulalic, Stata ar Maw Yok
__HQ'J;Q; 02 WRAEUTET
ﬂudlf'ﬂd in New York Counly



Addendum A

The [inn shall comply with the following undertakings:

L. Separation of Research and Investment Banking
1. Reporming Lines. Rescarch and Investment Banking will be scparate umts with

entitely sepurate reporting lines wilhin the firm - 1.e., Research will nol repot
directly or indirectly (e or through [nvestmenl Banking. Tor lhese purposes, the head
of Research may report to or through 2 person or persons to whom the kead of
Tnvestment Banking glse reporis, provided that such person or persons have no direct
responsibility [or Investment Banking ur investment banking activities.

a

(&

As used throughour this Addendum. the term “linn” means the Respondeat.
Respondent’s sucesssors and assigns (which. for these purposes, shall include
a sucvessor or assign o Respondent’s invesament banking and ressarch
operations), and their alfiliates, other than “exempt investment adviser
affiliates ™

As used throughone this Addendumm, the term “escpt investment adviser
acfiliate” means an invesunent adviser alliliate (including [ur these purposes,
2 separulely idearifiable depurtment or division that i3 pnncipally sngaged in
the provision of investment advice to managead accounis us povernad by the
Investmeat Advisers Act of 1940 or investment companies under the
Investment Company Act of 1940) having no officers (or persons parforming
similar functions) or smployces in common with the firm (which. {or purposas
of this Section 1.1.b, shall not include the investment adviscr affiliare) who
can influence the activities ol the firm’s Rescarch personnel or the conlent of
the firm’s research repons; provided thar the firm (1) maintains and enforces
wrillen policies and procedurcs reasonably designed to prevent the firm, any
controlling persens, officers (or persons parforming similar Zunctions), or
employces of the firm from influencing or secking to mfluence the activities
of Research personncl of, or the conlent of research reports prepared by the
investiment acviser affiliate: (1) ohrains an annual independent assessment of
the operation ol sush policies und preceduras; and (itt) does net formisa to ity
customers research reports prepared by the investment adviser alfzlate or
otherwise use such investment adviser affiliate to do indircctly what the firm
may nut do dyectly uncer this Addendum.

As used throughont this Addendum, the rerm “Investment Banking™ means all
firm personnel engaged principaily in invesunent banking activites, including
the solicitation of issuers anc structuring of public clfering and other
mvestment sanking transuactions. It also includes all firm personnel who ars
direc:ly or indizectly supervised by such persons and all personne! who



direcily ur indirectly supervize such persoms. up to and including lnvestmen:
Banking managermenl.

As used throughout this Addendum, the lerm “Research”™ means all firm
personnel engaged principally in the preparation and/or publication of
research reporis, including firm personrel whe are directly or indirectly
supervised by such persons and those who dirsctly or indirsctly supervise
such persons, up to anc including Rescarch management.,

As used throughout thiz Addendum, the term “research repon™ means any
wrinten (including slectronic) communication Lhat is Titrnished by the firm to
investors (0 the ULS, and that includes un analysis of the common stack, any
security convertble into common stock, or any derivative thereef, including
American Depositary Reccipts (collectively, “Securities™). of an issuzsr or
tssuers and pruvides informacion reasonadly sullicent upon which Lo base an
investment cecigion; provided. however, that a “research report” shall not
include:

i. the fellowing communications. if they do not include (excepl us
specified below] an analysis, recommencation or rating (e.g..
buy/zell/held, under perform/markst perfomm/cutperfonm,
nnderwel ghvmarket weight/overweight, ete.) of individual secunties
or issuers:

L. reports discussing broad-based indices, such as the Russell
2000 or S&P 5300 index:

2. reporis commentimg on cconamic, political or markar
(including trading) conditons;
3. technical or quantitalive analysis conceraing the demand and

supply for a sector, index or industry based on trading volume
and price:

4. reports that recommend ncreasing or decreazing holdings in
particular industries or sectors or types of securides; and

5. stanstical summaries of multiple companies” financial data and
broad-based summaries or listings of recommendations or
ratings contained in previously-issced research reports.
provided that such summarics or histings do not include any
analysis of mdividual companies; and

ii. the following communications, even if they include informaticn
reasonably sufficient upon which o base un investment cecision or 4
recommendation or rating of individoal securities or companies:

-
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1. an analysis prepared for a current or prospective investing
customer or group of curzent or prospective investing
customers by & Tegistered salespurson or trader who is (or
group of reaistered salespersons or traders who are) not
principally engaged in the preparation or publication of
research repuorts: and

2. periedic reports, selcitations or olicr communications
prepared [ur current or prospective mvestment company
shurchelders (or similur beneficial owners of tnasts and limited
partnerships) cr discretionary investment accoun: clients,
provided thar such communications discuss past performance
or the basis for previously made discretionary invesiment
decisions.

ipliance. Research will have 113 own dedicated legal and
compliance stall, who may be a part ol the firm’s oversl compliance/legul
infrusiructors.

Budeet. For the firm's frst Bscal year following the entry of the Final Judgment iz
the SEC's setion apainst Respondent in a relared procecding (“Final Judgment™)
and thercafrer. Research budget and allocation of Research sxpenscs will e
determined by the finn’s semer management (¢.2.. CEO/Chairman/management
gommulter, other than Investuenr Banking persennel) without input from
lnvestment Bunking and without regurd to specific revenues or results denved from
[nvestment Banking, though revenues and results of the firm as a whole may be
considered in Jeteomining Research budget and allocatuon of Research sapenscs.
On an annual basis therealter, the Audic Comunittes of the Grm's holding/parent
company [ur comparable independent persons/group without management
responsibilities) will review the hudgeting and cxpense allocalion process with
respect Lo Rescarch to ensure compliance with this requirament.

Phvsical Sepuraticn. Kasearch and [nvestment Banking will ba physically separated.

Such physical separation will be reasonably designed 1o prevent Lthe intenrional and
unintzntivngal fow of information berween Research and Investment Banking,

Compensution. Compensation ol protessional Reseurch persannel will be determined
exclusively by Research management and the firm’'s s8nior management (but not
mcluding Investment Bankmg personnel) using the following punciples:

a. Investmenl Banking will have no input into compensation decisions.
b. Compensation may not be based directly or mdirec:ly on Invesiment Banking

revenues o tesults; provided, however. thar compensation may relate w the
revenues or results of the firm as a whele.



A significunt portion of the compersation of anyone pomeipally engagsd in
the preparation of research reports (2 dafined in this Addendum} that he or
shic iz raquired Lo certify pursuant 1w the U.S. Secunties and Exchange’s
Regulation Analyst Certification (“Regulation AC™) (such perseon hersinafler a
“lead analyst™) musl be based on guantifiable measures of the quality and
accuracy of the lead analyst's research and analy#1s, including his or her
ratings end price targets, if any. [n usscssing qualily, the firm may rely on,
arnong atker things, evaluations by the firm's invasting customers, evaluations
hy the firm’s sales personnel and rankings in independent surveys. In
assessing accuracy, Lhe firm may use the actual performance of a conipany or
its ecuity secunites to rank ils own lead analysts™ ranings and price targets, if
uny, and forecasts, il any, against those of other lirms, as well as against
benchmarks such as market or sector indices.

Cither Tactors that may be taken into considerarion in determmining lead analyst
compensation include: (i) markst cupitalization of, and the potential interest
of the firm's investing clienls in research with respect te. the industry covered
by the analysz: (1) Research management's assessmunt of the analysl's overall
parfarmance of job dubes, abilities and leadership: (iii) the analvst’s seniority
and expenaace: (iv) the analyst's productivity; and (v) the market for the
hirng and reiention af analysts.

The enteria o be usad for compensation decisions will be dewermined hy
Resewch management and the firm's senior manegement (not including
Invastment Banking) and sel [orth in writing in advance.

Research management will document the basis for each conipensation
decision made with respect to (1) anyone who, in the last 12 months, has been
required lo certify a reseurch report (as delined i this Addendum) pursuan:
Repolation AC; and (1) anvone whoe is a member of Research management
(except in Lhe case of senivr-most Rescarch managemens, in which case the
busis for each compenzation decision will be documented by the firm's senior
management}.

On an annuai basis, the Compensalion Commitiee of the firm’s holding/parent
company (or comparable independent persons/group without management
responsibilites) will review the compensation precess for Research personnel, Such
review will be reasonably designed to ensurc that compensation decisions have besn
niade in 4 manner tat is consistent with these requircments,

6. Evaluat.ons. Evaluations of Research personnel will not be done by, nor will there he

==

input from, Investinent Banking persanrel,

Coverage, Investment Banking will have no inpul into company-specific coverage
decisivns {12, whather or not o initate or lerminate coveraes of a particular
i ) [



company in research reports fumished by the firm), and investment bunking revenues
or potential revenues will not be laken into account in making conpany-specific
coverage decisions: provided. howaver, that this recuiremen: does not z2oply Lo
calegory-hy-categery coverage decisions (e.g. @ given industry secler, all 1ssuers
underwriilen by the firm, compuiies meeting a certain market cap threshold),

Termination of Cuverage. When a decision 15 made to terminate coverage of a
particular company in the fiom's research reports (whether us a result of a company-
specific or categorv-by-category decision), the firm will make available a final
reszarch report on the company using the meuns of disseminalivn copuvalent to those
it ordinazily uses: provided, however, thal no final report i8 required for any company
as to which the ina’s prior coveraue has been linuted to purely quantitative analysis.
Such repett will be comparable to prior repocts, unless il is impracticable for the firm
to produce a comparable report (e.45., it the analyst covering the company and/or
sector has left the firm), In any avent. the final ressurch report must discioss: the
fom’s wermination of coverage; and the rationale For the decision o termuimate
coverage

Frohibition on Seliciting Investmert Dunkine Business. Ressarch is prombited from
L Lg ANRIGE B P

partizipating in eflurts ro solicit investment banking business. Accordingly, Research
may not, ameng other things. participate in any “pitches” lor investment bunking

Lusiness to prospeciive investment banking clients, or have other commnminications
with compames for the purpose of soliciting investment bunking business.

. Direwaulls Berween Research and Investment Banking., So as to reducs further the

potentzl for conllicts of interest ur the appearance of canflicts of interes:, the firm
must create and enforee firewalls hetween Resaarch and Investment Danking
reasonabiy designed o prohidil ull communications between the lwo except as
exprussly described below:

a. Investment Banking persannel may scek. through Rescarch management {or an
approprizte designes with comparable mapagement or control respansinilizies
(“Designee™)) or in the presence of internal legal or compliance staff, the views of
Research oersonnel about the merits of 4 proposec ransaction, a potential
candicate for 1 transaction. or market or industry trends, conditions or
develooments. Research personnel may respond o such inguines on these
subjects through Research managerment or its Designes or in the presence of
internul legal or compliance staff. In addinon, Research personnel. through
Research management or its Designee or m the presence of mtemal legal or
compliance statf, may inidate cenununications with myvestment Banking
personnel relating 1o market or incustry trends, condiliens or developmencs,
provided that such communicalions are censistent in nature with the types of
cemmuuications that an analyst might have with investng customears. Any
communications berwesn Research and Investment Banking personnel must not
be made [or the purpose of huving Research porsonnel identify specific potential
ivestment banking ransactions.

i1y



(4]

In respense to a raquest by a cormumitment or similar commiltee or subgroup
therenf, Research personnel may communicate their views about a proposed
transaction or potential candidate [or a transaction to the commuttee or subgroup
thercot in connection with the review of such tansaction or candidzie by the
committes. Investment Banking personnel working on the propesed fransactien
may parlicipate with the Research personnel in these discussions with such
committee or subgroup. However. the Research personnel also must have an
opportanily o cxpress their views tw the committes or subgrou ourside the
prescence of such Investmen! Banking personnel.

Rescarch persorrel may assist the firm in confirming the acequacy of disclusurc
in offering or other disclosure documents [or a transaction Dused on the analysis’
commurdcations with the compuny and other velting conducted outside Lhe
presence of Investment Banking personnel, but to the extent cummunicated 1o
Invesiment Banking personnel, such commurication shall enly be made in the
prasence of underwrilers” or ether counsel en the transaction or intemal legal or
compliance staff.

After the Erm recaivas an investument banking mundate, or in connection with a
block bid or similar transacrion. Research personnel may (i) conunanicare their
views un the stouctunng and pricing of the transuction to personnel in the [irm’s
equity capital markets grocp, which groun’s principal job responsibility is the
prcing and stuctunng of transsetions (including by padicipabng with the finm’s
equity capital markets sroup in the preparation of internal-use niemoranda and
other oftorts o ecucate the sales force). and (i) pravide to such personnel othcr
infermation obtained from investing customers relevant te the oricing and
structuring of the ransaction.

Rescarch persannel may atlend co participate in ¢ widely-attended conlerence
attenced by Investnent Banking personncl or in which Invesunent Banking
persennel participate, provided that the Research personrel do not participale in
activities otherwise prohihited kersin.

Reszarch and Invesuncot Banking persounel may atiznd or participate in widely
atiended firm or regional mestings at which mullers of general firm interes! ae
discussed. Rescarch management and Investment Bunking manazement may
attend meetings or sit on [inn management, risk or sinilar committess ul which
generul business and plans (mcluding those of Invesiment Bunking and Research)
und other matiers of general [irm interest are discusscd. Rescarch and Investment
Banking personnel may communicate with each other with respect Lo legal or
compliunce 1ssues, provided that intermal legal or compliance atatf is present.

Communicatons between Rasearch and Ilnvestment Banking personnel that ars

not relatec to investment banking or research activitics may take place without
Testriction.

¥



L1. Additional Restpictions on Activities By Rassarch and Investment Banking Personnel.

a Research persennel arc prohibited from paricipating in company or [nvestment
Banking-sponsorec read shows ralatad to a public offening or other investment
bunkingz transaction.

b. Investment Banking personnel are prohibited from directing Rescurch persenrel
to engage in markeling or s2lling efforls to investors with respest to an investment
banking trunsaction.

12, Oversight. An oversight/menitoring comumitiee or comnittess, which will be
cemprised of representatives ol Research management and may include athers (but
not personrel from Investment Banking), will be created to:

a review (Deforehund, where practicuble) all changes in ratings, if any, and material
changes in price targets, if any, contained in the firm’s research repors:

b, conduct periodic reviews of research reporls to determine whether changes in
ratngs or price targers, if any, should be considered; and

c. monitor the overall quality and accuracy of the [irm's research reports;

proviced, however, that Sections [12.a and 1.12.5 of thus Addendum sha!l not be
required with respect to research raporte limited o purely guanulative analysis,

i1. Disclosure/I'ransparency and Other [ssues

l. Disclasurzs. Tn additien w cther disclosures equired by rule, the firm must disclose
prominently on the tirst page of any research report und any summary or listing of
ecommendarions or ralings contained in previously-1ssued research reports. in type
no smaller than the rype used for the text of the report oo summary or lisling, thar;

a. “[Firm] does anc seeks w do business with companies covered in ils research
reports, As a result, investors should be aware that the lirm may have a
conflicr of interest that could affzct the objeclivity of this report.”

p. With respect to Coversd Companies as to wiuch the firm is required 1o make
availabie Independent Kesearch (as set torth i Section L belaw):
“LCustomers of [firm] can reccive indspendent, turd-party research on the
company covered in this report, at no cust to them. where such rescarch 15
availuble, Customers can access Lis independent tescarch ar [website
acdress/hvperlink] or can call [toll-free number] to request a copy of this
research.”

]



¢. “Investors should consider this report as enly a single factor it making their
investment decision,”

Trmsparency of Analysts’ Perfornmance. The firm will make publicly available {(via
itz websitz, in a downloaduble format), no later thun 90 days after te conehision of
each quarter (beginning with the first full calendar quarter thal commences at least
120 days following the entry of the Final Judgment), the [vilowing information. if
such information is included in any research repor: (other than any rescarch report
limited to purely quantitativa analysis) prepared and furmished by the firm duning the
prior QUarter: subject company, name(s) vl analvst(s) responsible for cortification of
the report pursuant (0 Rezulation AC, date of reputt, rating, price target, period withm
which the price turzet is w be uchioved, earmings per shure forecast(s), period(s) for
which such forscast(s) arc applicable (e.g.. 3Q03, FY U4, etc.), und
definitionfexplenaton of ratings used by the fum.

Apolicaility. Except as specified in the second and third sentences of this Section
[1.3. the restictions and reguirements sot forth in Scerions 1 [Separation of Reseurch
ard Investment Bankingz| and Section [T [Disclosure/Trunsparency and Other [ssues!
of this Addendum will only apply in respect of a rescarch report thar is both (i)
prepared by the [irmu, and (it) thal relates to either (A) 2 U8, company, or (B) a non
1].S. company tor which a4 U.S. markel is rhe pancipal equty trading market;
provided, however, that such restrictions and requirements do not apply W Research
activities relating to a non-L. 8. company until the sccond calendar guarter following
the calerdar quarter in which the ULS. market became the principal equily tading
marks: for such company. Notwithstanding the [urczoing, Section L7 [Coverage] of
thizs Addencum will also apply W any research report (other than the Independent
Research made availuble by the firm pumsuant to Seetion [T [Independent, Third-
Party Research]of this Addendum) that has bean furnished by the firm w investors in
the U.S., but not prepared by the firm, but only to the extent thal the repor relates o
cither (A) a U.S. company. or (B} 2 non-U.S. company fur which 2 U.S. market is the
principal equity trading market. Also notwithstaruding the forsgving, Section I11
[Disclosures] ol this Addendum will alse apply to any research report (uther than the
Independent Research made available by the finm pucsuant to Section I1T of this
Addendun) that has heen furnizhed by the fm o investors in the TS but not
preparcd Dy the fimm, including a report that relales to a non-U.5. company for which
a .5, market 18 not the poncipal equity trading market, but only to the =xicor that the
report hos bzen Jumnished under the [irm’s name. hus been prepurcd for the exclusive
or soie use of the firm or its customers, or hus been cusiomozed 1n any matcrial
respect For the firm or its customers.

a. For purpases of tmis Section 112, the firm will be deemed to have fumished a
research report to .S, investors in the TS, if the {irm has made the rescarch
report available o imvestors m the LS. or has arr"mped for someone else
make it available 1o investors in the 1.5,



b. Forpurposes of this Section 112, a *T1.8. company” meuns any company
incorporatad in the U.S. or whose poncipal place of business or headyuarters is
in the 1.5,

¢. Tor purposes of this Section 1.3 the calendar quarter in which 2 non-U S,
company’ s “principal equity truding markst” becomes the U.S. market 152
quarzzr wlen maore than 50% of werldwide trading in the company’s common
stock and eguivalents (such as ordinary shares or comman stock or ordinary
sharzs represented by Ametican Depositary Receiprs) takes place in the U8,
Trading volume shall be measurzd by publicly reporied share volume.

4, General.

a. The firm may not knowingly do mmdirectly that which il cannot do directly
vrder this Addendum.

b. The firm will adopt and implement policies and procedures reasonably
designed to ensure that ils associated persons {including bot not Imited w the
firm’s Investment Banking personnel) cannol and do not seek w influencs the
contenls of a reszarch report or the activities of Research persomne] for
purposes of oblaining or retaining investment banking busmess. The fiom will
adept und implement procedures mstnicling fimn personnel W report
unmediately o a member of the (inn’s legal or compliance stafT any attempr
10 influence the contents of a rasaarch repont or the aclivitics of Research
personnel for such a pumoss.

5. Timing. Unless otherwise specified, the restrictions and requirements of this
Addendum will be =ffective witlun 120 days of the entey of the Final Judgment,
excepl that Sections L3 [Compensation], 1.6 [Evaluations). [.7[Coverasc],
L3[Termination of Coverage], L9 [Prohibition co Seliciting Investment Banking
Dusinesz|, [.1 1 [Additcnal Restriczions on Activities by Research and Izvesiment
Banking Personnel|, and IL4(x) [General subpart o)) and IL7 [Supersecing Rules and
Amendments] of this Addendum will be effective within 60 days of the cauy of the
Final Judgment, and Sections II.1.b | Disclosurcs {(subpart b)] and [l [Inéependent,
Third-Party Research]of this Addendum will be effective within 270 days of the entry
of the Final Judgment.

. Review ol nnplsmentation.
a. The firm will retain. at ils owr exnense, an Incependent Monztor acceptable (o the

Statf of the SEC, the NYSE, the NASD, the President of NASAA, and the Mew
York Attomey General’s Office 10 conduct a review to provide reagonable
assurance of the implementation and s[Tectiveness of the firm’s policies and
procedures designed 1o ackieve cumpliance with the terms of this Addendum.
This revicw will hegin 13 months after the date of the entry of the Final
Judgment. The Independent Monitor will produce a written report ol 1ls raview,
118 findings as to the implementation and elfccriveness of the firm's pelicies and




procedures, and its recommencations of other policies or procedures (or
amendmments to existing policics or procedures) as are neces=ary and appropriale
to achieve compliance with the requitciments and prohikitions of this Addendum.
The report will be produced to the firm and the Staf? of the SEC, the NYSE and
the NASD within 30 days [rom the completion of the review. hut ne later than 24
monthis from the date of entry of the Final Judgment, (The SEC Statf shall make
the report available to the President of NASAA and the New York Anomey
General s Office voon request.) The Independent Mon:tor shall have the oprion
o seek an exlension of tme by making a written request to the Staff of the SEC.

‘The firm will have a reasonable opportanily Lo comment on the lndependent
Monitor’s review and proposad report prior o its submission. including a
reasonable opportunity 0 comment on any and all recommendations, and to scek
conlidennal treatment of such information and recommendations set forth therein
o the extent that the report concerns propretary commercial and financial
infunnation of the fitm. This report will be subject o the protections from
disclosure set Zorth in the rules of the SEC. including the protections from
disclosure set ferth in 3 U.S.C. § 552(b) (8) and 17 C F.R. § 200.80(k) (8), and
will not constinye a record, repout, statement or data compilation of a public
olce or agency under Rule #803(8) of the Federal Rules of Evidence.

The firm will adepr all recommenclations contained in the wiillen report of the
Independent Monitor; provided. howsvor, that a5 W any recommendation thar the
firm believes is unduly burdensome or impractical, the firm may demonstrate why
the mecommended pelicy or procedure is, under the cucumstances, unrcasonable,
impractical andior not designed o yield benclits commensurate with its cost, or
the Firm may suggest an alternative policy or procedure dasigned to achievs the
same objcctive, and submil such explanation and/or altemative policy or
procecuze in wriling (o the Independent Monitor and to the Statf of the SEC. The
firm and the Indeperdent Monitor shall then atempt in good Luith o reach
agreement as to any oolicy or procedure as 1o which there is any dispule and the
Independent Manitor shall ressonably evaluate any altemalive policy or
procadurs propesed by the firm. 1f an agreement un any issue is not reached, the
firm will abice by the determinations of the Starf of the SEC (which shall be
made arter allowing rhe firm and the Independent Manitor to prasent arguments in
support of their positions), and adopt those recommendations the Staff of the SE{
deems appropriate,

The fiom will cooperate fully with the Independeat Monitor in this meview,
including making such non-privileged inlormation and documents available, as
the Tndependent Monitor may reasonably request, und by permitting and requining
the [irm’¢ emplavees and ugents to supply such non-privileged infermation and
documents as the Independant Monitor may reasonably request.

10
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To cnsnre the independence of the mdependent Moritor, the [irm () shall not
wave the authoriiv W terminate the Indepencent Monitor wirhout the pricr wrilten
approval of the SEC starf; and (iid shall compensate the Tndeperdent Mornitor, and
persons sngaged 10 assist the Independent Monitor, for services tendered pursuant
te: this Order al their reasongble and customary males.

f. Fuorrthe perod of angagement and for 2 period of three years [rom completion of
the engagsmenl, the ledependent Moniter shall pol exter inte any employment,
consuitant. attomey-cliens, auditing or other professional rzlativnship with the
firm, or any of its present or former alliliates. directors, officers, empioyees, or
agenls acling in their capacity as such. Any enlity with which the Independent
Monitor is affiliated or of whicn hefshe is a member, and any person engaged to
assist the Independent Momitor in performancs of his/her duties uncer this Order
shall not, without prior writteir consent of the Staff of the SEC, cuter inte any
employmenl, consizltant, arterney-clienr, auditing or other professional
relationsh:p with the fion. or any of its present or former alfiliates. directors,
afficers, empluyecs, or agents acting in their capacily as such for the period of the
engagement and for a period of three vears alttar the engagement.

g. Five years after the date of the entry of the Final Jucgment, the [inn shall cemify
to the Stafl of the SEC, the NYSE. the NASD, the Preszdenr of NASAA, and the
New York Anomey General’s Office, thae the Jirm has complied 1 all martenial
respects with the requirements and prohibitions set [orth in this Addendum or. in
the avent of material non-complance, will describe such matenal non-
complignce.

Superseding Rules and Amendmenis. In the event that the SEC adepts a rile or
approves an SRO nile or interpretation with the stated intent te supersede any of the
provisions of this settlemnent, except Section IV [Investor Edueation] the SEC or SRO
rule ur interpratation will govern with respect to that provision of the setlement and
such provisior will be superseded. [n addition, the SEC, NYSE, the NASD, the New
Yurk Arrorney General's Office and any Stale that incorporates this Addendum mte
its settlemenl of relared proceedings against the Respondent agrees thar the SEC Staft
may provide interpretive guidance with respect W the terms of the selllement, except
far Section [V [Investor Education]. as reguested by the [irm and that. subject to
Court approval, the SEC und the firm may agree 1o amend or modify any term of the
settlement, except for Section IV [Investor Fducation], in cach case. without uny
further action or mvelvement by any other regulator in any reluted proceading. With
respect W any texm in Secuon [or IT of this Addendum that has not been superseded
(as sct forth above) within five yeuss of the entry of the Final Judgment, it is the
sxpectation ol Respondent, the SEC, NYSE, NASD, New York Attomey General’s
Office and the States that the SEC would agree to an amendmant or modification of
such term, subject o Court approval, unless the SEC believes such mmendment or
modification would not he in the public inerest.

£l



8, Onher Oblizations and Reguirements. Except as otherwise specified, the reguirements

and prohibitons of this Addendum shall not relizve the [inm of any other applicuble
legal ebiigation ur requirement,

11I.  Independent, Third-Party ldesearch _

Ji Oblization to Make Available. Each yeur, for the pericd ending five vears after
the effective date of this Section III (as set forth in Scetion 1.3 [Timing] of this
Addendum), the firm will be requirad to contract with ne fewer Lhan thres
undepencent oroviders of research (“Independent Research Provicers™ at a tme
m order Lo procure and make available Tndependent Research {as delined below)
to the fimm’s customers in the U.S. as set forth helow, There is. however, no
requirement tiat there be at Jeast thres Independent Rasearch Providers for the
Common Stock of each Covered Company {as those terms zre defined helow):

a.

For common stock and equivalents {2uch as ordinury shares or common
stock ur ordinary shares represented by Amer:can Depoesitary Receipts)
listed on a U.S. national securiities exchange or quoicd in Nasdaq (such
securides hereinafrer, ¢ollectively, “Common Stoek™) and covered in the
firm’s research reports (ather than those limited (o purcly quantrative
analysis) (an issuer of such covered Common Stock hereinafler called a
“Covered Compuny™), the Tirm, throogh an Independent Consultant (as
discussed below) will use its reasonable ellonts 1o procure, and shall make
avaifahle to its customers in the U.S.. Independent Rescarch an sach
Covered Company’s Common Stock. (17 the Incependent Research
Providers drop coverage or do nol tanely pick up coverage of the
Commoun Srock of & Covercd Company, the firm will not be in violarion of
any of the requircments i this Secuon IT1, and may cenrinue to
disseminate its own research reports on the Commen Stock of the Covered
Company without making available any Independent Rasearch on the
Commen Stock of the Covered Company, if the firm takes reasonable
steps to request that the Independent Consuliant procure such coverage
prompily. )

1. For purposes of this Secton [11, the firm’s research reports
inelude rasearch reporis that have not been prepared by the firm.
hut only to the cxtent that such reports have been [urmished under
the [irm’s name, have been preparsd for the exelusive or sole use
of the firm or ils customers, or have been customized in any
miterial mespect for the fGom or its customer.

1. A aon-11.S. company for which a [1.3. market is not the prncipal
eyuity trading market shall only be considered n Covered
Company il in the calendar quarter ended March 31, 2003, or in
any subscquent calenduar quarter during the period that the firm's
obliganions te procurs and make available Independent Reseurch



L.

under this Section I are effective. the publicly reporied, averag
daily dollar volume of U.S. uading in such company’s Commean
Stock (measured by multiplying the publicly reparted, average
daily share volume of (1.5, truding cunng the quarier by the
clesing price per share of the Common Stock on the last day of
the quaster), excseded $2.2 million, and (k) the autstanding total
public float of the Common Stock as of the last day ol such
calendar yuartar exceeded 5150 million. Further, the firm’s
ubligarion 10 procure and make available Independent Rescarch
with respect to such company shail become elfective at the later
ofr (a) W0 days afler the end of the calendar quarter in which the
company met the foregoing wacing and public fleat tests: or (b)
the effective date of thus Section IIL

For purposes ol this Section IIL Iadeperdent Rescarch means (1) a
research repors prepared by an unalfiliated person or entity, or (ii} 2
stanistical or other snirvey or unalysis of research reoorts (including milings
and price rargets) issued by a broad runge of persons and catities,
including persens and entities having no association with investment
banng activings, which survey or analysis has been prepared by an
unaffiliated Derson or entity,

The firm will adopt policies and procedures rzasonably cesigned {o ensure
that, :n sonnect:on with any soliciizd vrder for a customer in the ULS.
relating to the Commen Stock ol a Covered Compuny, and if Independent
Research on the Covered Company’s Commeon Stock is availabie. the
registered reprusentative will huve informed the customer, during the
solicitation. that the customer can reveive Independent Rescazch on the
Covered Company's Common Stack at 7o cost [ the customer (the

(LN

"Nuotice Ragairement”™).

Notwithstanding the foragaing, the Notice Raguirement will not apply to
(i) the solicitation of an institutional customer (an entity other than a
natural person having ar least S10 million invested in sscurities in the
aggragule in its portfolio undior ander management) unless such customer,
after due niotice and oppactunity, has advised the firm that it wishes to
have the Notice Requirsment apply to it (uny customer who has nut so
advised the firm iy hercinafter referred o as a “Non Parlicipating
Institativnal Cusromer™; (ii) orcers as to which discretion was exercised,
purzuant to 2 writen disvienonary sccount agreement or writien grant of
trading authorization; or (iii) a solicitation by un entity affiliated with the
Respondent if such entily does not furnish to iz customers research
reports under the lirm’s name, prepared by the firm [or the exclusive or
sole use of the firm or its customers. or research reports that have been
customized in any material respect for the fimm or it customers.



e. Each wrade confirmation sent by the Responden! o a customer with respect
10 an order as o whicl: the Notice Reguirement applies will sel fusth (or
will e accompanied by & separule statement, which shall be considered
pact of the confirmation, that will set forth), as of the time the trade
confirmation 1z generared, the matings, if any, contained in the [irm's own
research reperts and in Independent Kesearch procumed Zor the Gnm with
respect to the Common Stock of the Covered Compzany that 1s the subject
of the order.

f.  Each periodic account starement senl by the Respomdent to 2 customer in
the U.S. that reflects a position in the Commen Stock of a Covered
Company will set forth {or will be accompanied by 2 separate staternent,
which shall be considered par of the penodic secount statcment, that will
ser forta), as of the end of the period covercd by the starement, the ralings,
if any, contained in the firm's own research reports and in the Indzpencent
Resezrch made available by the firm cn the Commoen Stock of each such
Coversd Company: provided, however, that this requirerment will not
apply to Mon-Participating Lnstitutional Cuslonwrs or discretionary
accounts.

Notice ol the availabihity of Indepencenr Research on Covered
Companies’ Commen Stock will also e included prominently in the
pericdic account statements of the Respondent's custemers in the US| in
the firm’s research reports, and on the firm’s website.

g

h. The firm will make the Independent Research available to 1ts custemers in
the U.S. using, for each customer, the means of disseminulion eoquivalent
o those it uses to provide the customer with the firm's own research
reports, unless the firm and customer agree on another means of
dissemination; pruvided, however, thzt nottung hersin shall require or
authorize the firm ro comply with the Notee Requiremenl or make
availadle or disseminate Independent Rescuarch at a tme when doing so
would violare Section 3 of the Securities Act of 1933 or the other
previsiens of the lederal secunnies laws or e miles and regulations
thercunder. 11 and to the extenl the firm 15 able to make avalable or
disseminate its own research reports on the Commen Stock of a Covered
Company pursuant to Rule 137, Rule 138(a) or Rule 139(a) undzr the
Securities Act of 1933 and in reliance on Regulation M under the
Securnitics Exchange Act of 1934, then the firm is alse authunzed and
required o make wvailuble v dissenuinie Indopendent Rescarch on the
Commun Stock of such Covered Company (even if the Independent
Research does not meet the requirsments of such Rule). Notwithstanding
this Section 1 Lh, if the firm determines, because of legal, compliznes or
similar concemns, not to furnish or make availaole its own rescarch reports
on the Common Stock of a Coversd Compuny For a limited period of time,
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it shall nat be required to make available the Indepencent Research on
such Covered Company [ur such period ol time.

If, during the period that the finu’s obhigations (o procure and make
availablic Independent Ruscarch under this Sectiom III ars eflcctive, the
firm terminates coverage of the Common Stock ol & Covered Company,
the firm, through its Independent Consultanl, will make reasonuble offans
Lo continue to procure and malke availzble Independent Rescarch on the
Common Slock of such company for a period of at least 18 months aller
termination of coverage (subject to expiration of the firm's vbligations
under this Section I,

The firm will not be responsible or lable for (i) the procurement decisions
of the Independent Consultant (as discussed in Section TIL.2 [Appointment
af lndependent Consultant to Oversee the Procurement of [ndependent
Reseurch] of this Addendum) wirh respect Lo the Independent Rescarch,
(i1) the Independent Research or its content, (111} customer fransactions, (o
the extent bused on the Independent Research, or {1v) claims ansing from
or 11 connection with the inclusion of Independent Rescarch ratings in the
firm's con{innations and periodic account stalenwenrs, to the exient such
claims are hased on those ranings. The Erm will not be required to
supervise lhe production of the Independent Ruscarch procured by the
Indepencent Consultunt and will have no responsibility lo comment on the
content of the Independent Research. The firm may advise its cusiomers
cf the foregoing in ils dizcrenon,

The Independent Consulrant will not be hiahle for (i} its procurement
decisions, (ii) the Tndependent Research or ils content, {ii) custormer
rransactions, to the carent hased on the [ndependent Rescarch, or (iv)
claims amsing from or in conacetion with the inchision of Independent
Researcn ratings in the fiom’s confirmations and peniodic account
statements, w0 the extent such claims are bused on those ratings. unless the
Independent Censultant has carried out such duties in bad faith or with
willful mizconduct. The firm will indemnify the Independent Consulrant
for any lability arsing trom the Indepeodent Censultant’s good-faith
performance of its duties 4x such.

Appointment vl Lidenencent Consultant o Uversee Lhe Procurement of Independent
Reseurclh, Within 30 days ol the entry of the Fizal Judgmenl, an Independent
Consultant acceptablc to the SEC Siafl, the NYSE, the NASD, the President of
NASAA, the New York Attorney General and the firm shail he named w overses the
procurement of [ncependent Research from Independent Reseurch Providers. The
Incependent Censultant will have the final authority (lollowing consultation with the
firm und in accordance with the criteria set forth in Section I3 [Selection of
Independent Reseurch Providers] of this Addendum) to procure the Independent
Reseurch. The Independent Consultant will net have had any significant finaneial
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relaticnship with the firm during the prior three years and may not kave any financidd
relationship with the finm for twes years following his or her wors as the [ndependent
Consultant, The Independent Consultant’s fee arrangement will be subject to the
approval of the Staff of the SEC, the NYSE, the NASD, the President of NASAA,
and the New York Atwwmey General’s Office. In the event that un Indepencent
Consultant must be replaced, the replacement shall e weceptable 1o the Staff of the
SEC, the NYSE, the NASD, the President of NASAA, the New York Altormey
Genreral's Office and the firm, and shall be subjact 1o these same condizions.

Selection of Indspendent Research Providers. The Independent Consultant will sesk
to procure rescarch reports on the Commeon Stoack of all Covered Companies from
Independent Rasearch Providers, Independent Rescarch Providers may not perform
investmen: banking business of any kind and may not provide brokerage services in
direct and significant comaetition with the firm. In addition, the Independent
Consaltant will use the following criteda in selectmg and conirseting with
Incependent Research Providers Lo provide Independent Research.

t. whether and to whal cxtens the Tndependent Researchk Provider or any of
ils alliliates or nssociated persons is engaged in activities (including, but
not lmited 1o, actvitics invalving Covered Companies or thelr secuntics).
or hias a business or other melationship with the Grm or any of 1ts afiliates
ar associated persens, thar may contlict or cieate the appearance of
conflict witl: its preparatior. and publication of the Independenr Research;

b. the desirability of multiple coverage of certain Covered Companies (e.g.,
hy size of company, industry sector, companies underwritten dy the [irm,
ete.l

¢. Lhe extent 10 which the Independent Research Provider has a client base
and revenue stream broac enough to snswe fs indepencence from the
[itmn;

d. the utility of the Indepencent Rusearch Provider's Independent Research
to the frm's customers, including the inclusion of ratings and price largers
in such research and the extent to which the firm's cuslemers acrually use
the rzsearch; and with respect 1o surveys or analyses described sbove in
Scetion UL 1LE(11), the extent to which the Independent Research provides
customers wilh a means of comparing the tirm’s rasearch reports 1o those
publisked by other persons and entities. including persons and entities
having no associadon with mvestment banking activities:

a

the quality and accurucy of the Independenl Rescarch Provider's past
research, including during the rerm of the Independent Consultanl’s
lenure;
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I the sxperence, experlizc, reputation and qualif.cations (including, as
appropriaie. registiations) of the [ndependent Research Provider and its
personnal; and

the cost of Lthe Independant Reseurch, especially in light of the five-vear
perivd set forrh in Section 1.1 abave for the fiom 1w make Indepencent
Rasearch zvailable Lo ils investng customers.

'L'FI

4. Disclosure Lanaugze. Language subsiuntially to the effect set forth balow may be
used by the firm and its registered representatives o inform the firm’'s cuslomers of
the availability ol Independen: Research:

a.  {Disclesure to customers as requiced by Section 1L 1e [Oblization to
Maks Available subpurt ) of this Addendum. }

“There is alse independent, third-party rescarch available or this
compuany, which you can get al no cost [from our website/hyperlink] or by
calling [zoll-free number], or which I can wrange to send to you il you
would ke

b. {General website and periodic customer account statement disclosurs as
required by Section [1.1.2. [Oblgation (o Make Availahle subpart g] of
:his Addendum), |

“Independent, third-party reseurch on certain companies covered by the
firm' 5 research is available to customers of [fizm] at no cost. Customers
can uccess this research at [our websita/hyperlink] or can call [toll-free
number] to reguest that a copy of this rescaich be sent to them.”

3. Aanual Reporting, The Indeoendent Consultant will report annvally to the Stall of
the SEC. the NYSE, the NASD, the President of NASAA, and the New Yaork
Artomey General’s Office on its selection of Independent Ressarch Providers, the
Independent Research it has procured. Lhe cost of the Independent Rescarch it has
procured ro date, and the Independent Consultant’s lees and expenses 1o date.

Investor Educalion

L. General. The Frm will pay a total of $10,000,000, payable in five cqual :nstallments
cn an annual basis (with (e st paynient to be made 90 days atrer the entry of the
Final Judement), 1o funds 2armarked for investor educarion. Of this money, a wtal of
$3,000.000 shall be paid purswunt to the firm’s agreement with the SEC. NYSE and
NASD. The remainder cf the funcs sarmarked for investor edocation, in the amount
of $3,000,000, shall he paid to the Investor Education Tund at the Investor Protection
Tmst, a Wisconsin charitable trust, pursuant to agreemunt with the Board of Directors



of NASAA, to be used for the purpuse of invester educetion as Jesenibed iz Section
V.3

2. Payments ¢ the Investor Education Fund.

a.  Asreferenced in Seciion [V 1 above, the firm shell pay the amount of
$3,000,000 in [ve cqual annual installment payments os designated by the
NASAA Roard of Directors to the Invesrar Fducation Furd (“the Fund™)
to be keld as a sepurate fund by the Tnvestor Protection Trust, 411 East
Wisconsin Avenue, Milwaukes, WI 532022497, ¢fo Quarles & Brady.
The amournt for investor education o he paid by the Jmm w the Fund may
be reduced due to the decision of any state(s) not 1o enter into 2 settlement
with the firm.

b. The firm shall make the first such instalimant payment within nincty {90)
cays afler the entry of the Final Judgment This payment shall be made by
wire tranzfer to the Investor Prutccuor Trust at US Bank NA, Milwaukee,
WI, ABA $0735000022 tor credit Tor the Trust Division Account 112-920-
027, for further credit to the Invesior Protection Trust Account Numbuer
(00012891800 tgether with a cover letler identifying the firm as a
respondent in this action and the pavment designated for the Invesior
Education Fund, The firm shall simultaneously lransnut pharacopies of 113
payvment and letter to the President of MASAA, [0 G Street NE,
Washingtor, DC 20002, By making this payment, and those payments
referenced m Section IV.2.¢. below, the firm relinguishes all legal and
equitable rght, litle, and interest in such funds, and ne part of the funds
shall be retumed to the fimn. The Fund shall be administersd in
accordance with the termis of the investor education plan,

¢. The fiom shall make subsequent installment payments annually on or
kefore the month and day of the entry of the Final Judgment. Such
payments shall be made into the Fund at the Investor Protection 'Trust as
descmibed in Section [V.2(b).

3. Purpose of and Tumitations on the Use ol the Fund.

a. The Tund (inclucing al] installment paymenis) shall be used Lo support
programs designed tor the purpose of invesior cducation and research and
educaricn with respect to the prulcction of invesiors, and to equip
inveslors with the knowledge and skills necessery W make informed
invesiment decisions and to increase personal financial literacy. The
Investor Protection Trusl, in cocperanon with NASAA shall eslablish an
invester aducat.on plan designec w achieve these purposes.

I8



Gobdmau Fachs

h. No principal or incoms trom the Fund shall:

c.

(1) inure o the eseneral Fund or lressury of any State;

(il  be urilized to pay the routine operating =xpensss of NASAA: or

(it]  be utilized to pay the compensalivn or expenses of state
ollivials or state amployzes cxeept such expenses as are
necessary to fulfill the puposes of the Fund.

Monies in the Fund may also be used w pay any :axes on income eamed
by such Fune. The firm shall provide the Investor Prowection Trust with
relevant information and orherwise cooperate with the [nvestor Protection
Trust in fulfilling the Tund's obligations under applicable luw.

All fees, costs, and expenses incurred by the Invesior Protection Trast in
connection with and incadenral to the perfunnance of 5 cuties under this
Addendvem, including the fees, vosts, and expenses of any persons
engagzed to assist it and all administrative fees, costs, and expenses related
lo the invesior aducation plan shall be paid out of the Fund.
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