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CO:\SENT O.RDER 

File No. 03-004 

The Tcn ness~.--c Securitie.~ Division (the " Divisi<)n") and Golc.lrnun, Sachs & Co. 

(''Goldman Sachs".i agree, mbject to the approval of th.: Cnn:uniss,oner of Corruner:e and 

Tnsmance (ho!reinati:l!r referred to ;;.s the •·c vm•n issivner") !O the entry of llus Conscm Ordt:r in 

accordaHce "'ith Tennessee Cudc AnnQlated Section 48-2· ll6 of the T ~.:nne:;sec Secuf.li<.:s Actw· 

l980, as aruenced, Tenn~~ce Code Annotat.::ct 48-2-JOL, ~- {llle "A.cl"). whi<:h sta tes liHtt the 

Commissioner from tirnc to ti:rnc mll}' m3ke such ordens a~ ar-.: necess:try lO c:m·~.out the 

pro•tisions of the Acr. 

I. 
GEi'iERAL PROVlSTONS 
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WHERE AS, Goldm;ln, Sachs & Cu. 1s. a broker -d<.:~ler registered i11the St~~ of 

Tenne~see; and 

\VHEREAS, coordinated in vcstig;ttious into Goldmau Sach~' j n.c;ti,itic:t in conne~tiun 

with it$ potential conflkts of in t"-!-es t ·oy r~sear:h ru1u!ys1s, the issuance of resear.:b that might 

have locked objecli viry. and potential ly improper sharing of resear;;h information l'~th rublic 

companies and the investment b..11king di•tsion of the finn during t.he pt:riod of approximat<~ly 



1999 rhrougl: 2001 C'Relennt Perio<.n ~a!8c llccn conducted by a oulti·sra:e :ask fo~e ar.d a 

joim task forn: uf the U.S. S.:cmiti.::s n:'l<l 1-:xcnange Con:m.ission,tht: 1'\.::w York Ste-ck 

E;c.;.;hang..;;, nnd the Nation2.l A;;soc iallOn of Sec~.:..itie~ Dealcn (Go llecuvely. the ''regulators"); 

\.'iHEREAS,. Goldman Sachs llM .::oopernted with regulaturs conducting tht: 

invt:slig~tion~ by re~ponding to inquiries, providing document~!')' ~v:dcncc Md Cil[\er materials, 

ru~ct rrnviding regulators wit!: acces~ lo J'a;,;ts rolating to the ir.vest igations; and 

WHEREAS. Goldman Snch~ ha~ advisee regulator; of its agrccrm~nr to re.5olve the 

inve~rigarions relatil:g to :ts =ar..:h p111cticcs: and 

WHERI::AS. Goldman Snch~ agrees to implement ccrtali: ch~nges witi re~rect to its 

re~earch practices, and :u make cert:J.in p:1yu:c nts; snd 

WHEREAS, Goldman Sach~ e.ect~ pe.,.manently to waive any I1gl!t to a hcndag Uild 

fl Jlpeal under the Tennessee Securitio:s Act ,,f 1980. as nmended with respect to this 

AumiuistHllive Consent Order (_;.he "Order"): 

NOW THEREFORE, t~e Comm.issioacr of Commerce and Insurmce, us admin;slratur uf 

the Teno:e~see Securities A:; of 19SO, as amended, her,;';}y <:liters !Jus Ordeo~ 

II. 
JlfRISDIC110N/CONSE.'o,'T 

Goldman Sa..:h.s <~umits lht: juri~dictioo of the Commissioner of Conun.:rce and Insur<Jr.~:c, 

nc.:ithe•· admit~ nor denies the findings of fact and condusiuns of law coiHnined in this Order. and 

consents Lu ~he cau y of this Order by the Conuni~s1oner. 

rn. 
FINDl:."'GS 0¥ FACT 

1. Titc Tennessee Securi6:s Acr of I 9RO. a.~ arne:lded, plac<:.s the respon~ibility for the 

administration of the Act on the Commissior.er ut' Commerce and Insurance. The 

Di visiou is the lawful agent through which the Comnissione: Ci~;;h:u:ge~ this 



responsib ility. T.C.A. § 48-2-1!5(a). 

2. Goldm~n. Sachs & Co. (CIUP.t36 1) is a bru:~~~-dcaJ,-,r registered ·wi:h t1e Divis:on 

pursuan t to the Acr. 

As set forth in greall::r t.lctail l:crc.in. I ll general, during tllc Relevant Period, certain or the 

pr~;><:edur<)!; and process.::s in place to insulate Goldman Sac~.s·s equity research aualyns 

(ht:renfr:::r " ana lyses " or " research anal ysts'") from pressure~ ami inr1ucnccs fmm covered 

companies or in ve~ tn:cnt l.>ankin!T we re not sufii<:knL .t>, lso. in g:enerai, during the 
0 - ~ 

Relt"·ruu Period, ic some respects GoJclmar. s~ch~ fail<!d to exercise ruasouable 

supenision sodS tu en;;urc that, in the context of :he J.lfO<:ednce> and processes in place, 

its .fl;s,~n rch analysts were sufficien tly i ll~l! lated frnm pressures aml inilucuc.;s from 

covered companies ur in'..:~llllCOt banking. 

4. Goldmnn Sach~ 1s a leading global inve~uucor ban king and secu.ri ties firm that. a.G.lon!l 

other things . offer> unJ..:rwri ting services to companies s•:ek.ing to sell their securitie~ lo 

the f)nblic. In 3.dd.niu:l to iis prominent iuvestmem banking operation~. Gok1man Sachs 

also offer.~ e;c.lm~ive :;crviccs ;n 1ts in5t:tutional iu vc.~ror c lients and it5 private wealth 

management clients (principally high n~.:t worth individuals), has <m acti vc sccnritie,; sales 

and tr<~cling busine;;s, and maintain5 o sepante division tO petfotm research on equit~ 

5. For tb:: eorrrprurics for which Goldm:111 Sa~hs provid•~~ equ1ty research coverage, 

Croldmi.ln Sac~s analysts issue periodic rcpc11.s ;md make invesLm~nt rcconuueodat!On.~. 

Dunng d1c .Reh:·,aot Pe,nd, Goldman Sachs'~ <.:qoiry re~earch ratings inc:uded fom 

investm ent ratings: 

Re~ocmnlln<.l~u List- c:xpe•:ted ro ;:m·'lvit:e price gains uf at lcr.s< 10 percentage points 

greater thlln the marker n"er the nel\t 6-18 mouths; 

Morket Outpedormt!r · c:.'l.p.:ctcd to prnvtde price gain~ uf ar least S- 10 percentage 

points g!'C,1tcr ;han the mr.rket ove~ the ne,tt 6-1B momlls: 

- Market Performer , expected to prt.)•:ide pnce gains ;imilar to LiJe mark~,;l o>:cr the next 



6-18 r:lOnlhs: <:nd 

Markt:t Underpcrformer - ex.pedecl co pro,~de price gains oi at least 5 percentage 

points less than the market <J wrthc nextf'i-18 :nonlhs. 

In adcition, Goldrmn Sacb hF.d ooe ;horter-term rating: 

Trading .Buy -expected to provide pric<> g~i n~ of at le~t 20 ;;~.:rccmage pomt~ snmet:me 

in the r·exto-9 months. 

6. rn addition t<J r:uings. rhe re,;earch reports generally cont:Un~J Goldt:tan Sachs· s analysis 

of the co•:ered company's finu.r:<.:iul prospects. 

A.. L\"VES'lWlliNT RANl{JNG DIVlSlON'S RELATIONSHU'TO A!\'DINFLUE:"CE 
ON RRSEARCII D[VlSlON. 

l'nn.-ayal of Re~eurr.h 

I. Gc•klman Sachs neld itself out a~ generating and provicillg research reports that wt:rc the 

produc: of ubje~Ihc t.::SeBccn and the opini<JnS of the finn's re~eaTch uivisJon. During the 

RdcvMt 1-'e :iod, Goleman Sac.:h; cis;;lm ed v:lrio~ coullicts of rnteres,-related 

disclaimen; in il~ r.:ScMch reports, incluJ ing investmeni banking rdationsln ps ·.vith 

2. The research n:ports and ratmgs of corn.plillics cnvered by Gulri!nan Snchs analysts :tS 

well ?.S (.;oldman Sachs's liSt l.lf r'"<:C>JD.tJlended stoc:<s wcte made available to Golthuan 

Sachs's in~titt:rion(ll illvestor clients a:~d il.!! private wealth management .:lrenl~. 

princip>'l.l ly h;gh net worth in<li vidt.als. On occ;u;ion, chc $ubstance of Goldman Sachs's 

research repom, in whole nr in part abo -.vas r~poned in the U.S. Jinanc ial nevvs media. 

3. Goldmnn Sa-:hs·s equity research included formal, ~Jieci "hlue-srripe" reports, notes. 

and corrun.:nl~. 

4. Gold111an Saehs's resear:h or the content of llS resea.-ch was disseminw:ed by various 

mean~. mcluding: by mail , via facsimile, distributions at client meetings, via t: -mail, vm 

Goldman S2.t:hs's research Website for dknts, telephone conversations by analysts and 
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salespersons, and as partu !" and ysrs' appearances un Lclevi ~ton, at seminars, and at 

in6.:suy con ft.n:ncL'S. 

5. The 2002 .mission s:atement by Goldrrmu :Sachs's U .S. r~~c<trd t dcpmrmem was: "Regain 

tJtll' pr<'>-eminent smus through inJcpcndet·.r, high -qu~liLy, differenwneC. product and 

service:· 

Rcsl!arch ant1l.yst assistance to inve~tmertr. banking 

6. Du:ill~ the Relevant Perioci ::-e.;t:<U-ch coverage by anal yl>ts (including at Goldman Sachs) 

was a fa..:Lur many issn,~rs took mto ac~ounl in awardmg investment ba:lking busines.~. 

The reputation of Goldman s~.ch~ ·s an~ l yst~ \Vas sonu::LilllCS a factor in Y.innir.g 

investrnt:nt bartk:.ng bnstne.'>s from cena:n issuers. (,oldman Sachs 'l> u~ of i;3 research 

nnal ysts for investment banking bus iness went beyonu simply relytng on the reputadon or 

its analy~t~; Goldman Sach~'s research anulyst<> a>st ~tec!. in ~valuating unu markc.tng. 

certain investment banking busi11css. 

7. Frank Guv\.:J'uali , co-head nf Goldman S<~..:hs's resear::h for :he :elecur::ummicmions 

sector. JOined Goldman SaGbs in mict-1 999. fn January 20()0. he e-mailed a former 

coikaguc at another mvestment bank: "It's been a good fmt 6 n:onths. audit.> [sicJ heen 

verf busy. There h<!l> nut O..:~.:u a day when we're not Lnvolved with snrr.e deai. s0 I'm 

leaming n lor. more about that side of Lhe business than 1 ~xperience.d at [Lh~.: oth.::r 

in·Jestment bankl." 

"Researd1 alignme11r·'pr1JceN8 

8. (n =onnection w:th ma.'<ing ~:overage d•~ct~:ons m t.'le cunt.:.tt of limited resources. 

Goldman Sachs impkmemed a Resear::h Alignm.:m process whereby rhe [nvestmenl 

Ba1L1cing Dlviston, the Equities Division, and the Research Division ''work 

collaboratively to insun: a strategic alignment of [Goldman Sach~'aj bn~ines.~ - thanhe 
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biggest opportuniti~s for inve:;tme:ll bankine and equiti~,:s we:-e heing cuver.:J. ihai 

(Goldnm1 Sachs] hart the right R.:~carch resour~es in ihe right pla<.:t:ii , and thnr. [Goldman 

Sachs's) Re.~earch rep11taciun for Independent and thoughtli.l: analysis wa$ ~usuined ii not 

~.:nlwnced." ln :he context of lnvesrmenLBank mg, Re~ean;h .~.l.1gnment "insur[e~J tlwr 

companies of ~lr.itcgic andior colllJil<:r~iaJ unpon;oc.: to beth mo ;md Research are 

coven;d by 11n analyst a."1d a banld ng team . ... [I] deal candidates !'or c;overage are L1o~e 

that are fr.Jnchise ddi ning. and/or those that offer a meaningful opportunity for 

signiti<:ant rc•:enue m the relativdy near term." 

9. Sc.;ror c:1puins we:e appoi;ned withir. invcsrment ba!l.king to "cnore:nale a!i banker 

reque;;L~ for R•~search coverage; work wi th IDD t..:al)l:; and ECM [Elllli <y Capital Market~j 

lO estn.hlish priority r~tnk.ings within the sec<or and reac.:h wnser.~u,; with Research 

counlt'rpam." 

10. A January 2001 re.search retreat reminuetl Mal y;;ts that investu1ent banking ~;ector 

captain~ w.:rc to ''(w]ork directly wi~:h Research :;outlferp!lrts £0 a~<: onnnn:es :md 

tio1ing" of companie~ to bt~ co•:erec and to " ldJetermino:: IBD pnonty ranki!1g or each 

company !leeding Research, i:x!uding rationale and :tming." 

ll. Kepresenlati v~~ uf wvestment banting and research mt:c periodically to revtew 

curno>wtes that were can<.litlalC$ fnr re search <:ovcra!!e. In Mav 2000, the he~d~ of 
' - ' 

research repor;etl: "Ot' the 63 companit:s highl ighted which offeree equity oppom.mittes 

0 \'<::T tlt.: next 12 months or which were SuperLcague targets, 40 arc now considered no 

longer acti ·,t:, 9 have been picked up by Research, and ! 4 ~ri ll need .:overag.:, based nn 

rec:.:nr bnnker input . ... " 

12. ' f11e Research A:ignmcnt prnceso wa~. 0:signed 10 e ::lSUrl' :hat til,. v~rinus inr.erest.:d ate>15 

of Liie J'ir:11 (i11cludb g Investment BarLldng and Equiti<.:~) had effective input into whicn 

i~$UCrs to cov!lr and wh~n to initime coverage. Goldman Sacils stal.:s ma;rhe research 

al ignmem r.li o.i not dicts t.e the substi4"1Ct: uf research. 

·. 



GfJldman Sachs 'a ~·omp.,ttsati.on structure rmd employee per.f'ormluu;P. revww sysrcm 

13. As with all professional en:!?IU)'C~ of the :i;:o, a::-tclyst compensation coru;istet.! of a 

salary and a dis.:r~tionary bonus . .i\naly~ l ~ompen$ation al Ook lrnan S ach:; w n$ ba$ed on 

many f!ll; tors, incJmtmg, amor:g other things. :he level of ~:umpcnsari on rhar ::.na:ysts 

\;Quid ..:c:mmt nd in t!1e :narke l fur their p:trticular ii:Ju ~L-y o•· sectm $pectalty - whj~;3 

n.llght be impactec.l by ihc level of investmem l>ankin~ activiry in rh~t s~:(;:or • v.:het!'1er an 

anal yst --~ :-:tllkCcl in broker polls, Gre~w~ir.il Surw!y. ln•tir..aiumd l!ll'e.r.or, and 

?t:tfonnance revie't'ls - which, as dtscussed bduw. often made referen~~:: Lu contribm1ons 

10 i::ve~tmcut b:lllk.ing. Analys;s rece.i vcd no formulaic or other compen>a:ior: w ith 

I'cspect to specific in vestrnt:nt baoking projects . Corll.ll1cnt~ in some e;npluycc: 

eval•Jalion~ indicat.::d thnt some analy~ts wc.te involvec in many aspect:; of inves1ment 

b~nkirg-relaced act[\·ites a,d rctlccte d ce:1.lb employees' bet:e:s tiac p:midpuiug or 

assisting in invc:~tlll<~nt bano<mg activitb, wR:; a factor in mea>ming the analy.st's 

14. Goldn.:an S nchs .ntrnduced a new pwg.tam m June 2000 to srrcagrhen ''tirrn\!.ide 

rn:lrketing ... incl uding how we leverage our brand , a.dver·cise, and in parlicul,)t', ~~ ross-

sell ... .'' Srrengtheni:;g cross-;;elling effons was defint:d u a "top ~L-ategic priority for 

2000.'' i\ $50,000 awu.nl v.as •: reated :o recogni,;c inrl.i vaduo.ls across all ilivisions of the 

firm who "cros.~-~ell or heip deli vt:r a sign ificant mandate to anmher busir:ess •Jnit or 

dtvision.n 

15. Ouldltlau Sachs explored and too k s tl;pa roward the developrrtellt of n pmenrial ''Analyst 

.'>corec<.:C" in 2001, lo Ulcasure rhe suc:es~ uf analysL~' woik, incluiling ''clie;Jt conto.c: 

and n:v~:uue gerterati<Jn.' · and "the analyst' .l invol·,;ement \l.ith IBD trnn~ac t:ons. and 

assoc iated fees [to be earnc::u by Cjoldman Sachs]." In COJlnecrion with lhio process, 

Oolemi!Il Sa(;hg <.::cared spread.~heers, for each analyst, listing !he nuruilcr of in~·esrmenr 

tr;maactions m which the analy~L was involved and the \Utal value of investment oank.ing 

fees :nvolved in U1osc trMsru:tions. Goldman Sacbs rletennined not to ~uplcment the 
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Analyst S•~ore.:ard. Had Goldman Sachs dt.~cirled to impk:n.::ut the Analy, t Scorecard, 

the i nve.~m:ent ~ng ce.al~ "-'i lh the large~! eHii:l<~.lOO re•:enues lO GolUn:.tll Sach; 

would havt: n::s u h,~ct in higher s~ore:s on the Analy~t Scorecard. 

i6. In Febfl!at)' 2002, Goldman Sachs mtroduced its Re, eaxh PentatHon. rhere were f: 1'<:: 

ar<:<t~ beu1g measured: pulls. stock picking. commercial, rt:v icws. and culture. Ao pan of 

!he :ommercial m~mrement: "anal ysts [were~ m t:l'.l!Ured accordi;::g to Ll-Jcir bank·ng and 

trading activi ty.'· Each analyst Wll$ required to Jden ti fy tho~e "itnnounced or chm::.l 

b~nk1:1g 1ransactiuns in your sector that took piace" du1ing tl'.e prior p<::riud .. f or e~a.,ple, 

in a Fcbruory I :i, 2002 e-roail, nn analyst w :1B told to incicate whctlle r he had "L·Hwduc.:d 

Sen•nr Management :o (iS Banking,"" Anendec Pitch," or '·Led Sales Cal],'' ano to "nue 

the ~caic of )'t) llr overall i nvolvement" ranging f rom m inimal to critical. 

l7. At: <.ioh:knao Sachs :.:mployees, incJu6ng nnalysls, wcr:: evnlu:ued as part of the ti nnwi.i~ 

"360 Je::.~n::.::" l'eview proce~s. Dllri ng the R<lkvtull Peri od, anal:~ts, li ke all other 

e111ployees a: t.h :int:.. were evab~tt:d rlOf only oy supervisors, peers, and subordma:e~ in 

ihe research division, but also by employee~ in o<her divisions and dcpoltlnents of the 

firm wit~ whoro the annlyst 'lad worl<.cd. including to • arying e~tents inv<:lltrncm ba11king 

and t::yuity snle' and trading. The evalu~tions that employe~s subm itted during the 360 

degree revie w prue~ss generaJ:y wero:: anonymous. ln JliOSt cases, e ven the analy,t.'s 

super• isor who <>raliy de.livt:rc(l !he yer end :-cview to the analyst did nm know th;.; 

identities of the employees who mat.:e comments about tle analyst. 'P-te ~p:.-ciric 

couunent' in :he 360 dt:~r;,;.c revie'.'/5 were nol si1own (0 analy~t:; bur cena1n comm~nl:s 

may have been dis~u:>sed or describ.:d i n ~ome ~a.se~. Rather, after reading all of 'he 360 

Ccgrt:c n::.,.lcws. re viewing other lJ.l dic:1tors o f pt.'.rfotmnnc.e :1nci takin~ into tccount hie or 

her own as$essment or the annl y~t'; perfonnan::e. :he ;malyl;t '~ supe0nsor would provi<i.e 

11n overall ~~ssmenL of the analyst' s. pe•·fonnanct.:. 

Comments about ILIIalyst.l in the 360 degree rc~iew 

18. Some employt:c evaluations referre d to inve,;tment banking revenue~ on u-ansact:ous in 

s 



whtch tJ:e amJy~t h~d a role ar1d tu ih•~ fact that a!l~ l y~ts mighL be invo lved in many 

aspects uf i nve5t':nent bant<.ing. 

a. For o.ample, nne employee commer.tt:d rtat an anal}·~t •.vas: ''Very hard wurking. 

focused ~nd eager to do a good job and win bus mess." He. $aid the nnalyst wa~ 

"Becoming r.nuch more proaoli v.:: ~hout shaing info "'ith banking. A gnnc tell:l 

player anu v..:r:• cooperative. Wd J 7'ocusec on banking issues and.G.S LGoldman 

Suchsl busine;;s u•.'cra ll." 1\nothc:r ·~ val uation uf the $Ume analyst comLnented 

that: "He i.; a gr.::ar help to the:: BallkJng frJnchise. Always wi:l.ing tu impart his 

expertiS<! and s<:cws happy to ta~t: the lime lo cxplrun compiex stratc~jc and 

pnwioning is;;ucs." A d1fferent c valtmtion of thi:; analyst staktl: "[Anal yst] tlkes 

:.thigh level vi' pi de tn his a::~aly:sis nnd work.. and has put out a number of 

carefuliy r~<>archerl wd well-wrinen pieces which are de:i:Utel: value-added to 

cl ients." 

b :\n evalu:1tiun of nnocher an::U :st stated: "Sh<.: d id a super job wiih the ffi client as 

well as invc~tors on L"le Coin star CSO .. . . She he.:ame n:urc coo1for.able over 

time that IB fee-paying poLC!ltial should be ~ consiC.erauon in her l.tn [of 

companies to cover!. Thuugb Lanalyst] wocked closely ~.~.-ith 1B puttmg her i niual 

Est logc:dlcr.L>malystl is fairly (.>nr.1et:ime-s fiercely) in~pemk:ut. 1 strongiy 

s:_tggest tll:l r she use t.'le reSI.JlJJce;; that IB of:'crs a.~ she works cvaluming 

compunit:s (.:: .. g. when chang ing her [frnanc:a.IJ model, pleJSe inform/consult the 

m team):· 

c. A comment about one analy~l ~tatcd: "Hard lu say how much of poor iuve$l.mem 

decisions hav<:: been because banking drove the uutcome." Anmher comment 
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about rhe same <malyat said: "[An~lysrj has a yery higll rnregri ty in h~r work.'' 

d. All evuhWlon of f-rank Gove111a!i stJ.L~d: '·fran:;: is swa.opcd an.: r.eeds help. Tih.: 

demand~ p:aced upor: him ny· his banki.-;g d~:ties Lin\:atens the very franchise that 

has allowed. l:im t•) bee<1me .s uch a powerful banking asset. frank is a very good 

analyst who is rhm.:g:1tful, u:;c:· friendly, t.-restive and tmaJly izaccessihle." 

A.wother evaluation ur Govemali slated "hi ~ overu\1 i ntegrity ~~ a strong t<.:an,,-e.' ' 

c. An eval:JaLiGn of anmne: analyse >tm.ed: ·'Then.: ar~ .~till rirr.es wheu [analyst] does 

not iliin.k cnmrr.ercially at:ot:t n client. Thcte have been Limes when [analyst} is 

gnmg co set: an important CEO target and nG one t rnm bar:;.:jng is l.:V<:n nwa:-e that 

h~ has the meeting." Another comment ~bout :he same analy~t saic: "Hi$ analysis 

i ~ considel't'd vr.;ry ObJeCtive anJ is w1dely u~o;;J by clients." 

Perfonnance eval~tariom· iriflu.enced compensation. 

l9. Tr.llning for r.ew analyses tang:r,t that tht:ir pelf<)rmanee cvnlnation :riieria ino;iuded 

"Revent:c proc!l:c t.:on ... [anC.:] 360° feedba;;k. from TBD bankers." 

A nalys f buyiness plans 

20. During tho;; Rdcvont Period, analysts were reyuired to de•:el<Jp business plans that 

Ui~cns~ed a broad rdJigC of areas such ~ what the analyst ' a pl1111s were for Glooal 

Resean.:h with respect to buth ;uwlucrs and ~cr>'ices. what maj~·r inve~rrnent theroes th<~ 

analyst wouid develop 1·~lntmg m hi~ ur b~r covcr.tgt: uui\·~r.~e. and what investor 

conferen~cs the nn::.lys1 had. phuH!cd. One of :he m~my such ~atcgories covered by the 

busine:;s plans wa:; how the analyst planned to as;;ist tile investment b<tll.king effortS of .h~.: 

firm. A.:; uoted below, the bu.s'incss pl~.s induded questions that implied that the 

rcsc.u-ch analysts' ~umrii)Ution to the fitm 's i 11 vesm1cnL bat~k;ng hu~i ne~ss plun wae p:>r: of 

their job. Bu~im:s; ptan forms a:sk:xl ana:ysts to <::X plain. :1mong olht:r thill~: 

a. "How much of your time will be devutcd to !BD'?" 

b. "i\l-e you tt~ingfl11:Jnaging: IDD ;.:f!:'c.:tively? H()\·: can you work mort: .:frix.nvely 
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u;ith IBD :o exploit the vppottt:niries ~vai.ln ble to ' heJir;n? What spe<.:ili<.: 

opporu:niries do yuu ~~~-~? Do you have a'ignme:tt - rlo you have counrctpar.s in 

LBD you work with ro approu.:b..bustness iii an integrated f:!.S;~iou? How ca11 IDD 

r.d p you in conferences , c!i<:Ilt Jueeti ng~ , etc'?'' 

c. ..What swc.c~ do ym: plun to add at current team s:.Z.,'? . .. Have you discu~s.:d iht~ 

coverage with .:~::ll:•:am IBD, .Equities and mher users?" 

d "With ••bch corporate~ uo you have a bctrer rekrions:tip wi;:h ~enior management 

th nn ffiD does'? How will you use thnt to enham.:e G.'i business ~pporm11iti es?" 

2 l. Analyst respuns~s induced: 

a. L'l res!J<ln~e to the '!U<.'Stion: "What a."C the three most important goals for you in 

2000"" one Mnlyst :-eplieJ: ·'L Ciet more in ve~tmem bank.ing, revenue. 2. Get 

more mvestoent b<!.."lking revenue. 3 (iet moo: investment banki:1g revenue." 

b. Another <W3lyr-L con:menlt:LI : " rvry two mu.st imponam w mp3oy specitlc re~e::arch 

rcfl<lrtS in 2000 wi ll li <e: y be the i:ririattnn of coverage repor:s of the l\~0 I .ann 

A.I:leri~a:l <!-Finance coopauies that we may 11>0 t~1is year." [.A.n !PO is ii.J. ini~i::.J 

pul)li<.; <:·ffering.j 

c. An a:~d!yst expressed the view tha! "flel'iblclopportunistit: rcsc.~rch can be<! bi~ 

bu~mess driver fvr GS." Tn discussing "Lessons Lcamed.·' the analyst also 5tar.ed 

that: "Rcptttatton:;: issue.s su1rounding thi s busmess dcmanc:! thnt we properly 

manage if' including "lneependencc of He~ear~h." 

d. In xsponse to the gue,tiou of wh;ch f;nns prr:;ent the coughc.st compention t<O an 

annlyst and whaL the compe:ition cU~.:S better , one analyst rema~ked about the firm 

Sanford Ik rn:;tc:n: "Bem~l.:i.n a ls ,., gives u> a n m he~ause th;,y have equivalent 

t:lMpower tO what w~: have. hm they .:over nnly about hat" as many stocks and 

don[' lt have any b~11king busin;,ss. We just have au inc redibly diifi<.:ult rjme 

beating rhe thought leadership these guys are al,le to put back vn ibe :ahle as a 

result of that focus." 
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At~al.wts' assi~wnce to inv~stment banking 

22. An Acgnr;t 2001 pre$e:-tt;<tion to manago;:;rs nf tl".e nm·~'U:ch di\ision on R~.:;srch 

Alignment stites: "TI:c inrliv1dual ~ompany covc:rage provided by Global Tnve:ltmer:t 

Keseru-ch hdps dnve the majority of the fi!ID'S Jnrgest bu~im.::sscs, from winning 

finam:ing deal~ 3nd ad~i~vry busmess to ubt:unmg orcer> in :he ;econd;;;-~ mnrket." The 

pr-;;s.entati•)il :Eso stale-S: ·'rhe Resean.:h Al <g.lment pl<)ces:~ was devt:iupcd with !he gual of 

quar.tifying, at the mdi1'idu:!l compnny, ir:du~t:;.· and 5--'"Ctor !.;vets, the available revenue 

oppon.:n<lles to C\llJrnan !)achs on buth rhe Eqoi•.i~,:~ (trading) anti JBD (equity issu:m~~. 

h•gh yiekl is~u~n,~e :111d M&A) side~ of the bus.iness." On the i.n•:estmenc b:mtung s•de, 

thi:; sss<stance inclutl~,;tl , ~mong othe!r tltiog.~. idemif)'iilg pmem:al in'c~tmentlianking 

opportuniti<.:s, 3SS<~ting in pitching investment bnnl\mg busin.;ss, and assisting in ~cl ltng 

sennities heing 'Jnderwn:tcn hy Goldman Sachs. 

23. Analysts a~sislCd investment bank.itlg at the finn by using their knowledge of particular 

im.lusr•;.· se.:tors . .mu cumpnmes within thn.~e sec:ors to identify po:ential investrr.ent 

h:111king \lpp<)ritu1ities. 

24. Au nnalyst wrote to an invesrmenl ban1<0r, Wilnting to "har:nonize wi th you strategi~.Uiy" 

to ?~uc .u! inve.-;tmen' banking oppor;urut: with one of the ~ompa:~ies ir: the technology 

s~~ror that che Re~ean:h Division w~nt<.:d ro cover. The annlyst sugg~lt:<.l offe nng 

reseo.rch :;overnge of &,e issuer to ~ m a pv:sition to oblliin inves1r.1ent b.u"lking business. 

25. A wjc!ely Cistribut;;.<.l 2001 e-mail discussed "an /nl<tmal U.tt? Only repurt for Tnvestmo:::nt 

Dan king iu ;he 1\mericas highlighting Rescm·ch news on pot..:a tial mvestment bankmg 

actiVity in eac3 $t:..;lor." The "report will provide uur bankers with a record nf our ide~. 

a.nd cred\l wlu::n t)UJ prescic.nc.:c lcarl., co o. trun~a..::tion ." 

26. In Ocwoer 1999, an an:J.lyst sen: an e-mail thanking equit>· sal~pcople and pri•taie we3lth 

management representaTives at Goldman Sachs for am111ging investOI:$ fur 3 non-deal 

ro;;dsbuw ror company rnanagc:nent to present R potemial sl:are repurchase :o pott:ntial 

. -. invesTors. The ua;- after the roadshow w~:s completeu, the ·:ompany aw:.rrccd Goldman 
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.,-- ' · 

Sac.:h~ 3 mDndnte to :epur:.:hasc 5% of the c.:umpnn i s out$tat:ding smc·.<. T ne anal y~t tuld 

the.: salespeople and privn:e v.-ealt'l managc:menr re-;:orcscr:wri ve': "your effL•rLS have 

already bomt: posiTive fruit" becmt~c.: . "(h;ldman Sachs received the man<.lat.;: for (this 

share re purchn.;( as a direct ;:~::ware for the wutk you all di~" 

A~$istanr.e in makinJ: pitche.~ 

fn an April20. ZOUU e -mai:, an invc.:>tJnent ban..'-'er told two :malysts at the.: finn t'l.:u in 

preparation for an investrn<:nt bank.in g pitc.:h 10 a potential bsut:r [Loudcloudl, that tb: 

~0Lnpa:1y >uggesto:u tha; rr.e analysts "come prepared to S f.l .l..'' The bankc: proposed 

that part of rh<': pttch incl ude: a dn1ft research wpott on the pot,;mial is:;uer so :hat 

Goldman Sa::~~ ;;ould sny "we are so c..:tc;ted about l'lc srorf tila.t we have.: aiready l:egun 

writin~ the ret~nr:." The analy~t ?•'ed tcte<i (0 th.: investment b:1.!lkcrs: "\VI! \VILL Wll''-1 

THTS !'vt <\l'l'DATE1! !" 

21>. Frank Guvcm~ ti was cred:teu by a G•lldm~n Sacbs hanker a~ the:: dctc.m1ining factor in 

wi•mtng an earl : 2000 lPO for a iore:gn is.<:uer: "Fr""'.k wr..~ fully invoh·ell iu pirch1:1g !his 

and lhan:.<s to htm, -,:,;e receive::Ll ~ ~nle-book mandate wit:'i Joint k a•1 of l:lnother 

1nvestr.lent bank]." )doreovec the b<.tc.ker told mhe::r <maly~ts ·'your input will be cntical 

to the success of this IPO." 

Assi:tltutce in t ."plainin:: ami marketing I POs to institutional im·estor t:lients 

29. Analvsts often a!~Sis;~d •n marketn~ tl:e securities to be w !d in an IPO. One issuer's 
' -

"Leacl .Banker Selection Criterin" s:med: "N.:•xi ;:o understantl euulill.itment of seruor 

analysts IP.at they wi ll he the 'le:i<l' research analyst on IJH! deal and in the.: aftermarket." 

Thh "c::unmitmem" wa.:; um.lcmood 10 inciuJe the following with rc~pect to analysts: 

a. ~sj:ending tioe personally •.vi tll the CFO 10 refine IJJc fiw:11lcial mocld <md dcii•·.c 

appropriate TPO and ongoing business metrics.'' 

b. Assisting wiLIJ th~;: roadshow presentation. 

c. "They personall y will pro-a~; lively rnarket (tht: i5st.~erj tn tne institutional 
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corrum111i t:y and be available on a ro;;:,;lJiar basb to respond to imtitutionnl ir.vestor 

quest1ons." 

30. A March 2001 pi tl:hbook stated: "L.,v.erag~ :h<:: role of r-eseari:h in marketing L:1e 

[issuer' sl story." 

3 L An anal)'~t .;ommentec abl.lut m issue:: "1 hllve been o:>lH r.gsres:;ively telJir:g the >tory, 

"7 .)_ , 

August 2, 2000 ro over S60 on Augus t 25, 2000, the day of this e-mail. 

Res?(mding m :omplaints by a potentia! is~uer at:out a downgrade of the secwr, an 

3nalyst rclci .be porenm.l issuoor: "B,)th [analysl] nnd r conti r.u~ to v1ew :he [pur..;;:n ial 

imLer] offenng in these dirli=ult mar~et-s [n~) our highes: priori ty, ar.J rcn1a1n commilloo 

to doing everythiug we cnn to gt:t ~~s to a su<.:u:~sfnl outcom,; over the coming days nnd 

beyunc!. . . We continue 10 L<ie every <-'ppor.:unity in.:luding cEe;:r :.li~cu>sion ~ of t.1e 

wacro enviruno .;nt to highlight [potet1tial issue::r's j short aml \uug-;e~m differctntiarioJl 

against a lor of the publk ::m.1dels: • The aunlyst clo:;~d by ~n~~ng: "Ag:riu, l wanr ro stres~ 

rhnt both {a:1.ru;•stj and I remain t:ommitred to th.:: short and luug-tc: n-n succ:ss of 

r polc:nti >11 is~uerl. " 

The tim I! and effort cxperulc111 by analysts to aHist in vestment banking efforts varied 

33. In .;t:lf-rcpnrted t:me esrimntes for 2000, ooe :malyst esti.Jnmed he spe:11 40'il> of his :i0c: 

on mvesrment banking-related ccti \'jt,es while another analyst <.:siimnted his in 'e~.llllclll 

b<mkin~·re l ared activities consumecl 55% of Iii; 6m.:. 

34. f!usine:» plans prepared by ao<Lysrs mcludec an estimate oi huw much of the analysr'.~ 

time not eevmed to Rc:sc~rch would be tle vor.ed to e:.tch uJ f~uu divisions vf th.:: firm, 

i:lcluding lnvestm~.:m Banking and Eqoiries. b 1999, di fferent analysts estnnmed lhey 

would spt:nd l.lerween 5% ami 75% of their non-Research time:: on Lwesrment Banking, 

witich inc ludeC. al! merger and acquisition and finam.-ing flcrivJties (di , ic ng 100% of 
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th~:r nou-Resear.:h time nmor.g the lour di·.~siuus li~:ed ir: the question). 

Research aligm11ent 141fecfivcness 

35. Golriman Sachs's ·'Global Investment Research !BD AJ.ignment I'roc•~s~" wos 

summariz<:u as follows in 21.i00: "US bve~tment R~~earc:-t appc~r~ to be on the nght rrack 

with our LHO .ilignrr...:m inl[iative.'' 

a. ' ·[R1e:;e~m:h analysts, uu 419 differ~nt occasions, snlicite<l 32f) truns;;.ctiond in ;he 

liw 5 y, mon<h' of ;bis fiscal ycnr.'· 

o. ''Research wns mvolve<i iu ti:!% o f :!ll ·won bu~iucs.~' sclicllatiol'~.'· 

c. ''R-:scnrch was in,oJved in 49% c-f ' lost business' solic.:itmions: · 

c. '·Only 4.3% of all rBD 'lm;t bu ~ iness ' was attributed to l;;.ck of research 

co...,crage." 

"fR flnvesliUCnt Res~rt;h] was i:woh·cd m J l mcrzers amounting to $56 bilt:on:· 

r. "IR was involved u1 209 ti nanf.:ing transac:tions nm repurtcrl 1n Mark.:tV.k1w 

amounting to :SX3 billiort." 

g. "In addiuon to tir.anc ings, US rn. was :nvolvcrl in :l sig:nitic~~nt number l•t' merger 

advisor:.:.,. sol.ic tlations, auc o1her lHU1Sncrions whi•~h have eith~r nni yet clo~ed or 

v..en; not cupwrei.l [in the] dat«.base." 

J,.fluence~ ufim•esrmem bunl...-illg pt:rsolmP.l on r1.m:urch and the timing of research covera;:e 

36. fn at !~st some ins;anct;li, analysts sent rJ·aftS of rcseru-ch repur:s to inve:;tmem bonking 

bdore publio.:izin_g them. An advance· copy of changes to a 1·e~earch report was sent co 

r,vo t:mployees in the i nvestment banking division for their <.:ulillm)nts "to speed up the 

appto val proc=." 

'J7. ()ne anal~!:>t stated in a busiltt;S..'i pian: .. Since nur banking t1es ~~ so c lo~~ to eaL:h one nf 

the ~.:ompanies memioned ahove along with the .fact that tht::sc co~npnnies are du-ecr 

compet:tor~ widl each ocher, it is incredibiy ditficul: to voice strong opinion:; in tl'.ese 

sec tun.." 

38. -- Ill early 2000, Goldman Sach~ inves011ent banking cliem ;,As.k Jeeves'' e~pn;:;sed concern 
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chac Goldman Sachs lt>~d yet to initial<: :cse:lrcn :;overugc on <he issuer. The i~utor ~­

maik:cl Golrlm.an S~chs's inve~t:.o.:nt hanker ~aying its stock was "dropping Jj ~e a mck," 

i!i:d smung: "Our hopes '"ere thnt a buy cov..:rage from our leaJ !Janke: mrght help 

stsbi li7.e the stock." Goldnwn Suchs.'s inv.::stlnent banker~ complo tned to analysts V>'hO 

st>!.teci that "[ w ::111 t'e~:1r:h comroJtm.:at committee :l!Jpwval and an improvcm~ot in the 

market, l'~search coverage i~ iro.m.inem." 

Discussinn of research ''ll(Jahilitics in (JoldiiUJil Sachs p iu:hbooks 

39. Some Gc)ld tnan Sachs i:we.s tmc.:nt booking pit~h:::s included a discuss: on of rhe henefits 

tte issuers •Nculd rec<i. vc from GolcL-nan Saci1s re.sean:h. In some c:lses, t'1is includl:d 

reference to Oold.man Sacns re~;~ardJ nHings for other companies covcr(:d by Goldman 

Sachs anai ysts. 

Ex11111[1les ofpitl.:hes fenturillg th~ rul~s of analysts 

40. An Oc:ober 2COO ;>ilt:hbook for GenePrul CX?lained the "(rjulc of mve.-;tnem researd1 

analyclt." as "Greati ng the story . . . Jll"rketing ' he story . . . (andl following the story." t\ 

pitcnbook for J\·ll'S Investme nt Management included a lbt of the vanous ratings 

:;>rovidcd by the analyst on tht: companies he <.:uvcrcrl, stated a "[g]lubal sales effor: led by 

analysis," and c:;ntai:lud a dtagrom of the 10le of analysts in ~111 ini tial public offering. 

4 l. A July 2()()0 p1tchhook co Crown Cmrle said '"G-oldman Silcn; has be<.-n a cortsiant hu:l on 

the tower $e<.:tor'' <llui stated the fact that "lioldman Sachs has placed Crown Castle uu 

cur Ro.:cor'lmended List, our Finu· > hrghc:st investmo.:ur raring." 

42. Anmher pilchbuok S<\id: "(Goldman Sachs ntmlystj h;u; sold more stock than any r<.:s•:acch 

analyst in the sector.'' T.1e pilchuuok provided a li ~t of otner companies c.:o~cred by the 

analyst - none had a "Market l.. ndefllerfonnd' rnring, eight had Mm·kcr Perfnm1er 

ratings, four v.crc lisroc a~ ?.<larket OutpcdonT.ers, and five. v.cr.:: on the firm' s 

Re<.:ouuncnded 'List. 

Go/.dm11.n Sachs's investment bankers had input r:nto re;·earch cnverage dctisions 
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43 L·we:;Lr:~ent bnnking and equiiics person:1el had inpm inlo tkcisions regarding rhe 

b.itiauon and termbaL1u11 o: resenr.~ :;ov:.:rllge ;'or certain issuers. 

44. Oc July 12, 2000, Gold1J1an Sachs lli:>ig!'.eC. a :v!arkel Ontperi'onner ratint; for RST. 

Cnmmunicatio;~n> . .By Occoter 11, 2000, tl'.e sled.: lw! C:mpped bel1.'w .$1.50 ~o the 

a:ul)•sl ~eut ar e-maillO Frank. Govemali aski11g '.vhen Goltlruau .S~cl-.s couiC drop 

:.:ov•~rage of RSLC. Goven:ah res?ootkd: "(iood qcc[sjtim. TT Call the l>a:lke:; .,ocn 

45. An inves t;ne.nt banker 1nfom1ed an ;.;ndyBr 111 2000 that ;he head cf res.:ardt ~lad approved 

"droppin3 coverage cf Olympk S!l)ei tTIUS) and Hirmingham Steel (Hi'R)." 

41i. In Scpter.1ber 1999, an invt!stme-nt b;;~nkt.:r senr. ;ll1 e-mail to nn analyst stali n::;: "Our list 

for you to publish on from the !BD !wnt is (in •Jrdcr): . . . :· Fiw issuc~·s were then listet.! 

( l'u\lf of which were bv~;~t!nent bunking ;.>ro:•spectsj. 

A 360 eegr~ r.::view of one analyst :5tated: ''Initim~n coverage vr . . . [two examples 

citcclj promptly after being co-mnr.:1ger u11 the initial publ ic cffenng. NOT ?iduug np 

coverJge uf [aJJorher t:Or::lp;myj ~ the .::ompany stiff-umed IDD wC.c11 ~electing 

LmdCL'\vriter:i. ,. 

48. In .li!Othe~ j60 degree review of 311 nnal;--st, an invcstmem 'nnker ;tared: "we have 

prol,ooly pt:shed her imo rese;1rch on cuul!)an•es 'Nher~ mayL;e ~he shouldn't ha•c i)een or 

we diu not lw:e rhe c!ie:~t tirrnly cotnmit(ed] enough on business bt:t'otc she covered 

them.'' 

4~). In 2001 a:1 invest=ne:lt banker an~pted "to squet.'ZC (an ar.alys;] :~.bout ncceler:uing the 

!i1nc irame for pkking up lcoverage on Time Warner Te!t:comj." 

Analyst riiscussions 11bout research 

51). In Mw-cll2001. an analyst tulJ ilcr super•isor [Govcrnali]: "I eon't feel comionable 

going on the call anJ pounding the table when r JUSt can' L ~01111.: up with a way to justify 
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t:te fa,;c thnt (i\'fFNX is] trading at 13 times 2001 re•:enue and I .:au' ! thmk of any 

cntaly~ts except that it'> funrlamentilly ur;c of the best pv~:iioueC. companies vut lherc 

and it"s reamur.erl _o:.< earnings] guida:n{:e.'" Govemali 1e:5pnnded to the :mal;~t : "lf you 

can't reo::om.mend it now, when it i$ tr:-u:Eng at no::arly sU u me low(, l]hen it sh<)o.rld be 

puiled from tl:e recumrr.t:n<.lcd list." Tne sup.;rvis<_:>r then listec:nuluplc rhing.~ :he a:-:alysl 

could use to ~ay good tll rngs ahout the i~ -~ ucr, concl uding "wll.ile rh o.~ stock may not soa.r 

in the nc.~t couple of momhs, it will prohahly bcu.•cc bnck a linle, and uvcr the re:<t 12 

rnonths, $ignificantly outpcttGnn. I'll call you 111 a bi t." In the cud, !VfF1\"X remained on 

GolC::nar. S:-ocns' s Recommended Lis; umol July - when the sroc:< :1:1c IL""t'pp<:d 10 $l.fi0 a 

$llnre. 

5!. On July 21 , 200t"l. Goldman Sar.:hs was preparing to begin research coverag1.0 on Storage 

2'let'<•Nks. The anal y~tl!n:: p~ring the report said: '!he jDiscountcd Ca<h Flowj tao of 

[rhe finmt<.:i al model] show.s t"tese r-~vc:ltles applied, aml1 ,:annot hy any stretcl: or a 

varia hie come U? with a stc<::k pn.:e rr.uch if at all ahove lhe .:urrct:t Jeveis." He ask;d hi~ 

supervisor· " What do we wa;1t to do'/ .asstgn a siHHl:: sr:~rc it.y premium? .. . Or do we just 

pick:: up ~~:rhout a price t.:rget :lnd an M[arlu!tJ 0(U£pe:-:tc1JT'.e( '?" f'ourcays later, 

Goltlman Sachs miriated .;ove.ragt: with a \-!arket Outpcrfonner rati:1g. 

52. Jn Augo.:st :2000, Jamc:s Golob, Ihe co-head ut glohal telecomrnunkations servtces, wrme 

f rank Govc.rnalo, t.he other co-h~~tl. about. rhe "mom:l.lolls sotuatio1n where our s\:Ctor has 

been rank:ng ior 3-4 months and we globally still have a m~jority of $locks as 

R:\:commenedJ L(isr js as that i> all the salesmen and cloent.s care about". Golob 

~uggested d1al Govcm~li at leam consider the approach he had taken: " IJ1 Europe, we 

have round rllat :1onour is presi!J'V.:o.l :.r "'" have a stoc'- a.. e.r: ,\.l(nrkcl] O(utperfor:ner] 

and the companies can't cornl!lai.J1 because fit'~] bc;t!CJ' than an M[arket] P[erfunncrj." 

G.wemali agrrec.i. :;aying he planned -:o re-ratc rr.o~t of the CLEC~. which is where rhe 

problem is most egregious. Thr:: ratings were a residual ti·om [a depo.rted analyst], anti I 

never :::-tangc:d then~. not wanting to disrupt things too mucn. D~r. it.s riilic:.llous. I've 



already rm.a witll the hanker~, and plar. :om~'"" most of the companies down to .:VI[arkel] 

O[ctpc.r:·ormer]. froo R[o.;.;ommencedl L[i~tj be fore [another tulaJy:;r] rakes Qver 

completely in Sc:plo::mbcr .. .. T don' l ·Lhink T woulu o:: nd up leaving only 7.5% as 

R[e:ommer. .... lt:dJ L[is;j, hut che prt:l>(;Ul G:!% l:i ridh:uloll.~.· · 

53. An analyst a.~ ked Govemali in Apr.tl 200 l wh(;.tliC~ she shoukl adjust the ''rating m d price 

la:-ger" for 360 Networks since ''i: is c:ear that T SIX b wonh 0.'' Goven:aE ~ugg<!~ted 

that rather Limn .:bnnge the rJtin!;\, they might "elim.inme rhe price larger.'' Re expre~~ed 

conc~m that: ''Changing the rarjng.~ nmv is probahly not a good idea, because from an 

c;m'liders per~p...:cti·Jt~. who doesn't know anything, it r:oay look like ;t LlcJarec. rarings 

change . . . :· Gcvemali wa~ cGnce:'ltec that CN3C might ''[make] fun oi f!he a..,al)'$t] or 

1.he air." 

54. L1 August :moo. the iss~:.:r Mpower was included .n Go;dman Sachs' s Recommem1.:d 

L.i.~<. :\t thilllim;;;, Mpower's stock price was droppin!-l Hl[1idly . Tne analysrs descnbed 

the ~lock drop a;; "a death ~piraJ." One anal )'~t questioned whether the drop w m; dut.: to 

investor cuncc:m over 1:1 ilnagement ar the company. The analys: cov<::ri!lf: Mpo·••er, 

r~spooded rhat the price drop ·,vas "just the: sh:nch of realit~· Wl'litmg rhrou~h :lK.: ai~.'' T he 

ether analy~l :·clr some vindication over rhe pric::: dmp. commenting that Onldman 

Sachs·~ .nvesrment bank.:.:zs hr,d maligned him ' ·for lm•e.ring the l(lrice; :a:get front .s<nprd 

heig.lm lo tht! lltcrely absurd." 

55. In.:Vlny 'lOOI , WorldCmu had Cioldman Sac.: hs's highesc rating. Gm-emali wlu hls 

counlel}lart ill t:urnre that be '".vould ha•:e loveJ to llave cut rating~ long 11go. 

Unfortunately, Wt! can' t '~uT. lAT &T], bc:causc we're ess.:nlially re~tricted tho:~re. AJl.<1 

wil'houtcul\ing [AT&T), there. i.s no ccnsi:~tcn.:y in coning WCOM." 

56. A:su in 1vlny 2.00 l. Governali lold his counterpart in Europe: "2001 :::stirnate:; among ~ell 

side anaiysiS. and company g~:.idance, are stiJi to[ol hig.!) for 1nc~t companies, and long 

term gruwlh rme a~,;umptions are Luo hign." IIe ~:titl: ''A~ analyst and t:OIIll)any 

expectations fall , w~;; can get more positiYc agaw ." 
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5i . ln May 2.001. Govemali apprisr.d an inv<:~tlll,~nl han:,~r char nn analyse at another t:Um 

:.ae just dow:1graeetl L VL r [Level 3 Coa uT.unicatioas J. tlovem:ili saiu J:c .. share[s] 

m~ny of the ~amc concems ihalthis.analyst has." At this time. dlld for nnother six wee~ 

afcerwarcis, Goldman Sac:ts oaimai ned L VLT at it~ higl:est rdt:ug • !{~commended Li~r. 

58. In a March 16, 2000 e·mail wirh the heacling "GBLX [Global C:ros;ingl - l think they are 

i>ullsnitring us," an a.,a.lyH stated lhat rhe :orr.pany's revenue guidar...:c "doe.~ not make: 

aC~y sen~e . ... [ th ink the answer is they w<mtcd r.o obscure ~Oillt~th i ng sucking C(tSh t1ow 

c.>ut of :he coop;;::ty . . .. They are b.iiling behind the cumple~ity of their accoonr ng." The 

is;uer remaiucd c"1 <Toldman S~tcbs' s Recommencled List. 

5'J. Om.: ~ naly~t's se:f·evaluation '" a the 360 degree revit:·.v stllted: ··a as suoordinmed 

persona! prei't:rt::nc..;s on recommendations [ci ting two examples] for 'cnmmercial' 

reasoJls.""~ 

Research ratings 

60. T."l..: percentage of issu.::> (>e;ng assigned ;,1ne of the top two i nve~tment nttng~ 

(Recommem.lw List or Mar:~et Outpcliormer) rangt~d from 72% :n the first quarter or 
1999 co 50% in :he la~t l[U<U'ter of 2001. The percentage of .:ompanies ai$$ign.X a \1arket 

l lnC.erperfomt~r rsri ng never ro:s.; above 1.1% duritlg ihis time. 

lu some instancn Goldman Sachs l entLiflaU•d research coverage on i>sw1rs withorttfint 
Jwving reduced us research ratings 

61. The numbcr l)f companies for which Goldn:an Sad:s ceased provitb1g re.o;e:lrcb co--.:rage 

increased from one in ""rly l 999 to 280 at rhe end of '2001. Some of these cornpo nie~ 

n ay havt:: :.lct:lru:ed bnnkruptc; c.>r ceased to exist t.lu1ing :his period, while ot:le:-s were 

drob)ped he~a.u.~e che ~ovt.:ring analyst left Goldman Sach~. ln some cases, GoluHwn 

Sachs ceased co,·ering the :om pan y witho1:1 first ha~~ng downgraded it~ rdllng. -\ 

Goltlman Snchs analyst asked wh~~ther this wa~ tile "pror-er proto~ol with respect to a 

bankrupt company." 

Commems tu insti.luti.rmal investurs, intet7lal obsl!rvations 



62 . He r .. veen July 1999 and Ju;y 2001, Wor,dCom had Goldman Sach~·~. hi,Y:cst in·..-e se nent 

rating- iw:h•~•on on the flm•' s ''Recorr:mend~d Li.,t." As noted abov-e, the 

R~commended List r.1tin~; mcnns "exp:;<:t~ to p-ovice price g?.iJIS of a: lea..~i 10 

J>Cr<:enmge points grC<Ltcr than the market over the ne.;<.t6-1S months." In Apri l20U.l n 

hedge fund cu~tO.:D¢1' ;hat had a shorl-!erm ir.ves:mcr:t hori7.r.n asked Gove:-r.aE: ·'wcom . 

. . buy s011 or hold here ;J.t [$j2.0"'? Ciovemali Tesponded saying: "sell." Three rr.omhs 

later, Goldman Sachs downgraded th~.; stock nne step :o a 1\-tarket Outpe:fvmtcr Jming. 

63. In F ::oTuary 2002, a Goldman Sm.:hs a.nal yst rated Time Warr.er Tekt:om ~s u Mo.rket 

6., 
~. 

f'erfonner at a pric<: of $!1./5. Again, this rating relate$ to a tirre outlook of 6-18 

months . On f ebruary 2 ! , 200'2, the anal yS'l was as;;:cd by another h,;<lgc fund that jad J 

$l:Ot1.-lem'l invesunent hof..zon at whac price h•~ would then buy TJme \Varner Te!t:.cum . 

the analyl>t 1\:Spo nced.: "S0.25," ptOIU!Jtmg a '';Now" from the inve$tor. 

Oo June 21. 2001, Lh.; .;overi ng analyst <luwn~raded the:: stock .E~•)dus from a 

Re-~onun~.:•~dec L1st rat~ng to MIII'ket Outpertormcr. 8oth rmings hJ.vc a lim<! h•1nzon of 

the next 6·13 month~. !:> l1on:ly before t:~.: downg:rade, tho:: analysr met with at Jea~l two 

instirutionol mvesmr; who e-m:l.ilcd tne ar.a:yst after their meeti..;ss: 

fl. An institutional i nvestor wrote the 311lllyst on June 2 L 200 1: "1 wanted to wri[¢ a 

quick email to yoo :o T:iAN K you for )'UU!' candor when you came into our 

ofliceci and gflve me your teach-in on the comp<my. You gave me ;he unbiased 

vil~w. told oe the negatives I neeced :o know - - and ·oas:cally g~•c n:e tl'.e ammo 

I ncudcd to prevent n:y PM from bnymg the stoc k. [Exorlus].'' 

b. An•• ther institutional investor wrote the analysl the Sil.rr.e day: "I TcaJJy 3ppreciote 

your ~traight l'urwaru :.)mmc ms '·"' .EXJ>S during our cunvc.rsnfl<':n l:tst week. 

L.>oks like our worst conc~rns ·.vere realized ye::~tctday. Fortunately, Wt! ·.verc ~ble 

ro get om oi our ll!l;( piece at around $5 anc svo1d the rec:nt :.:arnagc i.n the shares. 

Still painful. bur i ;. sould have been " lot worse .. . thanks" 

65. A comme:li abou[ one ?Jlal}'lll in a sales force st.:rve~ :scid: "His im·esrment 
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re:;omr:J.;ndatl<'lnr. hiO.ve been abysmal and whil~.: 1 understanu h" COJrununtc:ues wh:;t he 

n:al!y ;hir.:>C:n o :1 se:e[:: )t few, his puolic :atings have bt:t;n an emharrassme nt to the finn." 

66. ln the 2002 ar:~tly~l rcvi~w rrocess, an.invc~tment b>tnking vice -president gave this 

e valuation of an~:nal yst: ··He aho understands hov.• to snade his comocnl:l ;o m inimize 

the itupacr. nf ntgati ve comJTieuts." Another commenter saiJ abvut tllis nnai yst: "highly 

comrr.ercial yet rr.ain:aifls rese=h intt::gt1ry." 

Drqji resean:h reports and exp~cted research ratings were shar~d by tZIIalysts with ism~rs twd 
Goldman Sachs's investmeu.t bankers 

67. Goldrt.an Sachs's l)olicy permitted wanngement of covered comp:mic:~ cO rev:ew draft 

r.::s•:nn:h reports "as lung as r.ny response i~ l.!mned to coo.:ction of :acrJll inac..:uracies 

or general ir:Jicminns as to L1e accura•:y of projections.'' Annlysts were iust.tl!cted that 

'·rhe at~o.lyst'> recomm..:nJarlon [lclretgraph, investment ~uuutlOt)', as well as any re~t:rcnce.> 

to other companies mcluded in ~he n:po1t must be uulc:~d prior to Cistribttt.ion to company 

rnanagemenL·· 

68. Goldman Sachs's pniK}' fi.mher p.:nu.itred analysts to give investment bauke!'s and 

c;ovc:,·ed :ompanie~ a "hl:ads ur" on the rat.iug :.n he assig:nd w a company after :h<.: 

n:arket dosed rh e day oofore a n:pott w~s to :sst.:e. "You may convey the conclusions of 

[pending: :ese<ttx:h l to IBD/Companies outside trading houn;. for example, you can alcn 

banket11 h:ld con·.pames just befun: tl:c .\1oming Ccll that you are about tu make a 

m0~111111gful change." 

6!.1. In February 2000. an issuer whose ~o.mties were bci..ng underwT.tten by Go:dm.M Sachs 

[!'<et '2.0001 was engctgcd in road!\how preseutm.ions ro polenLictl investors. During the 

roadshow F-t:riod. an analyst sent ::-;-.:12000 11 Craft fmar11:ia: mor.el for the compan)'. The 

issuc:r then complained to Goldm~111 :;iachs's investmcm hankers that \h~ analyst "did net 

butld a separ.tte :noucl for <.iS in suppon of ou.r roadshow ... [anu n]ow our concern is 

that whil~;; GS's current estimates (iL wirhi11 nur foreca~t. there .ts very little room [ur .::rror. 
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Specifically, I am r~qucsri:lg that GS estimate a 'li60:Vl nega:ivc cH lTD A instead of the 

current $57:Vl. Our prr:posed estimate c.~sul ;s in only ;~ HJ% :ushion. I 1hi nk this will 

~n;ure ; ha: everyone·s int~::n:st and c;.-edibili ty is prorected." The :malyst ~.:hanged th•~ 

monel to incre~t: tile :~e~ativ;:: .EBITDA, butr:ot a< much i!.S requested by 'the ISSUer. 

70. Tn Marcil 2001, o)u,~ of Goldman Sacb'l> Hong Kong·ba~t:<.l rcsenr.c h lmalym was 

pn:panng to tS5t:e a sector report on rhe global undcrwnter : omnunicatit.:n> lines 

indt:stry - pred.k ting price ~rosron for companies in that b~.:Sinr::ss. An uwe~tment ba.Jke; 

sugg~st~.c: thm the Research Division get i o1put t-om ccmi.n i ~suers "DEFORE tbi~ piece 

is puhlished.'' Governali responded: '""-·e wouldn't thmk o: publbh:ng tllis •.•:trtlout C:re:t 

input in.>m th0 \' C>lllpany and thei r revi<.:w <) f r.he report." 

7 1. .U1 .')eptemher 2000, foliowiug news of :.t po::;~il>lc me rger ·oe('.>:een tv.o large 

telecoomuni.:;ttions prr.v1ders, Gov.:m~ li wrote a re:;.:ardr rer orr or. one of :he 

companies. Becau;;e that t:\llllpan y was on a bt of cnrnpanies for " hid1 Goldman Sachs 

W:ll! then provictine advisory ;ervices (which could T.!il>C r~gttl:<~tort and ot1cr i:!llUell). h~ 

ri csr. "had to t<1lk to our bar;ki.>tS and l(:l.]wyers bt.:for~ ot went out." 

72. Goidman S<tclos inirl ateC. re~ear~h cov,.;rsge of :\m.,zon . .;orn on Nn"ember 11, 1999. The 

previous day, an analy~t s<.:olt :o Amazon a "nearly final dr.ll'l'- of t~c :ni tial research 

report. The drnfr did not include tnt: nHine to be assign"d i.ly Oolc.mnn Sachs, but <.lid 

incluee the analyst 's e"aluati\'e comments al1tl his financial n:oJeb about the Cl)tnpar:y. 

Ama:.cou responded with requests that the nMiyst chang<.: ~o1ne phra~e"> . Mosi of the~<: 

cnmr:1ents were int:orponncd by the analy~L bdore submm:ng the re:;t;ardl Jepoo"t t<) the 

iirm · s t.:ornplinnce aep:~rtment. 

7'3. Ouk hHatl Sach:l i 1titiatedn::sc~u:;.;h coverage oflntt:.ntct e 'luipn1:nt provider Ey_mnlx o.n 

AUg'JSt 17. 2000. A drsfl ot' the research call uore :hot omittec the ?ri~:.<.: targcr nnd 

omill<.:u the Mnrket Omperfor:ner eating in all places er-~;e::pt one wn~ ~em 10 the compan~· 

by the analyst on Augu~L 16 f<)!' comments before. it w>~s publicly released. 

74. In an Augu ~t 22, 2000 e-n:ai:, copied tc an anaJ ::st, an i:lves!Illent b<mkcr wnres: 

'23 



"fanaly~ls] had a lUtl•~ti ~g wirn ['vVebl3xj y~::stcrday Cw·h ich I ;;ttende.d part ul). We; 

discussed inmarion ~rrategy ;u;d <.bdJcd th11t likeiy io init: <~.tc (probably MO. 110 price 

rarger) shortly wi:h a nut.: tv be foJJowed 'Wi th :t r.:pon by end of ne:u \veek (given 

aC.ditionai info fr<Jrn y~:~t-.::'Csy's meermg and desire to iiernre a hi t with the company) . 

fWe::bExJ was more tl1an happy wirh th<tl approach as felt 'oe. benefid;J.]lo Sl<J<.:k price to 

.st8gger gocd :1ews. 

75. On January 19, 2001, W ~be:< m;magemcm 'ATvtc to The analy;t: -As dis~usse-.1, I wmr 

NO u:.c nticn of any funcing issues bthis writ:en report. I t<.llrl yuu if pcopk ~3 lled anC. 

as ked why your pbn shows n need f11r modest funding, Y•)U can ,·erbal ly reU tht:rr: th~l 

r::mn<Jgcmenr . • 1elieves they have adequatc funding and it is probably ocOCat.s.: 

ma:1agemefntl h<JS a ks:. cO!lS¢fV9Uve plan t'la.• yuu do." The analyst re~pooded. with an 

<ttl~.c.:hcd r.evi;ert repon: "The webx [sk] funaong 1~1;ues is a key area oi inYCStor conce:n. 

as sue~ will remove. :my mt.:nrion frr.>rn the top section of the note, hut will address it in a 

manner rJ1is [sic ) ~~ consistenc with your ;~:~om.mendu:ion for verbal re~poniii)S to client 

mqc.Jries in a later section. To e.xclude it compietdy dc:racrs f rnn the mtenrion of the 

nul<.:, which ~~ t<1 address key investor ~on(crns upfror.t and then give L~ocr:l a n:asoo to 

buy the stock." WebEilmanagcm•:nt responded: "Thauk you. This is mu.:h better. The 

utlwr nore srud the company h..s a fur:uing problerr .. but we think it isn ' t vt:ry l>ig. Thos 

Sa)'S ffiat the ClJIDpall)' Xlic•:es it ha~ e:10ugh funds, but there could he :l pmblem: ;md if 

there i;; it wi ll be mmor. Thanks again fur the change ." The resear;;h repun was lss<Jed 

on Januor: 22, 2001. 

76. ln April 2Ulll, an ana.lys• sent a cr.1f: res.:arcll reponto G:obal Crossing Lui in aJvru:ce 

11f 1>ublic rcleasc of the l:<:pvtt. S he occci~'<:d "extensi ·te ~oz:runcnts'' r'ro.m ~ompany 

offidal~- Tht: aMJydt wrote Go•tem:~li that she had "inch t~1ed [the i~suer'sl extensive 

C01lJJ1Jent~ ... T al ~o said we n~d slightl y smoothed the negative edge (emph<~is sc=-~:ion 

'JP front and text) fror:t when they saw !he report." Moreov~:r, lh~: analyst snoC: sne 

"~;~romised them 1' d re-email 1he final re\)Ott tonight so they could see our changes." 
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Despite ~Jl th1:., the iss;.~er' ~ ~·Jliccrs were still concerned and wn.nte.d tc talk to Govemali 

"sv that ·sll..:h an irnpu:tat~t i nciustry rt:port which is gotng to have pro.:onr.d implicadon~· 

will be to their liking," 

Goldman Sachs '.t investment banki11g divi~iordll'ld input inlo the l!iling of (;oldman Sachs '$ 
(Lualysts 

77. Rc~n: 1 trner.: of analysts involved bpur from ir.ve.slllNllt banking among o!he:-s. 

78. fn January 2UUO, an analyst and an mvestme11t ban l<er st:.m:J thnt hecause Gulcltnan 

S a.:bs's research re~un:•~s were ini!<lo.:llttare in a particular sector, L'ley needed tO "fh]elp 

r revent Guldman, S~chs & Cu. from turning awny Sttbstanlial revenue busim:s~." They 

proposed that a Europ= nr alyst be {'..:aSJigned teoporan ly to co~er tl:e li.S. sector :rntil 

a per:nane'ill aMJysr in the l:.S. W:'IS b1 red. 

7~1. In March 2000, Golc.lrnau Sr.chs w:~s ~unsitiering hiring an ano.lyst i'rcl!l a cnmpeting firn:. 

The d"'Y the caodi6ue came to Goldman Sac~~ to interview, bis fir.;t mterview of Ih~ day 

•.va~ with an investrn~nt ban ke r. 

SO. An u:JdateJ Goldman Sachs ch:w: listed analy~t ope:1angs :n each of lhe tirm's Tl:~c~rch 

sectors. For each vacancy, the chan lists a Cilrresponding ''lBD A<:tiuu Step." For the PC 

Hardware s.;<:tor, researc h "'"s rc~tiy to ilire a c3ndtdate, but hac to "[clheck with .rnD 

team ... comfort k•d w1th propose.U ana l y~t experience.'' In the Cum.mTech sec•or, 

there w~ "[cjoncerr. whetht>r iBD wili be cow.Jon:able with 'development Lime pedod' 

(i.e .. hnnging up to :sp~:cd an internal hire !lnd result:ug suspension of coverage}." In 

Wireless Services. one offer had heen extended bm, because:: tile offeree a.bu wanted to 

bring ·,-.;"h hun w GoldJnan So.chs (WO assoc:o.tes anJ one assistant, "IBD approval fwas] 

required fvr the jnn ior team hire. E'luities is OK.'' fn the publishing seciOr, a t ~lrgctcd 

repla~:l:tnc~!l t had been identified, hut "'IBD approval requircd/con:lnn v:ith [:.nvcstmem 

ba!lXer.)" for Taipei He~d n.nd CommTech. ~ "'ritten oifer required "lBD approval.'' 

ll. GQLDtvB.N SACHS SUPERVISORY PROCEDURES. 
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Some supervisory pru,·etiures were in pl<lce, but cunUJr.fs between in~estmem ban kin;: <mtl 
research werr! nut adequately monitund 

or i:,du:;trt ido:·mauon from member:s uf the ln•:e~tment 13ankmg Di•i>ion. ro.r nil other 

rcqu.:sr~. the analys: should a~k. Lh-.; bank~r whether lhr:: n.:qt1cst h~s b•~en cleared by 

Re~earcl: :Vtanagerm;r:L !f :he reque5t has not lx.'Cn clet-ed by Rese:m:h Ma.nagt:rucnt, tile 

analyst mus< wait unti l the banker has the nppmpriate ckaram:L: bdo1-e re~ponding to the 

request:• 

82. b gGncral, dnring the Relevant Pef.otl, GoJrlm<:n Sachs :ailt:d to adopt ~uf'ic ient 

procedures and pt·oces~es to cnSlll'~ that the interactiou b•!tween research analysts anJ 

i:wesmn:nt l:>aukct~ or .:overed com9an.ie:; cid not expose analys~ tu pr~wn-:s ,, .. 

intluences from inves:ment banking or covered comparl.i.::s. 

i\:-i. Wh:Je une ruh.: oJ rcsenr:h analysts was to !Jl"vdnce ohjeciive resean.:h. Gok!mnn Sachs 

al~o er:.:ouraged some anal )'~!~ 10 pa!L:ctpote in in•e,uucnt bank.ng-related ac:iv:ties. As 

a re~ul t uf th.::ir pR{T.tc tpation in in•:eslmc;nt bank.ing-related activitk:~, those nnal y~t~ were 

suh~e:: to pressures or blluc:ux:s from mvestment bllllk.ine and coverec companies. 

Goldm:m Sachs hact knowledge of these pr~;ss<tres or in ikence$ ye( t"aih.:::J ad.:qm.rely to 

n"mage them to procect thL' ubjcctivtty of the finn' ~ pttblished research. 

84. Gulbtm Sachs's poltc;e~ during me Rt:lcvont Period prorubi:e.d .. cun•c)'tingj the 

conclu:; ion of pending re$eatdt to anyone who cioes nut need to know .. (including 

banlu:lll ru~d covered :ompanies), required tllnt analysL~ only "ilis~emiuarc .:nmetial 

research .. . via a written pruchtct thmugn tr.e regular ~hauncJs," and proscf.bed 

discussin.: '" maL..:rial ' pend in~ research" whidt •·conld include ini tiations of cov~::rau..: and 
... :3 v 

ch:.mgt:s in 13ting.,, ~timates, or price targ~tsu wilh anyone outsjtle the firo1 or i.nve..,rment 

banker:.. On cer::ain occasion~. these policies were nol consistcmly followed by analysts 

at the f1r:n. 



Some supervisory prut:lld/Lfes were not atleqrwle 

85. The prncedures or me.:hanisn:s in p ine~ to mon.iL<.ir or SLlp~rvise communica:ions 

(bciuding e-rr.ails) b.:rwcen uw e5Irnent tanker:; anc .:l:Ser.rch anciysts were r.oL ~d~qt:alc. 

Similarly, the: procedures or mechanisms Lv ruon.itor or supe!Y.;e ..:urnmuni.:ations 

i.>..:tw<;en analyst:> and covered .:ornpani.~s were not ade:.julllt:. Addition~ll y. there were 

inadequate procer.lun.:s co mechnnr~ms to res!rict, molliter, or sur-ervi.se e·rr..ail 

<.:unuuoaications ,;em bv :malvs<s from :llciJ· home e-mail add~s. 
' -

C. $1TMMARY. 

X6. Colthn:rn Sachs pomnyed its resear~h :.t~ ubjcct1ve. 

87. At ;he same time, :he repumti<.in and involverr..ent or its an~lysrs in in•testment banking 

activ:ties -...a;;, al tim~.:$.~ factor'.lsed to solkit i;westr.lent banking bw;m"-SS. Annly<;t~ 

~1ssisted m evaluating and ::nar:~cling c:e•um inve$liDt:nL banking busrne~s. Golcmw 

Sachs implemcrllcd ~ vnriet.y of programs Lhal resulted in close cooperation bctw..:cn 

research analyst; and ir.ves:rr..enl banker~ m cen:in a;p<.:<:lS of iheir wnrk. Thes<! induderl 

the research a:.igmucur ini~iative. consideri!tion of in·o~estmem banking comm..:nts iu 

pc.rt'ormance evaluations of ar.alysts, deve!opm.:r.t of' business plans, a firnw:ide :~.ward 

for cross-sdling. aJ!d analyst-created JisLs o( iuve~tment banking transacLiuns iu their 

sccrnrs. At times, analysts assislcc investment banking U)' identifying potential 

inve:;tment bankiug opportumries. assistec i11 pi:c;,ing investment banking bu:;in..:ss, and 

8%rsted in marketing securities being undenvrirten by Guit.lmau Sachs. 

88. Coldn:an Sad:s rcs•~nrch was subjec: to pr~ssUJ·.:s or influences by investmenL b~.U:-;:c.ts. 

A> ume:;, bankers we:e allowed to ruvil!w and comment on n;:.carch report.~ nnd pressured 

ar...J1:·:,'1:s abvl!t Lhc (itning to 10ituuc coverage vn specific a~,;uer~. At le:.tst one :.tnalyst felt 

it was sometimes di fficul t to voice strong opinions. Some pitchbooks to is~ut;n. dcs<:ribed 

how analysts assisted investment banking effortS of the [irm in preparing for nn 

un..:.C:rwrifug and nssisring in marketing IP0 securit<:S. Js.~uers sometimes were told 

which analysts would be assigr.ec.! to ~;uv~;r thei r =ompanies and a lis< uf that ;ln~iy$t'5 
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:at~ fur other .-:ompanies. 

89. lnvc:sunent bankers had input into dec tsions regarding ;he initiation ;md termination of 

re~earch coverage on particular i~suets. At tinK~s, l< e~earch sought approval from 

ir:vestm~nt bru1kc1S before dmppir.g cov .. :rage and investmt:nt banker:; <uggested cer:ain 

i~~u~;.rs <hnt l<e~earch should be ~:overing. In some in~tanc.~s, analysts dropJ<e:.l wvc:rage 

of i:~suers without fir;t having dov•ngTaded th.:; mti11g. 

90. Draft n:~ear~h rcpotts and ex pee tee.! r<~tings sometirr,es wuc shared hy analysts with 

in vcsro1ent banl<e:s ar:d i$sut:n.. ln some cases. a.11alysr~ made cr.angt:$ tu draft ce~earcn 

reports after gcttbg teedhack from issLt:n. L·we:~t:nent banko.:rs nl<o had inpm into the 

hidng nf Goldman Sachs an>llysts. 

91. Goldman Sat:hs did not a~qu:~tely monitor con:.acr; bet-ween rcscnrch and investn:ent 

b:Juk.ing. In 'orne cases, the ~upt:rvisory proceci•ze~ were not adequate. The pr~dures 

in place to moni tor comnmnic:uions betw~;~:n ana lyr.ts and invt:~tm~at bankers or coverecl 

cuwpar. ie.~ were not ;!Cequate. 

TV. 
C()NCLl.-SJONS OF £..A W 

1. .P\muunc to Tc:nness~::e Code: Annotate.! § 48·2-l i 5(~), the responsibi:ity furtl:c 

administration of the Act is upon ;he Conu:n..issioner. The Divi~ion is the lawful agent 

th.t·ougt"l wnich !he Commissiuncr discharges this responsih1 liry. 

2. Goldman Sacb~ failed to ensure that anal ysts w tlCl issued research WCLC r,deqU;ltel y 

iHsnlated from ~:ll:essure> and i n[lnences from cuvcrcd Ct)mp:~nic:s and mv:::stm.ont 

banl-cng. Tltis conduct was a dishonest or uucthical pracnce under Tennessee C.ode 

An notated§ 4~-:L- l l2(a)(2)(Cr) , ancl ?rovides grounds u~un wl11ch tile Conuni~sion~r 

may enter this Conscr:t Order 

3 . Goldman Sachs failed reasonably to sup~rvisc its employees lo er.~un; that its analysts 

wh,, is~ued rese:~rch were adequmcly iJlsulated from pl"cssures and influenc::s f:om 
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coveree compa:~ies a1d in,csuncnt l:>mking as rcc,:tired by Tenness.:e CuJc: A.r:nvtmcd § 

48-2-1 !2(a)(2)(J). 11li~ conduct ;>rovidt:li g.round~ upoo wb.i~h ll:c Conuniss111ner may 

ento:r this Consent O rder. 

"' · 1'\uthiag in this Order shall be: consm.ted a~ a finding or adrru>sion of fraud 

V. 
ORDER 

NOW, THER.I!l'ORE, nn the b asis or the J:'indmgs ofF~ct, Conclmions o: Law, md 

Goldr.1an Sachs' wai v-:r o: .it.l right :o a hea:ing ahd 3ppeal under the T-:on<:s!;ee Securities Act 

nnct Tennessee'~ Urdorm Admi ni strari ve Proceu~n :::s Act. Tenne~~et: Code A nnct.ated 4-5-LOI et 

~cq .. (h)~dman s~ch'. at.hilll!ion of JUrisdiction t..'f UlC Cnr.tmissiOI:er of Couune;:re and 

IMnrance. the Comrn.is~iont.~ r finds that Goldman Sach;;, for the sok p urp(1se nf settling this 

;:na:ter, coose7tts tv the .:atr; of 1his Orcier prior to~ heanng :md wi:hl'ut a,lmi:tillg or denying 

any of :he Fiudiugs of 1:-'ac: or Conclusiom uf Ll'!w. The Cornm.il>sim;.c:r funher Lnds th:lt this 

Order is .tppru!-'riarc, ill the public interest am.l uccc>Mrf :or tb: pmlt.-.ction of ir. vesrors. 

IT l.S H.EllliH Y ORDF.RF:'O, pursuant to Tennessee Code Annotated§ 4S-2-116(a) of 

u·.e Tennessc:t: Securities .!,ct that: 

I. Thili Order concludes tl-.e investigatiun by rhe Tenr,essee s~curiti.:s i)i vtsror. and any 

odl•'r acrion rhnr the Division ~l'ukl colllJTience under the A•;t on bei111Jf or the state of 

Tennessee as it relates to Goidman Sachs. relating to cenain r.:scarcb or ha::~king prdctic~ 

at Goldman Sachs. 

2. T.'lis Order i~ entered .iJlro solely for t:1e purpose of re,;ol,ing ihe inv~t.ig;ttiou iaitimed hy 

tbe Tenn~see Sccmitics Di Vtsion, and is nol int.euclcd t.o he used for any other purpose. 

3. Goldman Sachs will CE.-\SE A :-ill DESIST Crorn "iolatiug T.C.A. ~§ 4S-2-ll2(a)(2)(G) 
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anJ (J) Jl) •:nnnection with rt:~em·ch p(ncrices refer~:tt.::eti 111 thi s Ord~r, and wi:t ~omply 

witl1 T.C A . §§ 48-2- ll2(G) and (Jj, in connec:ion with :he resear:h pnctices referer.ce<.l 

in this Order and will comply wit.i the ~.ltld..-.rr.ukings c•f AJJC:J.d~tm A. incorpor.Jted herein 

by reference. 

4. If p11 yment ts not made by GC'idruan Sachs or if Goldman Sachs default:. in any of itS 

vbl i.;;ations set for;h in chis OrJt: r, the Commis:;ioner of Commer:e and Insurmtcc may 

ncate this Order, at iL~ sole discrt'iior:. npon lO days notice to Goidman S;u;h~ and 

wi6out opportt:;my ;·or admini~l:'ativ,~ he:lrir,g. 

Thi~ Orck:r >$ nor intended bv tht: CoLJUlli.~Sl Oner of Cuuuuerce and InsurOJ.nce tu subjc:Gt - . 

an: Covered Per;on to any disqualific::rions ur.der tb: laws of any stare, the D:strict or 

Cobmbia or f'nerto Ri~o (collectively, "Sr.ate"), inclu<.i£ng, withoutl:mi tn.ticn, any 

disqualificmir.111s from relying upon the: State registrat:on c.~cmpti ons or State safe-hm·bor 

pro~isions. --Covered Person" means Goldn:an Sach~. 0 1 nr1y of rts officers. di rectors, 

afliliMt~s. cu 1Te·,1; or former<:: rnplo yc.;:s, or other per>uns rhnt wouid otherw be be 

ci~qu3!itled a.~ u result of the OrJ,;r: (as defir.ed below). 

6. The SEC Final Judgment, the ~YSE S;ipulation a.1<.l Cousc.m, ere NASD Letter of 

Acec.pi>1nce, Waiver and Con;t:nt, t!li.s Order and the orch::r of any orher State in rdatccl 

proceedings agaimt Goldrr.an Sachs (collectively. lht: "Orders") shall not disyuali:y any 

Covered Person from a::ty business that they otnerv-ise are quahfied, licen~e<.l ur fl'"~'lll.tt!ed 

to perform under the applicabk laws of the state of Tc.nnessee and .lll1]1 disqualifications 

from relym!! upon this state'~ n:gistrmjon e11:emptions or ~c-hasbor ?mvisions that ari,;e 

from the Orclers are ne7eby waived. 

7 . For any pt.:rson or entity Mt o party •o this Order, this Order due~ nu{ l.i.!ll.it or create any 

30 



pri v:<t..: ri~ts or remedk$ against Go:dmar. S3::ns including, ·.virnout lir:~itation. th..: u:;;:: ur 

any e ·mail.s or orher docume:~::; ul' lro ldman S::.clls 0 1· of others r~garding research 

practice:;, li rn.it or cre:ue liability of Opldman S ac.:h~ or limit or <.:r~atc dd~n~es of 

Goldman Sachs to l'.TIY claims. 

8. Nothmg herein shall preclude the Stale ot'Tcnnessee, its dcpnnments, agencies, bo~rds, 

.:r.muniss ions, authoritit:~, political subdivisions a.11d COr,xJmlions, other than the 

Te.:Jn,;:;sx $ec1:ri ries Divhiun and only to the: cxrenr ;et funh in paragraph l abov..:. 

(colh.:~;ively, "State En~lk~") <lnd the offic..:r~. ngems or employees of State Entiti-:s Lorn 

assertug an}' :I aims, causes of act1on, or applicarions for compens.atory. ~.ominal and/or 

puni ti vt~ damages, adrninbLrati ve, ClVil , r.•rimin•1 l, or injum:ti v.:: ''~li ef against Goldman 

Sa<.:h~ in connection with c.:cctalit re!>eard:t amJior har.king pr-.JC<ices a: Golcm.u: Sach~ 

VI. 
:.Vl01\ ETARY SANC.ITONS 

lT l S FL"RTHER O!WI':RED, ;\DJUD<.i.IW A:-.1) DEC.RF.RD t.ltat: 

!\sa r~sult of the Findings of Fac.:t and Conclu~iuns of Law containd in thir. Order, 

G oldman S~h~ shalJ p11y a tmal amoc:l! of $ l!O,OOO,OOO.OU. This :otal amouu1 shall he ?aid as 

speci fied in the SEC fi nal Judgment as foll<Jw:;: 

1. 525,000,000 10 <he olalt:s (51) ' tares. plu~ dte D1~tfct of Colun~bin nnd P'Jerto 

K tco) (Goldm:m S.t~hs' of fer lO the state securities regulators shall he called L'10 

·'state settlement otTer"). 

1. U!-'O!l execution oi tlm OrdCJ.·. Goldman Sachs shall pay the sum of $438,366 of 

this amount to the Tennes~e<.: Securities Division ns n. civi l penalty pursua11t to 

T.C.A. § 4S-2- ll2(d). Said umount shall be made by check payable to tiY-: 

Tenne~see Ocpartment of Conune•·cc and Insurance ~nd mailed to the 



;mention of: 

firoker-D.:aJeo· Registration Section 
Tennessee Securities Division 

500 JarQ.es Robertson Parkway 
).ash~·illc, Tenne..,-see 37243 

:; . The total amuum to L1e paid by Goldman Snchs to st:lte secun ti~s rcgu lnt.nrs 

•' .. 

pursuant to me sUite so.:ttJ.::mem offer oay be .reduced due to :he decision of any 

sr.nte securities regulator nm tn accept the state settlement offer. 1-1 tlu.: .:vent 

another .>tale .;ecurilics regulator detenni:-~cs not to accept Goldman Sachs · srme 

settlement offer, the total ac:tonnt r.f the Tennessee payme.nt shall nut l>c n.ff<:cted. 

nod sna.l remain at $1:8,366, 

$25,000.000 as disgorg~mcnr of comrnio$iom,, fees md other monies a~ ~pc.;i.tiec 

in rl1e St-:C Final Judgmt:nl; 

5. $50,000.000 to be used for the pm.:uremmt of inder:endent :esea:ch, as dcscnnec 

in the S'EC f<inal J ud.~,;rno.:nr; and 

6. S !O,OOO,OOO, m be u~d :or in•:e;tor education, as described in Add.:r:dtlll1 A. 

oncorporated by refo::n.:nc.:: becein. 

Goldman Sachs ag:ees that i t shall not seek or acccpr , directly cr indiredly, 

reimbu!'SCIUent or indemnif:cat.un, im:iuding, but nut Jimitcci. ro payment mad~ pursunnr to any 

i:Jsur?.nce r:olicy, with regard !o all penalty amounts that Goldman Sacbs shaJi pay pnrsur.m to 

thi~ Order or Se~Iion n cf the SEC final Judgment, regardless of whether suc:h penalty a.mounL~ 

or any part the•-ecf nre odded to the Di~lribution FunC. Ac~oun t referred to in the SEC Final 

Judgment or othec.•:ise used for the benefit uf in vesmrs . Goldman Sachs further agrees ltat it 

shall not claim, assert, or apply fm a tilX dedut.:tio>n oo· tax credit '-"llh rcgnrd ro any state, teden;l 



or local tax for any penalty amounts that Goldmar, Sach<i sbaU pay pur>uanl tv t!ti> Order or 

Sc:cti,,n IT of the SEC Fin~ I kdgment, .regardless of whecht..T SLIGh pe:1alty amount~ ur any part 

L'le:tuf are added to the Di~L;btnion Fund A..:=ount referred to in the SEC Final Judszment or 
~ . 

orherwi~t: used for the benefii uJ' invc.stors. Goldm•m Sachs understan~ and acknowledges th;u 

these provi~;on$ ~-'e net mtended to tmp:y that the State ofTel).;)essee wot:ld agree that any other 

amounts Goldm~n Sachs shnd pay pursuanc w;he SEC Final Judgment may be reimbursed or 

imkrnnofiec (wh.:tho;r Fununnt to an insur.mn: po:ocy or otl:er";sc) uncl..er a?plicable Ia'• or may 

be tile basis for an• tax dcdtl•~t.ion or tax credit ·,•: th reQr,re to ;m·1• .:r<Jt.e, federal or local tax. ' . 
This Order and anr dispute related cherct.:> •hal: i:>e construed and enforced in accordatJ,·e 

wirh, nnd govem~.:d b;, the lnws of the stale ofTcno~esse.e. 

lT IS ORDERED tlw :hi~ Order reprcseu:• me cor:rplet<.: ru:d ti nal resoluton of, anJ 

O.scharge with respo;d co all.~dmo nisrr:~tive and civil. claims, dermouds, ~c:ions and cau~e~ ui' 

action hy t:le Cotnmis;ioucr of Commerce anc lHsuran.:e against Go!dm~n. Sa.:hs & Cu. for 

rcseao·ch :md oa:1k.ing practices during the Rclcvllnt Period ·,,hi.;h may he deemed •:vlatious of 

the A::t. 

This Con~cnr Ocde~ is in the pubE(; iuterest. represenl$ ~.compromise and set,.lernt;Ili or' 

the controversy l:ctween the parties and is for serrlemem purpo$~S only. By rhe signatures 

affixed below. Goldman. S:1chs & Co. affirmative I)' 3tates that it neithera.dmirs nor d~nic~ the 

fmdings uf fac t and the conclusions of kow contained herein, that tt has freely >!.§;:t:t:J 10 the entry 

of this Con~~.:nt Urrl.er, that it waives il$ right 1.0 a he:lri.ng on the mat:ers underlying t;,.i~ Cons~nt 

Order lnd :o a revi<.:w of d1e Findings of Fa<.: I aud Conclusions ur Law COUi:lined herein, and that 

no :hren.Lq or promi;~ uf wy kind ha~e been macr by the Com1nissiune::r, the Div:~ll"ln. or any 

agent 1)r representative thereuJ'. Th.;; pnrt1es, by signing tllis Consem Orde1, affinnnrively state 
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r~.eir agre~m.;"t ro oe hound by tht: terms of this Co uscut Order am! aver that :10 promises or 

offc~'l> relating to the ::irc·Jmstar.ces eescribcd r.erein. ulhcr than :he term> ~,r scnlcment set forth 

in thi8 Consent On.lt:r, :uc binding upon t.ho:m. , 

.E~T.ERF.D this '3..-cl day of 'X:.JOt~"'----· 2003. I . 

.Pa" t ra Q . ~~./) 
Pau l:o A. Flowers , Commo.,sione.r 
Departmem of Commerce aud ln,urance 
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Apprnved for Entry: 

''i'ennessee Securit:...:s Di vi:;wn 

By: 111.rk- u <:'" .. .:;:tr; t.-) .f'J)~ 
Daphuc D. ~·n• rh 

_->.sstsnl.r.! Comrnissior:er for 
Sec1.rilics 

Deparlm~Jtl C>t' Commerce and Tnsurm<:.: 
Dnvy Crockett Tower, 5'b F1oor 
500 Jaml:l! Rv~ltson Parkway 
Nnsh•,lle, Tenne.ssee 371,13 
(615) 741-2199 
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CONSENT TO ENTRY OF ADiVlll'USTRA TIVE ORDER .BY 
GOLDl\iL-\.,'1, SACHS & CO. 

GoloJc:o, .Sac:1~ <\Co. hereby ack:lo:Nicdgcs thar it has been s~rvd wiL\t a ccpy of tlJi;, 

Adminisuative Order, has read t.1e foreg1..'iug Ocder, is aware of !b ri.:;.1t to s h•~n.ang and appeal 

in this mntte r, and has waived tht: same.:. 

Goldman, S<t.Cils & Co. adnJJts the jurisdicuon of tte Cnmmissioner of Colllllh.:r~;o; and 

JnsurJnc~;:, n.:ithcr ~dnut~ nor denies d:e Findings of Fac: and Condusion3 of Law comao:1ed :n 

t:'lb Order: and consents :o tnlry uf this Order by the Corruuissin.1er of Comrr.erce and In~uram:c 

as se.nlemcnl of the~ issues contained in this Or~l<.:o. 

(';oldman. Sacb & Co. olatc.:s d.ai no promise of any kind nr nau:.re whatsoever was made 

10 it to indue.:;; it to cn:e- inro tbs Order md that :1 has entered into lhi~ Onlt.'T .,olt:nmriJy. 

<.iregor;- K. Palm reprt:s~nt.; that he i~ a Managing Director and C'ieneml Cour.sel of 

Goldman, S:!chs & Co. ~1 1tci rhnr, as su.:h. bas been authori7.ed by Goldm.:..'l, Sa~ios &: Co. to enter 

in:u this ( lrder for and on behalf uf GL'lduw1. Sachs & Cc. 

D ·• 1· 2"" • r <:~o'· L-- -··-­ale:. I !:l:i uay o u ~ ~ . .;viJ.'. 

My Commis.>ion expires: 
STEPII.~t·I!E i3-. •t, n .. 

Nolort_Pvblir, 5toto ~i Nt:w it: ,·tt 
-I\IC.~02WAe.Ou4d'h 

Qualified in N&'" Yori< Covnly 
Cetr.mim"n &.pira; .March 3, 2004 

Goldm~n. Sachs & Co. 

V\~ 
B (. ·~ p 1m y: .n-egcry K.. a 
Title: Managing Oi re:::nr and G<!ner:!.l Couc~t:l 



Addendum;\ 

Undertakings 

The tim: shnll comply with rbe following undt.:rt:tl<i .. ngs: 

1.. St!paration of Research and btvestmcnt Baokiog 

1.. Ro;LJQrtm2 L!n~ .. Rc:~can:b ~nci Tnves<ment Baukmg will b.: ~SCpru:me units v.~th 
·~11t i rely seplli3tc repo•t ing !ines wiLhiu the finn i.e: .. Rcs•~a rch will noL r<:pOll 
ciirt:ctly or indirectly to o r tr.rOL1gh fnve.stmenL BMkj ng. I'or Lhe~<: ~utpose~. the head 
of Resear::h may rcpon to nr thr-::>ugh :t person or ?ersons to whom t1e cearl of 
Tnvestrr-<:ut Han king also re;>ort>, prov1ded t1at ~uch person or penon; hn•!e no direct 
n::spons ibil i1y Cur Im csnnent Banking ur inve~tment banking acti vities . 

a As used .hruugho•:r th!~ Addemium. the term "linu" means t:1e R~puudcnr. 

Rcspondem 's succ=or; ~nrl a~signs (which. for these p~. ;hall i:ldude 
a su<.:<.:~~sor or ns~ign to Respondcnr· ~ mvestmcnL banking and research 
ope rations). and thtoir af:i.J~;es, ulher tlwn "exempt lnve;;Lmcnt adviser 
:lff:.liat~~-" 

h. !\s u~ed throughout this l\dde.n<.lu!l1, rhe :erm "'c:.~,;mpt i nve~;tment adv i ~er 

arli l•ate" means an i;w~uuem adviser allilia.te (including for C1ese purposes, 
a sc;>arah.:l~ !denrifiable depanmcnr or diYision that 1;; prir • .:i?ally engag<.:d ill 
the prnv;sion of tn•tt:slm.:nr advice to m Maged accoums as governed by 1he 
Inve;um:ni Arlvi!iers ,\ct of 1940 or mvesrrnent t.:umpan 1 e~ under the 
Investment Company Act of 1940) havi.11g no officers (or p.;;·so ns performing 
similar fm:cu.~ns) or employees in common wit:h the finn (which, :·or purpo.;es 
of this Section I. l.b, shal l nm include Lbe uwestme:lt aJvis(a offil•ate) who 
c:an irl!'luetlce the ac rivitie~ uf the f inn"s Res~::~ud\ per~t)nnel or the cuntcnt of 
the firm· s resear;;h rcpotl.~ ; provided Lhnr the fim: ii) maiutains and enforces 
w:im:n poJicie5 ~nd proceJw;:s re asonably designed to prevent the iinu, Rny 
contro lling person~. of.tlcers (or per~uus performing ~;rni!ar :·unction~). OT 

emplvyl~C~ of rhe finn from iuJ:11.1e11Cing or see::k:U\g to mtluence the activities 
of Research ;x:rsonncl of. or the cuntem of research n:ports prepare.: hy : he 
inv~;n;ent acv1ser affiJiaL<.:; (u) olmuns an annc~l independe::1: a£>1::l!.SU!Cnt ryf 

the operativn vi' ~u::i1 pnllc:es and procedures; ami. (iii) dccs not ftlmish to its 
customer;; research reporll; pi'Cp·~u·ed by the investment adv:ser afJiliatc or 
otherwise use su~:lt inve~rment acivi~1 affiliate to do indirectly w~.ar r'le 5 rm 
:nay lll:l Llo Lii1 e.:tly unO:r this Addcnduo. 

c. As use::u tirrou!1bout rhis Addenuurn, rhe term "lnve;,tmcnt .l:l an king" meil!ls all 
finn personnel engaged pri•lcipally in in,·es:mcnt billlking ac:ivities, including 
the solicitaliou of issue~ :me structuring of public orf.:ring and orher 
invc:;rment banki ng tran~actious. Tt also indud.:s oil fi rm personne l '"ho m·c 
direc:ly or inub.:~tly ~u-per·;ised by ~uch perS;)nS anc.i all personnel who 



dire<.: .I~ u7 cldirectly st:pe:-v:;c snch person~. up to and incluJ.ing luve>tmtm: 
Banking managem<:!nl. 

d. As U$t:d throughout this AJdcnrlcm. the tt:rm "Rei\earch'' mean~ all firo1 
personnel engagec.!. ?ri.HC.\pnll yin rhe pn)p~ration anc.!lc>r publlcat1on of 
research r~puns, includi:1g finn pcrsonr.el wh<.~ rue directly or indirectly 
super-:iscd by sucil person~ and those who ditecdy or indiret:tJy supervise 
such persons, up Lo anc tncluding Rc.:~carcr. manage:u0ut. 

e. As IL<;ed throughout lhi> AC:dendum, the te·m "research n:pcn" rr.eans any 
wrinen (indudir1g electTOnic) conunun1Cat10n lhar is fn.:; ushed by L:le finn 10 
investor~ in the U.S. and lil~lt inc ludes :.m ann lys1s of the: <.:L•rrunon swck, nny 
security con,e:Ui;lc i:Jm commo:1 >tock, or any ticrivnt>ve thereof, ira:luJiug, 
Ammc~n Depos:lary Re~-.:ipr_~ (C<)lJe~livcly. "Securit:e~··). of sn issuer or 
issuers and pru, id<)S informiici<>n n:a~nnaoly ~u!'l':cicnt upon which to b,1sc ~n 
invc.stnt•~nt C.ecision; provided. howe veL thflt a "research rcp011" ~hall not 
include: 

t. the fr.>lk•wing comrr.unkat ions. 1f they <.lo !lOt include (except as 
s;>ecified below) au flnalysis, rc:cummeneation ()r rating (e.g .. 
buy.'>c.;ll/hold, under performimarkec perfo~::l!Ciltper:"orm, 
\lnder.veight!markt:t we:ght/overwcight. e tc.) of individlln.l sec·~rities 

or issuers: 

L rcpc:nts discus~in::; broad-based indic•~s. ,quch as the Ru~>cll 
2000 or S&P 500 index; 

'2.. re;>on; l:tHlllnentmg on cc:onomtc, political 01 nmrkec 
(inc l ~:ding tra<.ling) conditions; 

3. t~dutic~l •>r quantit"live analysis conc:;rni11g t~e demomd :mJ 
:;upply for a sector, index or indnstry hased on tr.tcl ing vnlume 
anJ price; 

4 . reports thnt rec:'lmmend 1ncreasing or dcc.:n:asin!l holdings in 
par:icular inuusrries or se<.:lr.>r~ N type~ of securities; <llld 

5. statistical ;urrunsrie~ of multi pi.: companies' limm<.:ial dahl :l.nd 
broad-based ~ummarit:~ or listings of ro:~.:onuncodatitms or 
!'llting5 containc:J in previously·i~~ucdt~jt:arch repor:~, 

provided that such ~umm:U:.:s or lisrings do not include ~ny 
analysis of mdivic.'.uul companies; and 

11. the follmving communications, evcu if mey include inforwaticn 
reasonably sufficient upon which to bnse ID inves tment cecision or ,1 

recommendation or mt.ing of individual secunties or coo1~<Uiies: 
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l. an anal;~i; prepared for a :.:utrcnt or prospecti~e i:tvcsting 
c u~tornc.r or group of current <1r prospective invcst.Jn~ 
ct:stomers by a rc~srered sale~pt.:TSon or troder who is (or 
group of ~gist~red salc:s?CL>ons c r Lr:J.de:s "'ho a.rc) not 
pti nci[Jnl ly engaged in the preparatioc or pnblicacion of 
research reports; nnd 

2. J:K:ricc ic reports, w licirnuons or ot:t...:r commumcarions 
prepared for c1.1rrent or prosp.:c'tive investment c:Om[Jany 
sha..reboldco·s (or sim.i l•u· beneficial owno::rs of t.t1 ;st.s and iimitetl 
pare .. ~rships) ,_;r discretiona.-y in~cst.tnent occour.i di~uts. 

pro~~t.!ctl that such coronJUtJ.ic;1tiOns dis:.:u,;s p~st performan:e 
c•r the bas is for _prcvj,,usly mad~:: discre: tonary inveMrncnt 
deci>ions. 

2. Les:al!Co)lllQitnr.ce. Research '":Jl have its o"'r: dedicated legal a.nJ 
compliance staff, who may oe :1 part or tlt,~ f1om's cvt:r~Jl compliancelleg~l 
infrastrucwre. 

3. Dud gel. .For the firm · s :"irst fi~:::al yea.r following :he entry of tht: Fiual Judement i:l 
the SEC's action :t!_\ainsr Respondent in a n-. luted proc\l~.:Jint; ("Final Judgment'') 
ami !h<::rc~fre.-. Research budg~.:L and allocatiun of Rc:se:lrch expens.;s will he 
determined by Lf.tt: fino's semcr managcme•lt (e.g., CEOiChainnanirn;:.nagerrxul 
committe•~. othe r than ln vest:n¢1\i !:!an king pcr;onne!) w:thout input fJOm 
Investment Bank.ing nnd without regard to ~pecific ro::v~uucs or results c.ier:ivc<.l froJll 
Invc:stmem Banki:lg, though revenues and result~ of the finn as a whole may be 
considered in Jctcn11tnmg Resear:.:h buc~et ar.d ;(location of Resear::a expt:rlS<:S. 
On an nnnual basis thert:aftcr. rhe Aud.i: CornJll.ittee of the firm'> holdi ng/pare nt 
company (t>r comparable indepenc.lt:nt pc:r,;onsigroup with nut management 
rel>ponsih• lines) will revi,_;w ill•~ budge ting and cxpen~e allocation ptocess with 
respec: Lt.> Rc:scatch to ~nsure compliMce wnh t.iis r::qui1ement. 

4. Plwsical S.:paration. l{esear-:h ant! In•:estrnenr Bank.int; will be physically ~t:pm:atcd. 
Such ?ily~ical separaton will be re:Jsonabiy cJ~ignec to prevent the intcnrional and 
unintentiuua;. flo•.v nf infcm:ation between Research und lnvestl ... Mnt Danking. 

:>. Comoensution. Compensaton of prof,;:ssional Re$:::an~h personnel will bt: lk:Lcrmi ned 
cxclust•:ely by R~rch Ulanagemem and tb; :inn'~ . .;enior management (hut not 
mcluding Invt:snucnr Honkrng personnel) usmg ;he follo,.iug puuciples: 

a. Investment Banking will have no inp~t into compen~ati(ln clccislOm. 

b. Compe:-.salion may not be hased din:ctly or mdirec:ly on lnvcsanent Bunking 
rev~nuus or result~; provided. however. that compcus.ation may relate co Lhe 
revenues or result.s of tile finn :JS a whok. 
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c. A s:gni:icant poruon of ihe comper.sadon i)t ;:;-,yone pnncipnlly engageci in 
the ?rqJ:Iraunn of re;earch reports (:!.S d::fined in thi:. Addendum) tha. he or 
~h" 1S required to <.:\:n ify pursuant tc< the ·c.s. Securi ties and E~tdtar:ge' s 
Regulat:on Analy~t Certifit;a.tion ("Regulation AC"') (~uc:1 l)erson herein~fter a 
"lead 3nn ly:~t'') must~ bnsed on yuanufiab:e mc.'\S1.lres t)f ll:e quali:y and 
nccmacy of the lead analyst"> :·csearch md analysis, indu<ling his or her 
ralin::;> ;;.nd price targe~. i! any. b ~.;;cssing quality, tl:e finTI may rely on. 
amone nt~.er thin~~- evaluations uv the finn's investmg customl:rs, c,·ah::uions 

_. ·- . ... 
hy ;he finn's s~ les personm:J and rankings 111 indepen<.ie::nt S\l rveys. In 
assessing accuracy, L'1c fum may usc rJ-.e actual pc1fonnance of a <.:un:pany or 
its ec;uity so::curi U.!S to :ank i ts own lead an3lysB· ranngs and pcic-.e rargets, i f 
m y, and forecasts, if any, against thu:r: of other i"irms. as well as against 
benchm3rks sud1 3S market ur :cctnr indic<.:~~. 

u. Other factors Lh~1t lr>ny be ta.ken i.ntn consitkaation in deterrwHi ng lead anclyst 
cornpcns~tion incluco::: (i) rnarket capir~ l lr.aticn o r, :lnd the potential interest 
of the firm·s inwsthg dien~ in .research with re.>pect to, t~ i.:ldmtrt covered 
by the annlys<.; li i) Rese<~.rch man~gemcnt's asse>smcnt of the ;mal yst '~ overall 
pe1fornar:ce ufjob dut1es, :!biliLics and le;tuer:lu p: (iii) !he dnalyst 's seniority 
anti e.~<pC(Je:lce: iiv) the ana ly;;r" s product. ·:iry; and (v) me ma;ket for tl1c 
hin ng and retention o f analy;Ls. 

e. The criteria lt! ix: used for .::ompcnsarion dc:o:.i~ion~ will be dell;:r.!lio~ by 
Ro::se~u·ch 111<magemenL and the firm's Sl~nior mam.go::.ructlt (not inclu<li:lg 
lnvestmer.t BaiL!Jng) and seL for1h m wridn~ in advance. 

f . Research umnngement will do,;ument the basis for each <:UHlpensation 
c<.:l::iSlOn mace with respect to {i) anyone who, in the last l2 monLh~ . has been 
required t'-> certify a resean.:h 1cpmt (as <.idincrt in this Addcndum) pursua:u t'-> 
Rcgulnr.ton i\C; anJ (ii) anyone wluJ is a member of Rcsearc:1 manag-.;rucnr 
(exc:pt in the c.-:.~e of serJoT-lllO.~t Research m~nagemem, in which cu.~e the 
ba~is for eac~. compcu;:ntion decisiuu will he docurocnted hy the firr:f~ scnim 
management). 

On an annuai ba~b. :h::: Compens:lti'm Corr.m.im:c of the firo's ~oluing!parent 
compuny (or comparable independent pen.onsfg;-oup without management 
responsibilities) wi!J rev1ew :he Cl)mpensation process for Research peJsonnel. Such 
review w:JJ be reusonabl~ Jcsigned to en~urc that compensation decisions ha~c been 
made'" a m;mm.:r that is consisten l witlt tllesc: re~juix~mcnt~. 

6. Evaluar ,ens. I: valuations of Re~earch p.::rsoonel will r.o: be done by, nor ";11 :here he 
i tlpllt froo, In vestmenr Bnnking p~rson ne l. 

7. Covero.S!:t. !nve:.uncnt Banking v:ill have no input into company spc:dfi:: coverage 
de.cisiun:. li.c., whelher or not w inJtirue or lerm.innte coverage of a pan:icular 



com!)<UIY in rese:lrch reports furnished by the fi rm), and mvestmer.c b:onking rc•.•enues 
or potential revenLcs will not be luk.~~n mto ac~·ount in m"-kmg :;om~any--~p.!Cific 

coverOlge <.kcision;;: ?Tovided. however, ll:at this re~L>irem<.::ll does n<)t "!>PI} to 
calegory-hy-category t:(.P ... crage dec:sions (e .g .. ~ ~riven induslry secl<..'r. all l$<iuers 
nnderwriHen b• tne firm, comparties meetin>< a cer;ain mark.e1 cr.o th reshoiC.). ... - ...... . 

3. Tl:nninat:on of Cuvc:ra,~e. When a c2<.:cis111n is mack to tem1inate eoVl:ragc of a 
pankular ~ompnny in the firm's research repotls (whether "sa re~ult of a company­
~~ci::ic ()r catego:y-by-category dedsiun). the tim: '"ill make avai!abk a finn I 
re;;earch re9ort on rJ·,e company u~ing 1he means ,,f disseminatiun CC)Uivalent to tho~;.: 
i t orilim;;·ily use;; pro,idd, however. :hat no final report is required for any company 
~s to wn:cn the finn's prr()r coverage h>~~ been linutcd to ?Urely qu<Uliimt•ve analy~i s. 

Such re;;liult wi ll he comp<u:ablc !.()prior Tt:J?l'rts, un less it i$ impra.:tJcable fur the firm 
to produce a c<>rn!Kt.rable report (e.~ .• if rhe analy~t covering tht: wmpany and/or 
se:;tor has left tb~ firm). Jr. any event, ch~ llnal rese;JICh •~port must disc:os::: rhe 
!Inn · s rerminaliun of coverage; anJ the ratiom1k f•).r rhe decisiun to terminate 
cover.!t;\,;. 

9. Prvhil>i ti<)ll on Solicitipg Investment i3anki~;o- R usi ne:;~. Rc$earch is prohil!itc.c:' from 
J.larri:ipating in t:!Torts to solic:t inve:sr:Tient bar.kiu~ btL~~ness. Ac~~o>rdingly, Re>e;JICh 
rr.ay r.ot, lllllone; mher thing·; , pMtt<::pate in any "pitche;" fur inves tment banking 
l!us.ines5 to pro~p~::o.;ti vc invef.tmenL bank.ll1g cl ienL~. or have other i.:ommunications 
wi:h corr.pauies for tb:: pUipo~c of soliciting in·•estment banking husiness. 

10. T'irewalb Be:ween Resean.:h and lnvestmr;r:t .Banki ng. So :1~ to reduce furt~.;r tb" 
potentl<!.l for con!1io::rs 11f 1r:cerest o.- tl:c gppcaran..:c or conflicts or intcres:, the firm 
mu,st creme and er.forc:: firewall~ hetw~ctt .Re;;ea:ch and L1vest:11en; Dan king 
reasonably desigw;d rn prohii:>il ,tll Gommurti,:ation:; oet\Veen the two except as 
e;tpn:ssly described belo"': 

a. Invc~stment Banking p<.;rsonnel may ~o.;ck . through R<:llt:Arch management (or an 
appropriate designee witf) i.:Ornparahle r:lanagclllenr or control rcsponsihili:ies 
("Dcsi gnee ")) or :n the p~sence of internal I ega: or compliance staff. !he views of 
Research !Jt::rsonnel about !ht: u,~, ,·its of a propc)sed trans:tetion, a potentt :J.I 
candi6lle for l trarllmction. or market or ir.dustr: trends. conditions or 
de•elo!)Hl'~nts. Rese:trch pcl":!onnel may n:spond to such inqcmes on tl:ese 
subjects through Rc.~cnrch munagerucnr or its D<:~ign·~·~ or in the pre~en.;r. or 
intem~ lega l or :omplianee st~ff. In adr.li lion. Kesearch personnel. through 
.Re~earch management or i ts De~igm:c or m the pre~:;a.;e of ime-:nal legal or 
compiianc~ staff. may ini tiatt.: ,;uu!J 11unicaLiuu~ witn Tnve~tment Banlung 
p::r~onnel relating :o market nr indusL'")' trend~. conditiun~ or development~, 
provided :hat such c::ommurtications are consistent in nmure wi th !he tyves of 
cornrnunicMion~ that an analy:'!t mignt have wirh investing customers. Any 
commun:cationo between Rescarcn anl1 lnvesonent Bru1.kmg personnel ruusr not 
be mad.: for the purpose of ha ,•ing Research pc~nnnel identify ~pc.::ific potential 
inve~tment bankh>g tran8acrions. 
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h. In r::~pous<: ro n request by a c.:uominnent or similaJ ::omnittee or Sl!bgruup 
illcfenf, Research persi:luncl n1ay communicate the i ~ vie·,v~ abuut a proposed 
transaction or potential candidate Jur a transaction to the commlltee or subgroup 
then:oi in connectior. "ilh tlu;; rcv;ew of such L'"8J1S:lCtion or candidae ~>'the 
committee. Inv~~tllll:ttt .l:lnnking personnel working on the proposed r:ransacrion 
may participate with the Research pc(sonnel in ihe~~o: discuss inns 1.\ith such 
comr·11tree or >ubgroup. However. rhe Re;;earch per~onnel ll$0 must have an 
opport~nity co express their views to L1c comn:inee or -$ul>g!'oup outside the 
prcsc:1ce of such Investrne:l! Banking pcrsonnd. 

•. Re:;carch pefsonr:el may assist tb~ iirm in confi."ming the acequacy oi disc.:loourc 
in offering or other t:i•dosure dr:...::ume:us fur a rransac:ion J~d on rhe anaiysts' 
communication~ w1th the company a11ct other veuing conducted ou;:side the: 
presence of lnvesunent Banking personnel, bm to the. extenl cuull.uunicated :o 
Im·e~tn:l:nt Ba:1long personne:, mch r.nmmurjcatiun shall ~nly be made in the 
presence of unden•rit.;n. · or otner coun$<:1 ou rhe rra.ns;;.ct:on L'r im<:m~l legal o~ 
compl.ian~e st.qff. 

d. After :h-.: .Er.m rece•ve:; an invc~tnr.cnl ou.king manual~. or m connection wllh a 
block bid or simi l>Lr tnut>::~crion. Re,seu.rc;b pcrsonr.el may (i) cuuununicare their 
vie"'~ uu the 5t;·uct•lrir.g and prit:ing of ;he transaction to P'~rsnnnel in the lim•'s 
eqmty capital markt:ls gro1!p, wnich group's principal job re~punsibi lit.y 1s :he 
pric:ng a11d ~rntcturing of tr:m~tions (including by p:ntici~aung ·.vich tht: linn'·> 
equHy capil<ll markt:l~ group m the preparation of intema] -U$<.: m<.:mornnd.:l and 
other -:ft'otts to educate tl:e saks fon~e). and (ii) provide til such personnel ot.:10r 
infonnation obtain<.:d J:l·om 111vesting ~ustolllers relevant to lhc <Jli.:i ng and 
structuring nf :he tra.ns;;.ction. 

e. Rc~e.arc h per.>rmnel may ~lttmJ or pan.cipate. in a widely-auended conf~rt:m:c 
attended by In•estu.tl)ll!.Ba.n.<lng personn~.:J or m whicil 1'1'estn:cut Bankmg 
pt:rscunel participate, proVJ<.IeJ that rhe Rese;;.:-ch pcrsonr.e l do not ;>mid ?<tit: i.:l 
activities ot'-terwhc.: prohibited he rein. 

t'. Research ;md Invc:stmcot Ranking per.;ouncl may aliend or panicipM.e in widely 
anc:1ded frm or regional mc:.:tings a: which mau~.:rs or gene~:ll firm inter.::~! ar<.: 
discusseu. R::;s.:ar,;b n1:magement and luvesrment G;mking mana~ement may 
ancnd meetings or sit on firrn r.uaoagc:ment, rhk or sim1lar committees at which 
gener.d bQ-ine:~~ and plans (including thus.:: of Tnvesur.ent BaniUng and 'Research) 
:md Other matr.er~ of gener.JI firm imc1r.St a.·e db<.:u""'-'J. Rc!cnrc:h and Inve~tm~nr 
Banking personnel may conul1umcate with t::ach other with respecLlo lt:gal or 
compli•wcc issues, provided that intemal legal or compliance St:Jff is present. 

g. Corr.munic.:atior:s Jx:r,veen Research and J..nve,;trnent Oanking personnel that ar:: 
not rc.l~teri to investment banking or research a.:ti vili<:s 111-9y r.uke place without 
restriction. 
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11. .A.ckl! tiona! Rs;$Lrictious ,;,n Acrivili!;~ By R er.earcb and Jnvesr.rnent Bankip ~: Persunncl. 

a. Rc$earch per.;onr:d arc prohihiled from pnr.icipating in company or L1vestment 
Banking-~\)OilSO(ec road snows related to <l public offering or other invcwnent 
bauki:1g trnn5acrion. 

n. lnve> tntt:nt .Banking personnc:l an~ prohibited t:rorn di recting Re:;e;u-::h pe rmnr.el 
to e:1gage in marh:tin:,; or s~ ll ing efJorls to investors with t·~spe~' to an inv~~Lou.:ut 
banking trdn:.action. 

12. Oversi;;ht. An ove:rsighr/tn,1nitoring Gommit;ee or ~urwllitre~s. whic;1 will be 
coopri;d oi r~presentar:ves of Rcsenrch management ar.d may includ"' others (but 
:101 personr.el f:om Inv,~tment Banking). woll be create<! w: 

a re•:iew (';)eforehand, where ?Ta::ticalolc) al l chang.:~ iu rmingr., if any. and lllatc.ria l 
c:hangcs in price urgets. if auy. contained in me hm·s rese..r~h repor.;: 

b. <:on(I\Jct penodic reviews of re~ea·rch re:;>urts to determbe wh(;ther changes in 
racngs or :;>ti<:c t3rgen, if any, shuuld he considel'l:ll: ;;nd 

c. mon itor the overall qnahry and accutncy of the firm's .research repons; 

proviced, l:owev,;r, rh~t Se<:~ions I.l2.a and l.l2.'J of this .'\ddendun: shall null'<~ 
re<.[uin;c: W\th respect to re~c<~rch J'e;:>ons limite(: to purely quanLiL:ui ve analysis. 

U. Disclosurt/Transparency and Othe1· Tssues 

L Di&clq,ures. ln addidon to othel' disclosun::s rcqui ,-ed by rule. the fi..rn1 must disr.:lo~e 
prominently t'r! the f:l~~ page of :!11)' research report aud any ~ummary or :ioLi:1g of 
;:t:euu1.mendarions or r4ting~ contnmeC. in p:t:viou•ly-!SSued res..:arch cepor:s. in cype 
no smaller Lh'111 the type used for Lh..: text of the report (I( summary or listing, that: 

a. "~irrnj doc.s anc seeks 'u do busi:1e.~s with t:Oulpanies covered in its rcseM.:h 
report:; , As a re~ult, inve~tors ;houl<.ll>c R'.vare that Lhc: li.rm may have a 
t:uutlict of Interest that could affect the ooject.i viiy of thi s report." 

b. Witil .r~specr co Covered Cumpames as to whic.h the firm is requir~;d to make 
available lmkp:udcnt Re~earch (~ ciCt fonh in Se<.:tion Ul below): 
"CLUitOmcrs ol' [firm] can re.c:dvc i11dependenl, t!lird-p•rty r~se:u-:h on the 
company covered in this repon. at no co.s; to them. where such rc~arct: :s 
available. Customers can acce:,;~ Lhis independent rcscmch at [websi te 
aedresS/h;--perlink] or can ~aU (toll-free numbcrj ro request a copy of thi:; 
research.'' 

..., 
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c. ".!Jwe~l<)rs shculd con side: this report as only a ;bs)e factor in ma:o;..ing ti1e.i.r 
,n ·.,:estm~:H de!:1sion.'· 

2. TrausonrenCY of An::th•sts' P~rfon:1<1 1Ce. r:,;;: firm w:llmake puhlicly .lvailal>le (via 
its website, in a down ioad~blc fon110t), no later than 90 dny~ after Lf:t.: ccnclus10n of 
eac:J quatte;- (l::egindng w!th tne f:n;l fclJ calendar qua11e: that wmmences at le~t 
J 20 dnys following :he e ntry of the f i nal Judgment), the [ullow•ng information, if 
such info:mation is included iu any research report (other than any r~~.:arch report 
J~rn.ited 10 purely (lU;Lntii31JVe :m<Lysis) prep;a-ed 311C ft:<r.lshetlby L'le fi:u during the 
ptior quarter: subj~ct company. nnme(s) uf anal yst(s) rc.sponsible for c.:crnflc::ttion ot" 
the report ?Urs:..am to Regol3u~n :\C, dare of -:eJJQrt. ra11ng, price target, period withm 
which the price targe t i~ to t:e adli¢ved, earning~ per sh~n:: forecast(s ), pccodt_s) for 
which su~:h foreca>t(s) an: ,lppl,.:able (~.g .. 3Q03, FY04. etc.), ~md 
ddinitmniexpl:.nationiJf rming~ used hy tho:: fum. 

3 . Ap::~licnhlfilV. Ex~:ept ll_< speci.Et:tl jn the secoud and th inl :,cn~nces or this St~t!On 
t 1.3. the re>L:-ict.lllnS and. requirements sc:t forth in Secrions I [Separat.10n of Rese;m:h 
:u-:J Jnves>rr.em BaukingJ and Sc::.:ti.on IT [Di;closureiTrar.sp~J"ency and 01hcr Issues' 
of this Addendum •,\ill onl y apply i.n respect cf a r.:scarcn report .hm is ~Oih (ii 
prq.>arl!rt by the Iim•, nnd (ii) 1hul relates to c:ither (;\ ) ~ t:.S . company, o r (B) a non· 
1/.S . con:pany ior which a lf .S. market is rhe prim:ipal ec;uity trddi:lg market; 
pruvined, howevt:r. thnt such re$lri<:tions and requirement::; do nm appl )' tu Rcsear-:n 
activiti~s rcl:~u :~g 10 a non- L.S. company untii tb: ~econC. calendar qna11er followil•g 
the 8alendar quarter 111 which tht: U.S. m:trketllecame lht: prillCt[la: equity Lra<1ing 
n:arket for such company. 1'-otwi:hstanding the foregoing. Secthm 1.7 lCnverage] uJ' 
this Addenacm will al~o apply to any researcn r~pon (othn thnn t'1e ln&pcndem 
Resean;b Jllade avail~ble by the firm pm>nam to Se~tion Til [L'1dcpL:ntienr, Tnird­
Par.y Research ]or d~• Addendum) tllar has lx:en fumish.:u by lhe firm to iuvl!~tors in 
the U.S., bur nor prep:l.l:<::d by the firm. our only to the extent :hat the report relate~ to 
.::ther (A) a U .S . .:ompany, or (B) n non-U.S. company fvr wh ich a U.S. lll3fket is the 
prindpul C(jllltY tradi:lg market. :\.l~IJ uorwirhst;;u~Jing tne foreguiug. Sec,ion II.l 
(Disclosures] or thi~ Addendum w il l also apply to any r<;;:>carch ieport (uthcr than the: 
Independent Research m:~de available by the firm punuam to Sc:clioo m of thh 
Addendum) lh<~t has hee n fumi~b·~d by ihe f.iun co inve$lor~ in the U.S., but nm 
preparcu 9y the tirm. i nclurltng a report that relat.:s to 11 non-U.S. company for which 
a l :.s. mark<::t is not the principal equity trailing market, but only to the e.~;-:m that the 
repon h;ls been :·umi~ln.:d under the rinn'~ name, has been prepar~;;d for the excl usive 
or ~oie use of the tj nn or its cu~tomers, o: !:u.s been .:us~urmzed ·n :my matcrinJ 
respe.ct for r.he firm or its cn~tomers. 

a. Fvr ~urposes of thi~ Sccti<ln ll.J, the f1rm will be deemed to have furnished a 
resean::h r~pOtt to O.S. in-vestors ili t he U.S. if the finn has 111nde t he re~carch 
r~port av01lable tu investors m lhe t.: . .S. or bas arranged for somcoue else to 

mnke it avaiiablc ;o i nvestor~ iu the t:.S . 

s 



b. t·or purpose~; of th is Section ll.3. a ··u.s. co!llpany" mean; any company 
iilcorpot-:~ted in the U.S. vr whose principal pia~·~ of 'ou;hess or hea~umcrs ts 
in the U.S. 

c. For purposes of this Section 11.3, the calcn6r quartet in which a ;:;on-C.S. 
cotnp::my' s "pr:iut:i~>~ l equiry traJing market" becomes the CS. maket is a 
quar:er '•l!cn :nnre :han 50% of worldwide trading in the CO!llpany's :omrnvu 
stock and equivalents (st:ch as ordinary shares or <.;Otnmon srock or on.linaJy 
shares reprt::•enr.-.d hy American Depositary Receipts} takes place i n the U.S. 
Tr.~t.ling volume shall oc Ulea.>ured by public!y re?ortcd ;!vue volume:. 

4. General. 

a. The finn may not knowingly do ir,dirediy that whi<.:h it cannot do direr.:LI y 
under th:s Add.c:mlu.m. 

b. The ;'irm will :t.dopt atH1 implement poltcies anJ pro•:edures reasonably 
desigmxl to cnsare th:!l its assoctated persons (includin~ bur not Emited to till.: 
finn 's [nvestmem B9nking personn.:l) cannot and do no< see:-:.'" ini!uenc~ the 
content~ ul' 3 re.q.~ar:n report or the activities oi Research p.:rsonnel for 
purpo$e~ of obtaini:lg or retaidng i:n'<'-qtme:ll ban~n!J husmess. The fum will 
adopt aml implement prve.odu re~ mst:u..:liog iirm personnel ro report 
immed.Jarely to a n:cmt>er of tb:~ linn's legal or compliance staff any attempt 
to ir.J1u.:nc.:c the cements of a research r<::~on or tile acti ''itics of Research 
personnel for such a purpose. 

5. Timinl!. t.:ntess otherwise specified, the rcst11crions and requirements of this 
Addendum •.vill be cf:'ee<ive within I 20 days of the eney of Lite f inul Judgment, 
ex..::opt rhat Sections I.S [Compensation], 1.6 (Evaluations], f. 7[Covem!!.c]. 
l.llfTermimttklll or Coveragel, !.9 [Prohibi tion ou Soliciting Investment Banking 
Dusincssj, f. II [Additional Res;ric:ions en Activiti~ by Research Olnd bv.:stment 
Banking Per:;oneel j, and IIA(a} [General subpart a)] and 11.7 [Superseding Rules auct 
Amendments) of this Audcnrlum will be dfecti ve within (ic) days of the ·~ntry nf the 
Final Judgment. anrl Sections D.l.b t Disclosur.:s (suhpa.-t b)) and lJf [Tneependt:nl, 
Thin.I-Pn1ty Research]of tll.is Addendum will he e:f:"et:Livc within 270 uays ot' the entry 
of the final J utigment. 

6. Review of implemenr.at;on. 

n Th: firm w!.IJ ret.ain. at :ts o""c ex~nse, an !nee pendent Moniwr acceotab!e. :o the 
Staff of the SEC, ll'.o.; NY~f.. the NASD, r.he President oi NAS,'\A, anj :he 1'-ew 
Yor:, Atlomt::y Gene ral's Offit:e tv conduct a rcvie•N to ?TOviue reasoJMble 
assurance of the implementation and e f:cctiveness of :he fi.rm'fi poiic:es and 
procedures tksigw::ct to achieve compl.innc~: with lht~ terms of thi~ Aodcndum. 
This re.vicw will he gin 18 n:omhs after th~ date of the entry of tbe Final 
Judgment. T::.e Inuq-.endent Monitor will ?roduco.: a wrir.en repon of its t>e•:iew, 

. -. its tinilings llS to the implt:rncntntion and e iTecriveness of Lhc fLr.m's policies and 
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?TIXt~dures. and its rccotnrr.endatious of other poJicie;, or procedures (or 
ame01dn:ent~ to cxasti01g poEC:.:s or procet.lur.:s) as are neccs:ary ur.d ap!)ropriate 
to <lchicv•! comnliance wi:h the req uir<.:a:lent, ami UTOb.ibitions of t..i..is Addendum. 

~ . 
The re?Or! wiil 1.:-c produced to the f im1 and the Smff of ti:e SEC, the :-IYSI! and 
the )J"ASD wtthrn 30 days from the comp:.::tion of th::: review. ht:t no later than 24 
months frm11 the date; of entry of the Final Judgment. (The SEC Staff shnll make 
the repo:t ~v2ilaole to L'le Pre.sidcnt of l\iASAA and the New YoJ·k Ar:ome)' 
Gen~::ral' >Office t:pon r;;(j\test.) The Inde pendent Mol!!rc r shall have the opnnn 
10 seek an ex tension nf t:me by mt'lking a written request to the Staff of tile SEC. 

b. The firm will have a reasonabk Ol>portunity to comment on ;he lndependent 
Muuitor's review aml proposed reporT plio; ro ics st:baussicn, inc:uiling 11 

reasonable: upyorrunity 10 comrncm on any and ~II reCO!ll."llend3 tJOn~. and to seck 
cor.Jick::1ti ~l \reat!llent of such information and recuuuTlenda,ions sc:r foJTh therein 
;o 1:1e exte:ll that :he report cur-.::crns propie:ary comm.:rcia1 sno fir,;111cial 
informatron of the firm. Th•~ report wi ll he suoje.;t 10 tne protections f:-o01 

tirsc:osure ~ct :·cnh an the rules of rhe SEC. :ncluding the protections from 
di~..:Josr::-e set forth in 5 U.:S .C. § 5~2\b) (~) and l i C .. f'.K. ~ '200.80\b) (il), and 
wi ll not con::.li t:me u record. report, ~tatem.:nt o r data compilation nf a public 
or.:icc or agency um.lcT Rule E03(8) uf ihe PederJI R_!lcs nf E•tidence. 

c. T he firm will adopr oil recomrnenclath1nS contained in the writtcu repn11 of the 
Imlt:pcndem :\'Ionitor; piO\'iaed. howeYC! , that as tv <illY =ommendatiourha; t~.e 
firm believe:; is unduly burdens<)rlie or impnlcljcul, me finn :mty deJ:lOOStrate w:ty 
t:t.; x~ommended pub::y or pTocedure is, under the: :::ircr~msrances. umc.~sonable, 

tmpractit:al andin•· nm desi~'I'.ed t•> yield bend1t~ commen;umtc wtth its cost, ur 
tilt.: finn n1ay suggc~l an alremative policy ()r proc~:.ti.ore de~igned to achieve ~he 
same objective , and subi:llt ~ud: explanation r<11d/or alterndtivc policy or 
pro.:ecmre in writing to the Tndepenc.knt Monitor and to the Staff uf the S.CC. The 
firm and Ute L1deper,der:l Muni1oc ~hallll:en anempl in good faith to reach 
agreeme nt as to any iJOiicy or procedu tc Jl\ to \Vhich there rs any disput~ 3nd the 
Indep~::mh:nt ,\·lonitor shall reasonaoly evaluat'~ any alternative policy or 
procedure proposcu by 1he firm. li au agreement on any is.~·Je is net n:2.ched, d·.e 
firm will abide by the determinations of th~ StarT o f ;he SEC t which shall be 
JMde ilfter allowing the film and the Inr!ependenl :Ylonit.M to present argument~ in 
support of thei~ posit:om). and adopt :h~ r'~commendat:un: the Staff oi the SEC 
deems appropriate. 

d. The firm will ,~ooreiate fully -.ith the lndependcm t-'fonitor in thb n;\·i t:w, 
ind ucting making such non·t.Jrivileged ini'or:J.Jation Jnd du.:umctlts available, as 
the Tnde!)Cndem ~ton.itor may reasonably reqt:esl, a::d by permitti ng and t.::,lninng 
the firm'$ employees artd agcms ro supply st:ch non-privileged inion11llliOn an<i 
documents as the Independent Monitor mny reasonably J'Cquest. 
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e. To ..:usnre £!-,e .ndependence of the [ndepencent Moni10r, tl:e :irm (i) shnll uoi 
have the authori ~y tu tew1inate che Int!cpe ncem :Yfo:titor wirhout :he prior written 
approv<tl of th<: SF.C staff; and. (ii:• shall coope:1snt~ the Tndeper.dent Moniter, and 
person~ engilgec :o as~i~t tl1c IJ·.depend~nl Monitor. for ser•ic~:s ~endered pursuam 
to this Order at :heir rc.qson:!ble and cus;omz.-y :-dlt:~. 

f. For rhe period of e:1gagernc:nt anci for a ptlriod of tn ree years Crean comrletion of 
lt.e engagement, the l nde?endem ~Moni;r:r ~hall not c:r:tcr inrn ony employment. 
cun~u:tant, artomey-cliem, auditint; or othe: profe•~:onal reiatiunship with the 
r'i1m, nr any of its present ,)( former arti liore;,. direc tors, officers, empioyee$, or 
agents "<.:ling in rhom capoc ity as cillC:h . ;\ny entity w.t1h which the Ino.lt.:pcnclent 
.\1on1tor is aff:liau~d o!' of wlucn heishe is a memlx:r, ar.d any p<!rson engagec to 
JSsist 'he Ir:J..:pcnr!ent 1\if<)nitor in pctfonn:mce of his!ber duries unde r tb~ Order 
sha.IJ 110! , w ithout prior written consent of the S1.aff of the SEC, mtc:r i ntn 3ny 
e:nployroent, cull$tlltant, anorney-diCI\1, audicing or oth;~,- pmfessional 
rulauonsh.p wit~ the firm. or ary of its present m fo;-:ner aflili:~tcs, directors, 
officers, ern~luy~.:cs. or 3gents acting ul thetr c~padty as such for tte pcrio..J of <h:: 
engagGment and for a 11eriud of three years aft,~r the e:1g~g~m~:nt. 

g. Fi~c ycnrs after the date of the entry of the Final .luc.g:nem. ll:c: firm shall.:emfy 
to the Staff of the SEC, ll:e NYSE, t.h1.: NASD, the Pn;~i<.k~r of 1":\S:\A, anc tra~: 
Nt:·.v Ynrk Ar:nmey Gene~al's Ofiice, that the :'irm has complie<l in all material 
respects with the tcqui rements and pruhibttions set forth in th ts Addendum or, in 
the ~vent of mmetial no:~-cL•lllph;u,ce. will tkscrihe ~uc;, matenal ucu­
complia.'lce. 

7. Snoe rseding Ruks anJ Amendrnems. In the; cvem chat the SEC nr1cpts a rule or 
aj>provcs an SKO rl!lt or imerpr.:tation wi:h the ~tatcrl ime:-.! to SUj><:r;cdc any of the 
provisions of thi~ sculcmenr, exce pt SectiOIJ IV [Tn vesto• E<it.cmion] the SEC or SRO 
rule or iutcrprerarion will govem wi tll respect to ' bar pmvision of t.ho:: ~e.rrk:ment and 
such provioion will 00 superseded. In adt.lition, the SEC. 2\iYSE, the N:\SD, the No:;w 
York Anomey G~neral' s Oflicc and any Slate that incorporates t.his A<i.kudum 1:1!0 

its settlement oC d at.:rt proceeding~ agaiusr the Respon<.lo,;m agree~ that the SEC Stair 
may ;Jrovirle intelllretive guitl::mcc wi th resped to th!! re1m s of the s~::ttlcm.::li, except 
for Section IV [Investor t::du.:ationj. l!.S r.:quested by the Erm and that. subject to 
Cumr nppmval. the SEC antlthc fo 1n may :lgrt:e to smend or modify an::- rcr·m of the 
senlement, e.~~cpr foe Secticn IV [In ve.;tor P.ducaiion ], iu each case. wi;hour an y 
further action or invol vem:::nt by any other regulator in 3ny rel~red proceedin g. With 
respeci to .my tcr.m in Se::tion I or I1 uf this Addendu:n that has not heen superseccd 
(a~ s.:t forth ahove) '~1thin the yt.:m:; nf t.he cnl.r)' of rhc F\nal Judgm.:nt , it is the 
e.~pectation of Respondr!nt, the S:CC, }ZYSE. NASD. K'ew York. Attorne y General's 
Of[cc and the Stares L'lar the SEC won.ld agree to an amendme!1l or modification of 
such term. subje:;t to Cow< approval, unlelSs the SEC believes scc:h amcnrinlent or 
modification would not he in the public imere~r. 
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8. Other Oblil!uti,>us and Reauiremt::lls. F.xce?t a> o therwise specified, the ret:;tmemems 
and prohi bi tior,~ of lhis Addendum shall not relieve the firm of any other ar-plicable 
lc3al obligador: o:- rcqui rerr.ent. 

Ill. Indt:p~nde.ut, Third-Party Research , 

I. ObligatJon 1n Y!ake Avail~blc. Each )'ear. for rhe period eniliug five year> after 
rile effecti ve date of this Section Ill (~ s set fonh in So.:ction fT . .'i [T:ming] of this 
Adr.lemhiUl), the firm will bt: requi red to C01tlnl.:t with no fewer Lhau three 
uldepencent ?tOvid~;;rs of re.~e3rch ("lnccpendent Researdt Provicers' ') at a llm~: 

in order lu procuc~ and m:tk.e :n•:tibble Tndepende;.H Rc:se:lrch (as de lined below) 
t<> the fi n11's custom.~n iu tlte U .S . .u; ~t:l fott.h he low. Tho;r<.: is , however. no 
requiremenll~tat there he :lt leas t three fndepe.:td~nt R~se~rch Provido.:rs :·or the 
Comm on S tock of each Co~cred Company (s~ those terre.:; "-""C dctinec:i below): 

a. Fo,· comr:ton stock <tn(l e quivalents {such ;is ordinary :share< or comr:1on 
StO<:k or on:ti1ar; shares represented by Aruct:can Depositary Rt:~:ciprs) 
lisred on a U.S. natiounl ~e~ u:i,ies exchange or quotl:d in Nasdaq (such 
securi!ic; ltcrelltafter, co llecti vely, " Commoo Stoc '.(') and cuv,;r~d in r.he 
tinn's reseJt;h rc~m (m:ter tha:t tho~e limitec Lo pur~ly quantilative 
analysis) {~n i~~uer of ;ud1 covered Common Srock hereinafter called ~ 
"(.;cwered Companj " ), the firm, Lhro llgh an Independt:m Consul ram (as 
Jiscus$Cd bclnw) -.vill u:;t: its J~asonable ~frons ro procure, and shall m ake 
~t·•:H!ahi<1 to its \!ustomen; in rhe C.S .. i'ldependem Rt~arch on such 
Covered Cornpany's Co:mr11on Stock. (If lh.:lnoependem Re~an;h 
Provtders drop covc:rAge or do r..u l timely pick up coverage of the 
Commo:1 Srock of a Co .. en;d Cllmpany. l11l: fum v.tll not be in vio1nrion of 
My of the requirements :n this Section m, and may ,;onrinue to 
c.iis~~mina r.e its own research reports on Lho.: Common Stock or the Covered 
Corr:p:lny without making av .ulaule any Tndep~n•knt Research on the 
Coamon Stock of the Covered Company. if ihe form takes rells<.mablc 
step:; to :equesl chm the lndepentll:nt Consulcant prut:urc such coverage 
promptly.) 

1. for purposes ur this Se.:rion Ill, the firm ·~ research reports 
include o'e:~earch re;>on.s tl1at. have not been pr~p>ll'Coi hy the iirrn. 
hut only to the ex rent that such rcpons have been funtisherl1mder 
lh~ tinn's name, have wen prepared for Lin.: .:xctus1ve or sole usc 
of the firm or i ts customers. or ha,•e oeen customiz~:<d in ~ny 
mu.Lerial _:~:;pe;;: for the Gn-:J nr its cu::a.omt;n.. 

11. A non-U .S . C•) mpan y for whi-:11 a [LS. market is not th.: princ1pal 
t:l!Llity trading markt:l shall only be ::onsi .. krcd n Covered 
Compny if in the caler.dar ~u<!rtcr ended i\;farcl: 31, 2003. or in 
:my sul>scqo:cnt ca!e nC.:.1r qua ,Tcr during ;he periud th:1t the firm's 
obhgations to procure and make available lndependent R<:!search 
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under 1h1~ Seeton ill are effective:, t1e p~:hlicly repor.eo.l. a•crage 
daily doll~u- volume of U.S. u~cling in such ~ompany's Cornml\n 
Steck (rnensured by multiplying rhe publicly reported, average 
c.ai!y share volume of O.S. tnH.liug d!:ring the guane~ by th.:: 
closing prit:c per ~hare cf the Con:mon StQCK on the l:m day o: 
:he tjuarter), exceedtlo.l $ 2 .. ~ mi: lion, and ~b) the oul~tanding tutal 
public noat of the Cl)mmon Stuck RS oi the last day or Si!Ch 

calendar quaJ<er exceeded $150 million. Further. Ih~ fi rm's 
ubEgarion ;o proc:un: ~nd :nake a·tailai>lc Independent Rwc:u\:h 
wi th reSJ?<l(;t to such company s;1ail becooe dfc::iive at tb: later 
of: (a) ~)() days after Ule end of the calendn r quarter in vvbich the 
cnrn!)any mt:t the foregoin~ tracing m:d public tJom te.~ts; or (b) 
the t:ffccrr ve dare of tllis Section ID. 

L1 . For pu-:poses or this Section III. bdcper.den t Rcs.:s rch means (i) a 
res<:-:m:h n~pru-: prep<;ed 1)y nn ur.:diElt•x! person or entity, or tJij " 
stamrical or oth.;r snrv ey or analysis of resean:h r.:pons (including r.1tin~~ 
and ptic·,~ m~get~) issued by n hro;\d rang,1 of persons and (:utitit1s , 
1ncluding ?er>ons r.nd entities ;,aving no assQCiation with investment 
t>ar.:cng acttviries, whi<:h sur..,ey or an~l :sis ha~ been pre?<tn:d by an 
unaffiliated yc: rson or emity. 

c. The fir:n will aJopr policies ar.J procedores rea;on3bly cle~t g-ned to en sun: 
tht. :n ~O•lne<:t:on with any soliciled unJ;;r for a customer in the U.S. 
relating to the Common Stock l>f a Covered Comp<llly, and if !nde~ncrnt 
Resear~h on rhe Cover:::d C~"nrany' s Cvmmon Stock is availabic. the 
~egistered repn:scmntive wj]j h;,.:e in formed the CLtStomer, during the 
solit:itaticn. t:1at the cu~toJner ;;an re::dv.: lndepende:J: Re~t.:a.--ch nn l!':e 
Covered Cornoan v's Conunon Srock at no cost to rl\e customer (lhe 
")loric·~ l{equirement"). 

ol. Nctwi:hstanciing the forcg0.ing, the )loti~e R~rnm~nt "'ill not apply to 
ii) the suli<;ir~1 irm of an institutional customo::r (an c nr.t ty other than~ 
n3turn l person havin~ a t least SlO mil lion invested in ~e<:Uli ti~s in the 
aggreg:~tt.: in i rs por:folio anJ/•)f ;mder :l'lil:lagt:mcnr) unless such custuutc•·. 
3fter due :10<ice anJ vpportunicy, ha~ ~rl'lli'fd tl:e linn th~.t it wifihes to 
;,ave tl:.: Notice Requirem~nt apply to it (any cust~11ne r wno h a~ not so 
advisect the firm is her.::inafter referrcJ ro as a "Non Partkip3Ut1g 
InstirJtional CusrcnT.er"); (ii) orc'.ers as to Vvhich discretion was exerciSI!d, 
pur~unnt co a wric:en di::st.:n:tl\''mary ;!..:count agreement or Vvrine:n grant of 
trading authorization; or (iii) a solicit>ltion by an ~l!tity affil iated wit.'1 the 
Respondcm if such entity docs not furnish to its cu•;tome:s res~arGh 
reports uneer the lirm's name, pr.:.pa.red by the finn for d1c cxclu.~i~·e or 
sole u~e of che tirm or its customer>, or resean:lr r::por:s that ha~>e been 
custon1i 7.ed in any matcrinJ cespect for th.:: :ti m-, or its customen;. 
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e. Each Lrad.:: confi m1ation sent by the Resr-oni.le:Jt to a cusrorr.er •.vim respect 
iO an order as to which ;:he Notice Requi.-TC.uent <:pplies will ~t fvrel (or 
will oe a~comp110ied t:>y a separ<tt.; statemt!nt. ~>::-tich shall IJc consodered 
prut of the conErmativn, that will se t forth) , us of the time the trade 
conf:r:narion is gcncrated,_.t.he :-at:ngs, if nny, contained in the firm's own 
research rcpctlS nnd in lndepc:r.J.;;li ~est!:~rch procuro.:d :·of tte iiom w':h 
respect to the Common Sto.:k of the Cover~:c.! CompF-ny thatlS d'.e st:bjec:t 
of the order. 

f . F..:~6 pe:iodic accuum wuement sent by chc Respondenr to ~ cuswmcr i n 
t le l:.S. !hat refle:ts a positiur. in the Common Stock. of a C.:ov~red 
Cnmpany will set for!l o (or woll be accomp<uucc o:.-.:. sepa~ate staterr.cnt, 
'"hich shall be consodered pan ollhc periodic ~ccuum statement, ;hat •.vill 
set form), as of the ~n<.l of the penod CO'vt: J'~ll by the st~tement, ~'1e Ming~ . 

if any. cun:aiucrl in the finn's own research reports and iu the inrlepeo'Cent 
Rc~ear:n macle availabk by r~e fir:n e-n the: Common Stoc:, of each such 
Covered Company: ? rovidec, howe::vcl', that this :equirerr.cnt will !\Oi 

a!)ply to r--·nn-Patticipating lnsr.ot.JHional Cust<.Huers or di sc:-etionary 
accounts. 

g. Notice u;·tb: av~i l ~hol it y of Indepencenr Resea..-ch on Covct-~d 

Companoe~· Common Stock will also ·oe indudL:d prommeouiy in tt:e 
perio<lk a<.:c:ounr srmemenrs of tho:: R:..:spondent's cusiomen. in the U.S., in 
me ftrrn ·~ rese:li"Cb report~>, sno1 on rile film·~ --~b:;irt:. 

h. T'1e f11m win make the !JI(oc:pcndent Research ~vni lBble to its customer> in 
the U.S. using. fo r each C'.lstomer, the me~ns of dissemination cquivn lelit 
tn t"\()se it1.:ses to pruvidc tlie cu.~tomer -.vith tl:c fim: 's ovm research 
reporu. unless ihe finn and cu~torucr agree on ;;.nolher means of 
dissemination; pruvilh.:d, however, r.~at nutluJog here:n shall requ!re or 
authoril::; th•~ fin11 r.o comply with th.:: Notice Requirerr.i!nl or wake 
ava1lable or dis~eminalc l.nciependem Research M n t:me when doi:~g oo 
'Nuuld violate Section 5 of thi! Scctu·;i ies Act of 1933 ur lhc ot:h.::r 
provisions of the f..:clcml secnnties laws u~ t!l.:: ntles and regulations 
thcr~;•,,ud,~r. If nnd to the excenttitc tirm i~ able to make avai laolc vr 
disseminate :ts own rc~en,-ci1 repom on :h~; Cotnmnn Stock of a Covered 
Compao1y pursuant to Rule 137. R ule 138(a) or R~k 139(3) under r.ne 
Securities A::t of 1933 and in reiiance on Rcgulooon M :.~nder lhe 
St:curitics Exchange Acl of 1934, thc;1 the firm is also authorized and 
requi rea to make ;~.vailai>lt: ut dis~emin~le ln,lo.:pcnc:icnt. C~c:~curch on the 
Common Stock of such Covered Curupru.1y (even if the lndeoc::ntient 
R~~e:m::-. does not meet the requirements of such Rule) . • \lo{wirhs:andmg 
rhis s.:~:ion Ill.l.h, lt the firm determines, becnuse of legal, compbnce or 
>imi lnr concerns. not to f•Jrnbh or make a.vai laole its own r:.:scarch 1-epon.s 
on the Common Sto..:k of a C•wered Company fol' a lim ired r eriod of time, 
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ir shall not be rt:tjuircrl to m:Lt.(e ;nuilahle r:1e In..it:po.;ucent Resea.-ch on 
such Cuvtat:d Company Iu1: sllt:h reriod ut'lilm~. 

1. Tf, during :he p.;:io..1 that the fin:~· s obligations to procure and oake 
avaihtbic Independent R.;s.;;a rch under this Section Ill are dTcc tlve, ;he 
fin1 tenninates coverage o f :he Couunon Stock of a Covered Compmy. 
!he firm, lh:l.l~;g_'a it~ Tndependt::ut Consubmt, v.ill moke reasonabk: ~ffo•~~ 
to continue to procure uud make avaii~.I:Jic Independent Re:s.::ttrch on the 
Common Stock of such company fcc a penod of at lenst 18 month$ aflcr 
~nnination of :overage (;ubjcct to expir.;tiou of the finn's vbligauons 
uncler t~.i; Section ill). 

J- T!H• 1i1m w;n r.ot b: rcsponsible or liabit~ for (i) me procurement eecisions 
of the I~.Lit:p<:ndent Consul tant (as di:\C"JSS~d in Section m.l f.'\ppointJ!lO:Ilt 
of lnrlependent Con~ult~nt m Oven;e:c the Procurement of lndeper,dem 
Resea."Ch] uf 1his Addendum) wirh respect lo the lnde?endem Rc-~"arch, 

(ii) rhe lndepe:1de-:1! Research or i t~ contem. (iii j cu~toru.:r tran~ac:ions, to 
the ext.:nt based on the L"ldept:ur.lem Researdt. or {1v} ciaims arising from 
or i;1 conr.ection with the i nc!us ion o r Inde pendent Re:scm·:;l\ nuings in tht! 
iirn's cl)n!inuatlon~ and ;-e.:iotlic llccount statnucnrs, ro the ex:ent ~uch 
t:biws are ha;;ed on th<.><;:: mrings. T'lt: f!tm will not be reqt:irerl. to 
supervis~ till: f.Jforluction o f the hldependent R.;scnrch procured by th.; 
Ir:dcpe111~ent Consultant 3nd will have no responsibility to comment on the 
content oi the lnrlepe:'tdent Rt:::!cnrch. The firm CJIIY aC\ise it~ Ct:~lOI!lCf'i 
of rile foregoing in i ts cliscrerion. 

k. The Independent Ctnsvlrant will nul be hahle for (i) its pro.:•:rement 
decisioncl, (ii) the Tndepence::nr .R e~ear-:j or it~ content, (ii i) cu;;tumc: 
trnn~ac tions, Lo the extent based on Lllc. Independent Research, or (iv) 
claims an~ing from or in connection w1th !he inclusion of lndepcuJcm 
Rcs,~nrcn ratings :n the ti rm ·~confirmations and peri<.xlic acc:ount 
-5\atements, !I) the extent ~uch clnims are b~s.;u on those ratings, unkss the 
lndependem Con~ullaur h;;s carried out such duties in bad r"airJ1 or with 
willful misconctuct. The f.irm wiJlmdemrjfy the lnclependenr Consulmnt 
for any liabi lity arising ~rom ;he lndt:pcndent Consultant's good-f:tith 
perforrmuKe of it~ duties a.s .such. 

2. Appomtmem d Indt~::>ennenr Co.nsul lant ro Oversee th.; Procurement of !ndcpeaclent 
F.ese:1rch. Within 30 days or the entry of the:: Final Judgment, an Independent 
Consultant acceptable to ;he SEC Siafi, tla: NYSE, the :.IASD, the President d " 
N:\SAA, the Nc •_,. Ymk :\ttomey GC11eral and the firm sha!l he named to ove:-see the 
procure tnent of [neepend~:ut Research from lnticpendent Research Provide rs. The 
!ncependenl Consultant wi ll have the Iina l authority (following consultation ·.vitil the 
fum and i:J accordance with :h:; .:tire:ia set forth ill Secuon ill.J [Sdcction of 
hlderendem Rc$t:arcb Providers] of this Ad,·lenduml to proc~1rc r.he Tndepcn~nt 
Researt:b. Tile fndependent Comulta nt will not have b~1d any significant flmmcial 
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reiationship w1th rhe fmn d..r.:ng lh.: ;.>rior t1ree ye:m. anc! o1ay not t.ave any financial 
rt!iationsh l[l ""ith the ri m for three years fo[()wing h1s or her wor:{ <.s the bdepennent 
Consul tan t. The Independent Consultam 's fee arrangement wiJII~e suoject to the 
appwval of 1he Staif of the SEC, lb.: NYS'E, the NAS.O. the President of NASAA, 
aud ihe Kew Yof.< Auumcy C~:1eral';. Offiet:. 1n tne event thatanl::dcpenr.ent 
Consul tam mc~r u1.~ rcplnce.d, :he repl:ac(;!liCnt shall be ~.c:~t:ptabk to the Staff of the 
SEC, the )I YSF., t.he N.'\SD, the President of NASAA , the N'ew York Attorne::y 
Ge1:eral's Office and tl:o; Ii rrn, nnd shall be ~ubj~t ro r:1ese sarr:o: conditi on~. 

3. Sc:kcrion of indepetdent Rc;CM~h Provi_9e)l. The lndependent Consult:lnt wtl l seek 
to procure r:.;scarch n~ports on the C()mmon St;lck of all Co•·cr.::d Companies from 
Intlepcntient Research Pro·,iJcrs. lndependent Rest:3rch Providers r.::.ay nut pcrfoiJT\ 
investmen: banking IJusine.S$ of any kintl ~:•d n:;ay not pro1'i<k: l.aokeraE" services in 
direct aud sign ificant competi tion wich the firm. In >Kklillon, the lndepe:J.dent 
Consultant will usc lh~; followi ng crit eria in sdectmg and contra~~ting •.vtth 
1ncepcndcnr Re:;earch P:-ovidet> to provtc~ Independent Research. 

<\ . v•hether and to what !.:Xtem the lndepemh::ut R-esearch Provider or any of 
i ts affilia t<.:s or as.,r.ciated per$ou; is engaged in acti vi tics (i nc luding, but 
nm hmirec to, activities iovolvmg Covered Companies or their sa:uritics}. 
or :1a::. a business o r ot:le: ~e latio ush.ip w i6 th~ Clr:m 0 1 nny of it~ a:'filiates 
o r assoc iated person~. tit:.'! I may conilict vr Ct<::Rte the appea.-Jnce or 
confJ:it;t wit!: its 9reparation and ~ubi icauon of the Intlcp.::ndenr Re:;earch; 

b. tt:e deoirailili<y of ml:ltiple coverage oi certain Cover,;d Cot:lpames (e.g., 
hy si7.e of compan)' , iud11.SHY sector, comp~1 1Jies underwritten by tb<.: firm . 
elt;.); 

c. the l$.'i.ltont ;o which rhe lnde?.:nd.:::n Research Providt.:r hns a c lient base 
and ~venue stream lll'l)<1d enough to en~urc its indepencence from the 
fir:n; 

d. the utility of the Tncependem R,;scarch Provider's lntlo;pc ndcnt Researc h 
to the il nn's customers, inc ludin g the incl\lSion of rati ngs omd pn,;~:: targ-::rs 
in ~uch n::s.:srch <md the exter:l \0 wbJc~ the f£IJ' s custorn.:rs !lc: uall; use 
tt.e research: anJ with re~pect ro s1:rve~$ or analyses descnoed aoovo; in 
S..:ction Lll . l.h(ii), rhe e,'l.lent t0 which t;1e Inuepend-:::tt Research provides 
customers "-ilh a m c;HlS of comparing the firm ' s researc::t reports to those 
publisl:cd by other ptrSOD$ and Ctltltie s. incluiling pcrsoes and enraies 
having no asso:;iadon willl iu·e~tmcnl banking acttvitlc~; 

c. the quality and accurat;y of the fndependent R,;scarch .Provider's past 
research, induc.Sng dunng the term of the !nclep.endent Consultant's 
tunurc; 
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the e'per.ence, experti&: . reputation :mt.l 4U~l.t:catJons (including, as 
il?propria:e, n.:giSH<~tion.') of the bd¢pendent Researcl: Provider Md its 
pt-TSOuncl; and 

g. the cost of the !udcpt~ndent Research. CS;Jecially in light uf the li·:c-ycar 
periud sd fonh on Sec1ion lli. l ai>ove for the firm to make lndepencent 
RcscMcr .:vailable to its invcsw-:g c~:stom~.., 

4. Pisdosure Lll!'l\IQ'·le. r .anguage sub~tauti,1ll)" m the effn:t ~ct f011l1 be low may be 
used by ihe firm and its reght1.0n::ci repre.~entativt'.S to inform the firm's CU$tomcrs of 
the availability o f l.!1dcpe:1den: Resear.;h: 

a. {Di~dosurc to ~:n~;tomerr. as r~tjui n:<l by Section ITI.l.t: [Obliganon to 
Make A •:ailable subparr ::; ] of th1s :',dden..Jum.} 

·The re i~ ai>c inde;~enr.klJt, rhore-part)' re~..:arch avmlahle or: u'lis 
comp<my. which you can gee ;ot no (01\t [from ou.r websitcfhy p~~rlink) or by 
cal ling [;oil -free nurnbc.rJ , o ,· which I can an:~ nge to send to you if yw 
;•o\!.kllikl:.'-

b. { Gc;m;r<tl wd,sire and periodic t:ustomer account ~tatt:mc; olt disclosure as 
required by Sec:ion m.L g. L<'>b11gadon lu Make ,&.v:ulonle subpart g] of 
:his Addt:udum).) 

··Intltpent.lc;nt, thirct-part:;: :esearch oo =•main companie~ c;ovt:rcd by the 
fo nn 's resear:n is a' aiiabh: to custome~ of [lirm] at no cost. Customers 
can ac<.;t:SS th i ~ research al [our wcbsote/hyperlink] orcun calJ (toll-free 
numberl toreyo.:c;~t th;H s copy of tri s rcs.O:ll'ch be sent to them." 

5. A.:\nHal Renorti ng. The 1-lt.l<.:\l"lldcor Consult;~nt will rcpott annually to the Staff uf 
the SEC tlot: 1\Y.':iE. rhe NASD , lhe Prc;~idcnt nf NASAA, and the N" v" York 
Annmey General's Office on its selectinn of lndepcndcut Re~earch Pro\'iders. tht: 
.il:dep.:r:dem Research rt has procured the .:ost of the Independent Re<i<;arcll ir ha~ 
procured to date, and the Int.lt:pcnde nt Conoulta.'lt':; t'ccs artd ex;>en~e~ to date. 

l V. Inve:;tor EdtKaliou 

l. General. The t!tm wi II pay a total of $ lO,OOO,I.!OO, payable in fi ve cqu3l Lnstallmenr;; 
011 ~ n annual basis (wi£h i.he !1r:;L p:t yJo 11:11t co ·oc matlc 90 days afr<:,. chc cnrry of the 
l'inal Jut.lgmcll[) . to funds ~armarked ior in vestor education. Of this mon:::y, a !Otal of 
$5,000.000 ~hall be paid pursuant to the frrm ' s agreemem with ;he SF.:C. N'{SE and 
NASD. The remaimi:-r of tllc funcs eanna.rkeu fur in ... estor education, in the amount 
of$5,000,000, shnl.l be paid to the in vesli.>r Education fund at the Invo;s tor P:otc::tioo; 
Tn 1st, a Wisconsin charitable;: trust, pursullnt to agreem~:nt wirll rile f!ourd of Directors 
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of _'f AS/\i\, to be t:sed fo: the purpo..>:>e of mv.:s:cr education ll!> J~~ril~<:d ir: Sc;;~icoo 
IV.3. 

2. Payments :o the Investor Educati~)ll Pund. 

' 
a. As referenced in Sec;ion [V .1 above. :he firm sl!all pay the an:owtl of 

$5,000,000 in li v~ wqtlal nn nual installment paymcnrs ns rl.-.~ignated hy the 
NA.SAJ\ Bo~rd of 'Di recwrs to the In•cstor Education Fund ("the Fund") 
to be held as a separute fuud by the Tnveswr Prot;;;c tion Trust. 4 11 ba.5t 
Wiscousin Avcn11~. Milwaukee, WI 5320244~17 , c/o Quurles & Drady. 
The amoum for :nvestor ,u.u.::.tion to he paid by th~ firm !U the Fund may 
be re.<.luo.:td due to -)1,~ dects;on of any .stalL:(>) nor l l1 enter into a settlement 
with the firm. 

b. I 'he firm sna!l rr.ake the fm;t ~uci1 installment payment wi thin nindy {90} 
eays after tht: cr.try of the 1-ir.al JudgiEenL ThiliJ.lllYDll!OT snail he made hy 
wi.-e transfer to the Investor Protcctior~ Trust at US OJII:t ':'A. ::v!.ih•aukec, 
WI, ABA 4075000022 foe cred1t :or the TP.tst DiviSlOI1 Account 112-950-
027. for funher credi t to the JnvG~;or Protection Trt:st Accou:tt Nuobcr 
0000!2891 800 togcth,1r w1 th a cover letl<::r itiL:nri fywg r.he ;,rm as a 
i'<~~ ponder.t in th is action amltht: payruent designated for lh~ Inv"'slor 
.Educauon Funtl. The :fi.rm shal l simultaneuu~ly tm Hsmit phor,,)cnpi e~ of its 
pay1nent. and letter to the Presitknt of NASAi\, 10 G Street ){E, 
Washington. DC 20002. J3y making this payment. <UJCi thosr. pnyment:; 
Jef·~renced m ~~ction IV.~.c. below, the tlrm relinqu:;hes all legal and 
equitable right. title, aud iaierest in such fun.:S, anu no p:u1 of the fun'i' 
shall i:le returned to the firm. Tho.; Fuud shall be administered in 
ac:;orda.'lce wiLIJ the tctn;s of tb! investor education pl~n. 

c. The flllil sl:aE make subsequent imt:U.n:.em payments annually on or 
before the month and day of th<: entry of the Final Judgment Such 
paymr.:nt.s ~hall llc mnde uno the fund at :ht: Ir1 •:cstor Protec1.111n 'T rust as 
des(;ribed in Section !V.2(b). 

3. Pumose of and Limimrions on the '(;§e 1>1' dtw funn. 

.. ·-

a.. The Fund (including all in::.tallm0J1t. paymem s) shall be usec.l to ~upport 

pru~:rams designed tbr the purpose of inve:slur cducati<)n nnc1 research and 
educatinn wi!h respect to tht: protection of inveswrs, and to equ1p 
inve.stcrs ·~viLh Lhc k:Ju.>wJcdgc und :;:dns neces~~ lo muku iniotllll!ri 
invesimenr de.::isions Jlld to incre:cst: ~,>'Crsonal ;1nanci:~l li teracy. The 
investor Protecli~>n Tru~t, ur :;oopennion with 1\AS.-\A, shall t:stublish an 
investor e<lucnt..on p1an designee :o a:.:hic·,c these purposes . 
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h. !\o princip~l or incom:~ trom th::: Fund sh:.~ll : 

(i) inu.<: to :he gcn~~ral f;md or L-ca:sury of any Stall!: 
(i i) be utilized to pay tho: routi11e oper:lting expe :1s~s of KASAA; or 
(i i1) he utilized to.,pay the comper.sation or expc:nacs of srsre 

u!Iicials or stote employee:~; .:.\CCpr such expenses as are 
ncce>sary m fulfill the put po~e.~ of the fund. 

c. Monies in L1e Fund mny also be used Lv pay any :a.~e.~ on ir.cooe ea..Tt:ed 
b~ such Funr .. T he firm shall provide the Investor Protection Trusr ;;mh 
relevant information and orherwise coopentlc with the Tnve~tor Prmection 
Trust in fu lfillin~ the Fund's ()bl igation~ under applicabk law. 

d. AJ kc;, ccsrs. and expenses incurred by the [nvestcr Pro\~ ton TrJSL in 
connectior. wJtiJ anJ im:idcnral to rhe pe:funuancc of"~ cut•~ under th is 
AJ(kudnm, inc iuding the fee~;, coots, and expenses of any p~:rsous 
engaged to as~is l il anJ all ndmi ni m ative ft;c:S, costs. and exp~n~es 7elated 
lu the:: inves10r ~ducat ion plan shall be po1d out of : he Fund. 
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