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BY HAND

The Honorable William H. Pauley HI
United States District Judge
Southern District of New York

500 Pearl] Street, Room 2210

New York, New York 10007-1581

Re:

Dear Judge Pauley:

USDC SLixy
August 3, 2009 1. D{}( ¥ -s.ﬂ’,: f ET

SEC v. Bear, Stearns & Co. Inc., No. 03 Civ. 2937 (WHP)

SEC v. J.P. Morgan Securities Inc., No. (03 Civ. 2939 (WHP)
SEC v. Lehman Brothers Inc., No. 03 Civ. 2940 (WHP)

SECv. U.S. Bancorp Piper Jaffray Inc., No. 03 Civ. 2942 (WHP)
SEC v. UBS Securities LLC, No. 03 Civ. 2943 (WHP)

SEC v. Goldman, Sachs & Co., No. 03 Civ. 2944 (WHP)

SEC v. Citigroup Global Markets Inc., No. 03 Civ. 2945 (WHP)
SEC v. Credit Suisse First Boston LLC, No. 03 Civ. 2946 (WHP)
SEC v. Morgan Stanley & Co. Inc., No. 03 Civ. 2948 (WHP)
SEC v. Merrill Lynch, Pierce, Fenner & Smith Inc., No. 03 Civ. 2941 (WHP)
SEC v. Deutsche Bank Securities Inc., No. 04 Civ. 6909 (WHP)
SEC v. Thomas Weisel Partners LLC, No. 04 Civ. 6910 (WHP)

We are submitting this letter at the request, and with the specific consent, of each
of the defendant investment banking firms in the above-referenced matters regarding further
amendment or modification of Addendum A (“Addendum A” or the “Addendum™) to the Final
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Judgments entered in these matters.' The Settling Firms hereby move the Court under Federal
Rule of Civil Procedure 60(b)(6) to approve the proposed revisions to Addendum A. We are
authorized to state that the staff of the Securities and Exchange Commission (the “SEC”) has
reviewed a copy of this letter motion and agrees that the statements attributed to the SEC herein
are accurate and that the SEC does not oppose the motion.

BACKGROUND

In 2003 and 2004, the Settling Firms settled charges against them brought by the
SEC arising from its investigations of certain research analyst conflicts of interest. Addendum A
to the Final Judgments required the Settling Firms to comply with various undertakings. In
Section I of Addendum A, the Settling Firms undertook to separate their research and investment
banking units. In Section I, they undertook to make certain disclosures for reasons of
transparency. In Section III, they undertook to procure and make available independent third-
party research.

The Settling Firms and the SEC (collectively referred to in this letter motion as
the “Parties”) specifically contemplated in Addendum A that the SEC and a Settling Firm might
agree to amend or modify any term of the Global Research Analyst Settlement, subject to Court
approval, without any further action or involvement by any other regulator in any related
proceeding.? During the first few months that the Settling Firms attempted to implement the

! As noted in the SEC’s June 4, 2004 letter to the Court, there is a slightly different Addendum A for Merrill

Lynch, Pierce, Fenner & Smith Inc. (“Merrill Lynch™) than for the other defendants to reflect the fact that Merrill
Lynch’s settiement with the states was not part of the “global settlement” of research analyst cases (collectively
referred to herein as the “Global Research Analyst Settlement” or “Settlement™). In addition, as noted in the SEC’s
September 7, 2004 letter to the Court, Deutsche Bank Securities Inc. and Thomas Weisel Partners LLC have
separate settlements with the SEC that are related to the same matters addressed by the Global Research Analyst
Settlement; these two defendants agreed to the entry of an Addendum A in a form substantially identical to the
revised Addendum A for the other defendants. (Addendum A for Thomas Weisel Partners LLC reflects the
comparatively smaller size and structure of the firm by, inter alia, permitting the head of Research to report to the
head of the firm, permitting Research’s dedicated legal and compliance staff to be responsible for non-research
functions as long as they had no responsibilities or functions relating to investment banking, and requiring the firm’s
General Counsel and at least one member of the firm’s compliance staff who had ne responsibilities relating to
investment banking (rather than the Audit Committee of the firm’s holding/parent company) to review the budgeting
and expense allocation process with respect to Research. Addendum A for Deutsche Bank Securities Inc. differs
from the revised Addendum A for the other defendants only with respect to the timing of certain provisions.)

We note that, in June 2008, JPMorgan Chase & Co. completed its acquisition of The Bear Stearns
Companies Inc. and defendant Bear, Stearns & Co. Inc. no longer exists as a separate entity. See Letter to the Court
from Paul R. Eckert, dated May 23, 2008. In addition, in September 2008, Barclays Capital Inc. (“BarCap”)
acquired certain assets relating to the North American investment banking and capital markets business of Lehman
Brothers Inc. (“Lehman™) and became the successor to Lehman for purposes of Addendum A.

Copies of the modified Addendum A to the Global Research Analyst Settlement, as approved by the Court
on September 24, 2004, and the Final Judgment for Merrill Lynch are attached to this letter motion as Exhibits A
and B, respectively. For purposes of this letter motion, Addendum A for all defendants is substantially identical and
references to the “Settling Firms” include alt defendants.

Reference is made to Addendum A for the definitions of terms used in this letter motion that are not
otherwise defined herein.

2 See Addendum A, § I1.7.
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various provisions of Addendum A, several issues came to light that were not reasonably
foreseeable or capable of being adequately addressed at the time the Court entered the Final
Judgments. The Parties discussed these issues and agreed that certain modifications to
Addendum A should be made. After considering these proposed changes, the Court approved a
revised Addendum A on September 24, 2004.>

Addendum A also provided that “[iln the event that the SEC adopts a rule or
approves an SRO rule or interpretation with the stated intent to supersede any of the provisions
of this settlement, the SEC or SRO rule or interpretation will govern with respect to that
provision of the settlement and such provision will be superseded.™ Furthermore, with respect
to any term in Section I or II of Addendum A that was not superseded in this manner “within five
years of the entry of the Final Judgment,” the Addendum memorialized the Parties’ expectation
“that the SEC would agree to an amendment or modification of such term, subject to Court
approval,5unless the SEC believes such amendment or modification would not be in the public
interest.”

Since the entry of the Final Judgments, the SEC has approved various SRO rules
and rule amendments that address many of the same areas as those covered by Sections I and II
of the Addendum, but that were not explicitly adopted with the stated intent to supersede any
such provisions.® The Parties now believe that it is appropriate to eliminate certain provisions of
the Addendum that are covered by the existing SRO rules to the extent set forth herein.” In
addition, the Parties believe that it would be consistent with the public interest to abrogate certain
other terms of the Addendum that impose additional burdens and costs on the Settling Firms that
no longer appear necessary to protect investors and/or to effect the policies and principles
underlying the Global Research Analyst Settlement.

Although the Settling Firms strongly believe that all the existing operative
provisions of Addendum A should be abrogated and that the Settling Firms should now be

? On March 31, 2009, this Court granted BarCap’s motion for approval of certain proposed modifications to

its Addendum A. The SEC staff agreed that the modifications were appropriate in the context of the Lehman
acquisition, and the SEC did not oppose the motion. See Order, dated Mar. 31, 2009.

In particular, the Court amended BarCap’s Addendum A so that Sections 1.3 and 1.5 of the Addendum,
which would otherwise require the Audit Committee (under Section .3} and the Compensation Committee {under
Section 1.5) of BarCap’s U.K. parent company (or a comparable committee or group) to conduct annual reviews,
respectively, of BarCap’s budgeting and expense allocation process with respect to Research and BarCap’s
compensation process for Research personnel to ensure compliance with the Addendum’s requirements, do not
apply to BarCap. The Court also ordered that Section I} of the Addendum no longer requires any notice to
BarCap’s pre-acquisition client base under Sections I1I.1.c — TII.1.k in addition to the notices on BarCap’s client
website regarding the availability of independent research.

4 Addendum A, § 1L.7.
i id

6 See NASD Rule 2711 and NYSE Rule 472.

! Although Section I1.7 of Addendum A does not require any party other than the SEC to agree to an

amendment or modification of the Addendum, we understand the SEC staff has discussed the proposed changes with
the other regulators party to the Settlement and such regulators do not oppose this motion.
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subject only to those rules and regulations with respect to research and investment banking
interactions to which non-settling firms are subject (other than the provisions of Section III,
which has its own specific expiration date), the SEC has indicated to the Settling Firms that it
believes that, at the present time, it is in the public interest to retain certain of the provisions of
the Addendum in their current form or with some modifications. Accordingly, the Settling Firms
have decided not to petition the Court for full abrogation of Sections I and I of Addendum A in
this letter motion. As discussed below, the Parties have agreed (subject to Court approval) that
these remaining provisions will be reconsidered at the earlier of (a) one year from the Court’s
approval of the proposed modifications described herein, or (b) the effective date of the new
equity research analyst rules currently being proposed and considered by the Financial Industry
Regulatory Authority (“FINRA™), with the expectation that if such rules address the remaining
provisions of the modified Addendum, the SEC will agree to a further amendment or
modification of the Addendum (subject to Court approval) unless the SEC believes that such
amendment or modification would not be in the public interest at such time.

A redlined draft showing the Parties’ proposed changes to the modified
Addendum approved by the Court on September 24, 2004 is attached hereto as Exhibit C.

In keeping with the Court’s prior request that the Parties describe the proposed
modifications and give the reasons for them, this letter motion provides that information in the
order in which the proposed changes appear in Addendum A. For the reasons set forth below,
the Settling Firms and the SEC believe that the proposed modifications strike an appropriate
balance in addressing the Parties’ various concerns and interests and, more generally, are in the
public interest. Accordingly, the Settling Firms respectfully request that the Court approve the
proposed modifications and submit for the Court’s consideration a proposed order (the
“Proposed Order”), which is attached as Exhibit D. As noted above, the SEC agrees with the
proposed modifications and does not oppose this motion.

A, Reporting Lines (§ I.1)

The existing Addendum requires that Research and Investment Banking “be
separate units with entirely separate reporting lines within the firm.” This provision was one of
many in the Addendum aimed at insulating research analysts from pressure by investment
banking. The applicable SRO rules (NASD Rule 2711(b)(1) and NYSE Rule 472(b)(1)g) do not
expressly require separate units, but provide that (1) research analysts may not be subject to the
supervision, or control, of any employee of a member organization’s investment banking
department, and (2) research reports may not be subject to review or approval prior to
publication by investment banking personnel or any other employee of the member organization
who is not directly responsible for investment research other than legal or compliance personnel.
The Parties believe that these rules adequately address the concern intended to be addressed by

8 In July 2007, the National Association of Securities Dealers (“NASD’) and the member regulation,

enforcement and arbitration functions of the New York Stock Exchange (“NYSE”) were consolidated into FINRA.
The current FINRA rulebook includes (1) FINRA Rules, (2) NASD Rules and (3) certain rules incorporated from
the NYSE (“Incorporated NYSE Rules”). On October 14, 2008, FINRA issued Regulatory Notice 08-55 seeking,
among other things, comment on proposed FINRA Rule 2240 regarding research analyst conflicts of interest that, if
adopted, would replace existing NASD Rule 2711 and Incorporated NYSE Rule 472,
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Section 1.1 of the Addendum and that it therefore would be consistent with the public interest to
remove the introductory paragraph of Section 1.1 from the Addendum. The definitions set forth
in Section L.1 should be retained as they are necessary for interpreting any remaining provisions
of the Addendum.

B. Legal/Compliance (§ [.2)

The existing Addendum requires Research to “have its own dedicated legal and
compliance staff.” The Parties have agreed that it would be consistent with the public interest to
remove Section 1.2 from the Addendum. The Settling Firms now have legal and compliance
personnel who are experienced in monitoring compliance with the Addendum, and the Parties
believe that it is no longer necessary for the Settling Firms to have legal and compliance
personnel specifically dedicated to Research.

C.  Budget (§ L3)

Section 1.3 of the existing Addendum requires that the Settling Firms’ research
budget be determined by senior management, not including Investment Banking personnel,
without input from Investment Banking and without regard to specific Investment Banking
results or revenues. This section also requires an annual review of the budgeting and expense
allocation process with respect to Research by the Audit Committee (or comparable committee
or group) of each Settling Firm’s holding/parent company. The SEC has indicated to the Settling
Firms that it believes the substantive restrictions prohibiting Investment Banking input into the
research budget should be retained at this time and, accordingly, the Settling Firms have agreed
not to request abrogation of such restrictions in this letter motion. The Parties, however, have
agreed that it would be consistent with the public interest to eliminate the annual Audit
Committee review requirement from this provision of the Addendum.

D. Physical Separation (§ 1.4)

The existing Addendum requires that Research and Investment Banking be
physically separated to prevent the intentional or unintentional flow of information between
them. The current SRO rules do not contain an analogous provision expressly requiring the
physical separation of Research and Investment Banking. The SEC has indicated to the Settling
Firms that it believes abrogation of this section would not be in the public interest at this time
and, accordingly, the Settling Firms have agreed not to include a request for abrogation of this
provision in this letter motion.

E. Compensation (§ 1.5)

The Addendum contains a number of principles and restrictions regarding the
compensation of Research personnel that are designed to eliminate Investment Banking input
and minimize the influence of Investment Banking considerations. Comparable SRO rules
(NASD Rules 2711(b)(1), (d) and (i) and NYSE Rules 351 and 472(b)(1) and (h)) have been
adopted that similarly prohibit investment banking personnel from having influence or control
over research analyst compensation, prohibit compensation of research analysts based on specific
investment banking results, provide specific factors that must be considered in determining the

compensation of a research analyst, and require annual attestation that an internal committee has
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reviewed these factors in making research analyst compensation decisions. Accordingly, the
Parties believe that it would be consistent with the public interest to eliminate this provision.

F. Evaluations (§ 1.6)

The existing Addendum prohibits Investment Banking personne! from evaluating
Research personnel or providing input for these evaluations. The Parties believe that this
provision is no longer necessary given comparable SRO rules (NASD Rule 2711(b)(1) and
NYSE Rule 472(b)(1)), which prohibit investment banking influence or control over the
“compensatory evaluation” of analysts. In addition, NASD Rule 2711(d)(2) and NYSE Rule
472(h)(2) exclude Investment Banking personne! from participating on the research
compensation committee.

G. Coverage (§ L.7)

The existing Addendum provides that Investment Banking will have no input into
company-specific coverage decisions and that Investment Banking revenues shall not be taken
- into account in making such decisions. (The Addendum does allow Investment Banking to have
input into categorical coverage decisions.) The current SRO rules do not contain an analogous
restriction with respect to Investment Banking input into company-specific coverage decisions,
and the SEC has indicated to the Settling Firms that it believes that allowing Investment Banking
to have input into company-specific coverage decisions could result in pressure on Research
analysts to provide favorable coverage and, consequently, that removal of this restriction would
not be in the public interest at the present time. Although the Settling Firms disagree with this

view, they have agréed not to include a request for abrogation of this provision in this letter
motion.

H. Termination Of Coverage (§ 1.8)

This section of the current Addendum requires the Settling Firms to publish
reports when terminating coverage of a company. The Parties believe that this provision is no
longer necessary given the comparable SRO rules (NASD Rule 2711(f)(5) and NYSE Rule
472(£)(6)) that contain similar requirements.

L Prohibition On Soliciting Investment Banking Business (§ 1.9)

The existing Addendum prohibits Research “from participating in efforts to solicit
investment banking business.” The Parties have agreed that Section 1.9 of the Addendum is no

longer necessary because substantially the same provision is now part of the SRO rules (see
NASD Rule 2711(c)(4); NYSE Rule 472(b)(5)).

J. Firewalls Between Research And Investment Banking (§ 1.10)

The existing Addendum limits certain communications between Research and

Investment Banking. The proposed changes modify these requirements and restrictions as
follows:
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1. Research Personnel Communications With Investment Banking Personnel
(§ 1.10.a)

Section 1.10.a of the existing Addendum provides that Research personnel and
Investment Banking personnel may communicate about market or industry trends, conditions, or
developments only in the presence of internal legal or compliance staff. The proposed changes
provide that “Research personnel and Investment Banking personnel may communicate with
each other, outside the presence of internal legal or compliance staff, regarding market or
industry trends, conditions or developments, provided that such communications are consistent
in nature with the types of communications that an analyst might have with investing
customers.”

Furthermore, the Parties have agreed that Investment Banking personnel should
be permitted to “contact Research personnel to learn more about a particular company, provided
that such communications are held in the presence of internal legal or compliance staff and are
consistent in nature with the types of communications that an analyst might have with investing
customers.”

These proposed changes would allow greater sharing of information between
Research and Investment Banking as long as those communications are consistent with the types
that analysts might have with investing customers. However, these changes also would provide
for monitoring of communications by legal and compliance staff in those instances where the
potential for Investment Banking pressure on Research may be more acute, such as
communications about a specific company or a proposed transaction. The Parties believe that
both changes to Section 1.10.a are appropriate and continue to provide adequate investor
protection.

2. Research Personnel Communications With Commitment Committee
(§ 1.10.b)

The existing Addendum provides that, if Research personnel communicate their
views regarding a proposed transaction to the firm’s commitment committee, they must be given
the opportunity to do so outside the presence of Investment Banking personnel. The SEC has
indicated to the Settling Firms that it believes this provision supports the ability of Research
personne! to play an important role in screening potential transactions by the firm while
minimizing the potential for Investment Banking personnel to influence the views expressed by
Research personnel. Consequently, the SEC believes that abrogation of this section would not be
in the public interest at this time and the Settling Firms have agreed not to request abrogation of
this provision in this letter motion.

3. Research Personnel Communications With Third Parties (§ 1.10.¢)

Under Section I.10.c of the existing Addendum, “Research personnel may assist
the firm in confirming the adequacy of disclosure in offering or other disclosure documents for a
transaction based on the analysts’ communications with the company and other vetting,” but
these communications and vetting must be “conducted outside the presence of Investment
Banking personnel” and may be communicated to Investment Banking personnel only “in the
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presence of underwriters’ or other counsel on the transaction.” The Parties believe that
modifications to this provision are appropriate to permit joint communications for due diligence
purposes in certain circumstances where analysts would not be used to “solicit” investment
banking business (e.g., because the firm had already received an investment banking mandate) or
where the time frame for due diligence is too short to provide for separate diligence sessions.
These joint communications (or subsequent communications by Research personnel to
Investment Banking personnel with respect to separate due diligence conducted by Research
personnel outside the presence of Investment Banking personnel) must, however, be for the due
diligence purpose of gathering or confirming information about the company or proposed
transaction, and must be conducted in the presence of legal or compliance personnel. The Parties
believe that this modification is appropriate because allowing joint due diligence can result in
more effective screening of transactions and better information being made available to
investors. The SEC has also indicated to the Settling Firms that it believes this modification is
consistent with the public interest because it contains measures designed to insulate Research
personnel from being pressured by Investment Banking personnel during joint due diligence
sessions.

4, Research Personnel Communications With Members Of The Sales Force
(§ 1.10.d)

Section 1.10.d of the existing Addendum permits Research personnel to
communicate with personnel in the firm’s equity capital markets group “[a]fter the firm receives
an investment banking mandate or in connection with a block bid or similar transaction.” The
Parties propose that this provision be modified to permit such communications where the firm
has a short time to respond to the issuer’s request for a transaction proposal and needs to take the
analysts’ views into account in deciding whether to submit a proposal and/or the terms on which
to base the proposal.

In addition, the Parties propose that certain modifications be made to Section
[.10.d(i11) of the existing Addendum, which governs when Research personnel may “[p]articipate
with the equity capital markets group, or independently, in efforts to educate the firm’s sales
force regarding [a] transaction.” In particular, the proposed changes would remove the
requirements that (1) “oral communications to a group of ten or more of the firm’s sales force ...
be made in the presence of internal legal or compliance personnel,” (2) “Internal Research
memoranda that are distributed to a group of ten or more of the firm’s sales force ... be reviewed
in advance by internal legal or compliance personnel,” and (3) written logs of oral
communications to a group of ten or more of the firm’s sales force be maintained and retained.
Similar SRO rules (NASD Rule 2711(c)(7) and NYSE Rule 472(b)(6)) cover communications
between Research personnel and internal personnel, but do not contain the specific requirements
outlined above. The Parties believe it would be appropriate to remove the chaperone, pre-
review, and written log requirements contained in Section I.10(d)(iii). However, the SEC has
indicated to the Settling Firms that it believes the other requirements contained in this provision,
including the requirements that Research personnel must have a reasonable basis for their views
and make presentations to internal sales force personnel that are “fair and balanced,” should
remain in place at this time and the Settling Firms have agreed not to request abrogation of such
remaining requirements in this letter motion.
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S. Other Communications Between Research And Investment Banking
(§§ L.10.e—g)

Section I.10.¢ of the existing Addendum would be modified to clarify that
Research personnel may attend or participate in any widely-attended event (not just “a widely-
attended conference”) that is “attended by Investment Banking personnel or in which Investment
Banking participate, provided that the Research personnel do not participate in activities
otherwise prohibited” in Addendum A. The Parties propose that Sections 1.10.f and g of the
Addendum, which permit other communications between Research and Investment Banking
personnel under certain circumstances, remain unchanged.

K. Additional Restrictions On Activities By Research And Investment Banking
Personnel (§ I.11)

The existing Addendum prohibits Research personnel “from participating in
company- or Investment Banking-sponsored road shows related to a public offering or other
investment banking transaction” (Section 1.11.a) and also prohibits Investment Banking
personnel “from directing Research personnel to engage in marketing or selling efforts to
investors with respect to an investment banking transaction” (Section [.11.b). The Parties have
agreed that these provisions are no longer necessary, because comparable SRO rules (NASD
Rules 2711{c)(5)~(6) and NYSE Rule 472(b)(6)) now contain similar restrictions.

In addition, Section 1.11.c of the existing Addendum requires that *oral
communications to a group of ten or more investors {regarding a public offering of securities] ...
be made in the presence of internal legal or compliance personnel” and that written logs of such
communications be maintained and retained. Analyst communications with investors regarding
a public offering are now covered by comparable SRO rules (NASD Rule 2711(c¥7) and NYSE
Rule 472(b)(6)), but these rules do not contain the additional chaperone and written log
requirements currently mandated by the Addendum. The Parties believe that 1t would be
appropriate to remove the chaperone and written log requirements contained in Section I.11.c.
However, the SEC has indicated to the Settling Firms that it believes the other requirements
contained in this provision, including the requirements that Research personnel must have a
reasonable basis for their views and make presentations to investors that are “fair and balanced,”
should remain in place at this time and the Settling Firms have agreed not to request abrogation
of such remaining requirements in this letter motion.

L. Research Oversight Committees (§ 1.12)

Section 1.12 of the existing Addendum requires the Settling Firms to establish
research oversight committees, not including Investment Banking persomnnel, to review ratings
and price target changes and monitor the overall quality of the firm’s research reports. The SEC
has indicated to the Settling Firms its belief that this provision plays an important part in
maintaining the quality and objectivity of the Settling Firms’ research. Consequently, the SEC
believes that abrogation of this section would not be in the public interest at this time and the
Settling Firms have agreed not to request abrogation of this provision in this letter motion.
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M.  Disclosures (§ II.1}

Section I1.1 of the existing Addendum requires that the Settling Firms include
certain disclosures in their research reports concerning potential conflicts of interest and the
availability of Independent Research pursuant to Section I1I of the Addendum. The disclosures
regarding the availability of independent research are necessary until the end of the Settling
Firms’ obligation to provide Independent Research to their customers. The SEC has indicated to
the Settling Firms its belief that the other disclosures provide important information to investors
and that elimination of them would not be in the public interest at this time. Consequently, the
Settling Firms have agreed not to request abrogation of this provision in this letter motion.

N. Transparency Of Analysts’ Performance (§ 11.2)

The existing Addendum requires the Settling Firms to make publicly available
certain analyst performance information. The SRO rules (NASD Rules 2711(h)(4)-(7) and
NYSE Rules 472(k)(1)(i)(e)-(h)) address the transparency issue by requiring firms to explain
clearly in research reports the meaning of all rating terms they use, the percentage of ratings they
have assigned to “buy/hold/sell” categories, and the percentage of investment banking clients in
each category, and to provide a graph or chart that plots the historical price movements of the
subject security and indicates those points at which the firm initiated and changed ratings and
price targets for the issuer. In light of these SRO rules, the Parties believe that it would be
consistent with the public interest to abrogate Section I1.2.

0. Sections 11.3 — I1.6 and I1.8

Among other things, Sections I1.3 ~ I1.6 and I1.8 of the existing Addendum define
the scope of the Addendum’s applicability (§ 11.3), require the Settling Firms to adopt and
implement policies and procedures to prevent their associated persons from seeking to influence
the contents of research reports for purposes of obtaining Investment Banking business (§ 11.4),
establish the timing of various provisions’ effectiveness (§ 11.5), require the Settling Firms to
retain independent monitors and certify material compliance with the Addendum’s requirements
and prohibitions (§ 11.6), and provide that compliance with the Addendum does not relieve the
Settling Firms’ obligations to comply with other applicable legal requirements (§ I11.8). The
Parties do not propose any changes to these provisions at the present time.

P. Superseding Rules And Amendments (§ I1.7)

Finally, in light of the fact that FINRA has a pending rulemaking mitiative with
respect to the equity research analyst conflicts of interest rules (see FINRA Regulatory Notice
08-55 (October 2008)), which may further address the remaining areas covered by the
Addendum, the Parties have, as noted above, agreed to propose a modification to Section I1.7
that would memorialize the Parties’ expectation that (assuming Court approval of the changes
proposed in this motion) the SEC would agree (upon the earlier of (i) one year following such
Court approval or (ii) the effective date of the new research rules proposed by FINRA in its
pending rulemaking initiative, if such rules address the remaining provisions of the modified
Addendum A), to a further amendment or modification of Addendum A, subject to Court
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approval, unless the SEC believes that such amendment or modification would not be in the
public interest at such time.

* * *

For the foregoing reasons, the Court should grant the Proposed Order.
Representatives of the Settling Firms and members of the SEC staff are available to answer any
questions that the Court may have.

Respectfully submitted,

i

Lewis J. Lim

Attachments

cc: George B. Curtis, Deputy Director, SEC Division of Enforcement
Luis R. Mejia, Chief Litigation Counsel, SEC Division of Enforcement
Antonia Chion, Associate Director, SEC Division of Enforcement
Yuri B. Zelinsky, Assistant Director, SEC Division of Enforcement
M. Alexander Koch, Branch Chief, SEC Division of Enforcement
James A. Brigagliano, Co-Acting Director, SEC Division of Trading and Markets
Elizabeth Sandoe, Branch Chief, SEC Division of Trading and Markets
Duer Meehan, Associate Director, SEC Office of Compliance Inspections and Examinations
Dana G. Fleischman, Cleary Gottlieb Steen & Hamilton LLP
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Addendum A

Undertakings

The firm shall comply with the following undertakings:
L. Separation of Research and Investment Banking

1. Reporting Lines. Research and Investment Banking will be separate
units with entirely separate reporting lines within the firm — i.e., Research
will not report directly or indirectly to or through Investment Banking,
For these purposes, the head of Research may report to or through a
person or persons to whom the head of Investment Banking also reports,
provided that such person or persons have no direct responsibility for
[nvestment Banking or investment banking activities.

a. As used throughout this Addendum, the term “firm” means the
Defendant, Defendant’s successors and assigns (which, for these
purposes, shall include a successor or assign to Defendant’s
investment banking and research operations), and their affiliates,
other than “exempt investment adviser affiliates.”

b. Asused throughout this Addendum, the term "exempt investment
adviser affiliate" means an investment adviser affiliate (including,
for these purposes, a separately identifiable department or division
that is principally engaged in the provision of investment advice to
managed accounts as governed by the Investment Advisers Act of
1940 or investment companies under the Investment Company Act
of 1940) having no officers (or persons performing similar
functions) or employees in common with the firm (which, for
purposes of this Section 1.1.b, shall not include the investment
adviser affiliate) who can influence the activities of the firm's
Research personnel or the content of the firm's research reports;
provided that the firm (i) maintains and enforces written policies
and procedures reasonably designed to prevent the firm, any
controlling persons, officers (or persons performing similar
functions), or employees of the firm from influencing or seeking to
influence the activities of Research personnel of, or the content of
research reports prepared by, the investment adviser affiliate; (ii)
obtains an annual independent assessment of the operation of such
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policies and procedures; and (iii) does not furnish to its customers
research reports prepared by the investment adviser affiliate or
otherwise use such investment adviser affiliate to do indirectly
what the firm may not do directly under this Addendum.

. As used throughout this Addendum, the term “Investment
Banking” means all firm personnel engaged principally in
investment banking activities, including the solicitation of issuers
and structuring of public offering and other investment banking
transactions. It also includes all firm personnel who are directly or
indirectly supervised by such persons and all persornel who
directly or indirectly supervise such persons, up to and including
Investment Banking management.

. As used throughout this Addendum, the term “Research” means all
firm personnel engaged principally in the preparation and/or
publication of research reports, including firm personnel who are
directly or indirectly supervised by such persons and those who
directly or indirectly supervise such persons, up to and including
Research management.

. As used throughout this Addendum, the term “research report”
means any written (including electronic) communication that is
furnished by the firm to investors in the U.S. and that includes an
analysis of the common stock, any security convertible into
common stock, or any derivative thereof, including American
Depositary Receipts (collectively, “Securities™), of an issuer or
issuers and provides information reasonably sufficient upon which
to base an investment decision; provided, however, that a “research
report” shall not include:

1. the following communications, if they do not include
(except as specified below) an analysis, recommendation or
rating {¢.g., buy/sell/hold, under perform/market
perform/outperform, underweight/market
weight/overweight, etc.) of individual securities or issuers:

1. reports discussing broad-based indices, such as the
Russell 2000 or S&P 500 index;



2. reports commenting on economic, political or market
(including trading) conditions;

3. technical or quantitative analysis concerning the
demand and supply for a sector, index or industry
based on trading volume and price;

4. reports that recommend increasing or decreasing
holdings in particular industries or sectors or types of
securities; and

5. statistical summaries of multiple companies’ financial
data and broad-based summaries or listings of
recommendations or ratings contained in previously-
issued research reports, provided that such summaries
or listings do not include any analysis of individual
companies; and

ii. the following communications, even if they include
information reasonably sufficient upon which to base an
investment decision or a recommendation or rating of
individual securities or companies:

1. an analysis prepared for a current or prospective
investing customer or group of current or prospective
investing customers by a registered salesperson or
trader who 1s (or group of registered salespersons or
traders who are) not principally engaged in the
preparation or publication of research reports; and

2. periodic reports, solicitations or other
communications prepared for current or prospective
investment company shareholders (or similar
beneficial owners of trusts and limited partmerships)
or discretionary investment account clients, provided
that such communications discuss past performance or
the basis for previously made discretionary
investment decisions.



f. As used throughout this Addendum, the term “technical research
report” means any written (including electronic) communication
that is furnished by the firm to investors in the U.S. and that
includes an analysis of the Securities of an 1ssuer or issuers, that is
based solely on prices and trading volume and not on the issuer's
financial information, business prospects, or contact with 1ssuer
management, and that provides information reasonably sufficient
upon which to base an investment decision.

g. As used throughout this Addendum, the term “quantitative
research report” means any written (including electronic)
communication that is furnished by the firm to investors in the
U.S. and that includes an analysis of the Securities of an issuer or
issuers, that relies solely on the systematic application of statistical
or numerical techniques to publicly available data, that does not
include a qualitative assessment of an issuer's business prospects or
contact with issuer management, and that provides information
reasonably sufficient upon which to base an investment decision.

h. As used throughout this Addendum, the term “Institutional
Customer” means an entity other than a natural person having at
least $10 million invested in securities in the aggregate in 1ts
portfolio and/or under management.

1. As used throughout this Addendum the term “Small Institutional
Customer” means an entity other than a natural person having less
than $10 million and more than $1 million invested in securities in
the aggregate in its portfolio and/or under management.

2. Legal/Compliance. Research will have its own dedicated legal and
compliance staff, who may be a part of the firm’s overall
compliance/legal infrastructure.

3. Budget. For the firm’s first fiscal year following the entry of the Final
Judgment in the SEC’s action against Defendant (“Final Judgment™)
and thereafter, Research budget and allocation of Research expenses
will be determined by the firm’s senior management (e.g.,
CEO/Chairman/management committee, other than Investment Banking
personnel) without input from Investment Banking and without regard
to specific revenues or results derived from Investment Banking, though



revenues and results of the firm as a whole may be considered in
determining Research budget and allocation of Research expenses. On
an annual basis thereafter, the Audit Committee of the firm’s
holding/parent company (or comparable independent persons/group
without management responsibilities) will review the budgeting and
expense allocation process with respect to Research to ensure
compliance with this requirement.

. Physical Separation. Research and Investment Banking will be
physically separated. Such physical separation will be reasonably
designed to prevent the intentional and unintentional flow of information
between Research and Investment Banking.

. Compensation. Compensation of professional Research personnel will
be determined exclusively by Research management and the firm’s
senior management (but not including Investment Banking personnel)
using the following principles:

a. Investment Banking will have no input into compensation
decisions.

b. Compensation may not be based directly or indirectly on
Investment Banking revenues or results; provided, however, that
compensation may relate to the revenues or results of the firm as a
whole.

¢. A significant portion of the compensation of anyone principally
engaged in the preparation of research reports (as defined in this
Addendum) that he or she 1s required to certify pursuant to
Regulation AC (such person hereinafter a “lead analyst”) must be
based on quantifiable measures of the quality and accuracy of the
lead analyst’s research and analysis, including his or her ratings
and price targets, if any. In assessing quality, the firm may rely on,
among other things, evaluations by the firm’s investing customers,
evaluations by the firm’s sales personnel and rankings in
independent surveys. In assessing accuracy, the firm may use the
actual performance of a company or its equity securities to rank its
own lead analysts’ ratings and price targets, if any, and forecasts, if
any, against those of other firms, as well as against benchmarks
such as market or sector indices.



d. Other factors that may be taken into consideration in determining
lead analyst compensation include: (i) market capitalization of,
and the potential interest of the firm’s investing clients in research
with respect to, the industry covered by the analyst; (i1) Research
management’s assessment of the analyst’s overall performance of
job duties, abilities and leadership; (iii) the analyst’s seniority and
experience; (iv) the analyst’s productivity; and (v) the market for
the hiring and retention of analysts.

e. The criteria to be used for compensation decisions will be
determined by Research management and the firm’s senior ‘
management (not including Investment Banking) and set forth in
writing in advance.

f. Research management will document the basis for each
compensation decision made with respect to (i) anyone who, in the
last 12 months, has been required to certify a research report (as
defined in this Addendum) pursuant to Regulation AC; and (i1)
anyone who is a member of Research management (except in the
case of senior-most Research management, in which case the basis
for each compensation decision will be documented by the firm’s
Senior management).

On an annual basis, the Compensation Committee of the firm’s
holding/parent company (or comparable independent persons/group
without management responsibilities) will review the compensation
process for Research personnel. Such review will be reasonably
designed to ensure that compensation decisions have been made in a
manner that is consistent with these requirements.

. Evaluations. Evaluations of Research personnel will not be done by, nor

will there be input from, Investment Banking personnel.

. Coverage. Investment Banking will have no input into company-specific

coverage decisions (i.e., whether or not to initiate or terminate coverage
of a particular company in research reports furnished by the firm), and
investment banking revenues or potential revenues will not be taken into
account in making company-specific coverage decisions; provided,
however, that this requirement does not apply to category-by-category
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coverage decisions (e.g., a given industry sector, all issuers underwritten
by the firm, companies meeting a certain market cap threshold).

Termination of Coverage. When a decision is made to terminate
coverage of a particular company in the firm’s research reports (whether
as a result of a company-specific or category-by-category decision), the
firm will make available a final research report on the company using the
means of dissemination equivalent to those it ordinarily uses; provided,
however, that no final report is required for any company as to which the
firm’s prior coverage has been limited to quantitative or technical
research reports. Such report will be comparable to prior reports, unless
it 1s impracticable for the firm to produce a comparable report (e.g., if the
analyst covering the company and/or sector has left the firm). In any
event, the final research report must disclose: the firm’s termination of
coverage; and the rationale for the decision to terminate coverage.

. Prohibition on Seliciting Investment Banking Business. Research is

prohibited from participating in efforts to solicit investment banking
business. Accordingly, Research may not, among other things,
participate in any “pitches” for investment banking business to
prospective investment banking clients, or have other communications
with companies for the purpose of soliciting investment banking
business.

Firewalls Between Research and Investment Banking. So as to reduce
further the potential for conflicts of interest or the appearance of conflicts

of interest, the firm must create and enforce firewalls between Research
and Investment Banking reasonably designed to prohibit all
communications between the two except as expressly described below:

a. Investment Banking personnel may seeck, through Research
management (or an appropriate designee with comparable
management or control responsibilities (“Designee”)) or in the
presence of internal legal or compliance staff, the views of Research
personnel about the merits of a proposed transaction, a potential
candidate for a transaction, or market or industry trends, conditions or
developments. Research personnel may respond to such inquiries on
these subjects through Research management or its Designee or in the
presence of internal legal or compliance staff. In addition, Research
personnel, through Research management or its Designee or in the



presence of mternal legal or compliance staff, may initiate
communications with Investment Banking personnel relating to
market or industry trends, conditions or developments, provided that
such communications are consistent in nature with the types of
communications that an analyst might have with investing customers.
Any communications between Research and Investment Banking
personnel must not be made for the purpose of having Research
personnel identify specific potential investment banking transactions.

. Inresponse to a request by a commitment or similar committee or
subgroup thereof, Research personnel may communicate their views
about a proposed transaction or potential candidate for a transaction to
the committee or subgroup thereof in connection with the review of
such transaction or candidate by the committee. Investment Banking
personnel working on the proposed transaction may participate with
the Research personnel in these discussions with such committee or
subgroup. However, the Research personnel also must have an
opportunity to express their views to the committee or subgroup
outside the presence of such Investment Banking personnel.

. Research personnel may assist the firm in confirming the adequacy of
disclosure in offering or other disclosure documents for a transaction
based on the analysts’ communications with the company and other
vetting conducted outside the presence of Investment Banking
personnel, but to the extent communicated to Investment Banking
personnel, such communication shall only be made in the presence of
underwriters’ or other counsel on the transaction or internal legal or
compliance staff.

. After the firm receives an investment banking mandate, or in
connection with a block bid or similar transaction, Research personnel
may

(1) Communicate their views on the pricing and structuring of
the transaction to personnel in the firm’s equity capital
markets group, which group’s principal job responsibility is
the pricing and structuring of transactions;



(ii)Provide to personnel in the firm’s equity capital markets
group information obtained from investing customers
relevant to the pricing and structuring of the transaction;

(1ii) Participate with the equity capital markets group, or
independently, in efforts to educate the firm’s sales force
regarding the transaction, including assisting in the
preparation of internal-use memoranda (including
presentations in electronic format) and communicating with
the firm’s sales force, provided that Research personnel may
not appear jointly with management of the issuer or
Investment Banking personnel other than members of the
equity capital markets group in such communications with
the firm’s sales force, and provided that the following
conditions are satisfied:

1} Such oral communications by Research personnel with
the firm’s sales force persorinel regarding the transaction
in which a recommendation or view, whether or not
labeled as such, is expressed by such Research personnel
regarding the transaction must have a reasonable basis;

2) Such oral communications to a group of ten or more of
the firm’s sales force must be “fair and balanced”, as
such phrase is generally understood under NASD Rule
2210(d)(1) and after taking into consideration the overall
context in which such communications are made
(hereinafter referred to as the “fair and balanced
standard”). In addition, all such oral communications to
a group of ten or more of the firm’s sales force must be
made in the presence of internal legal or compliance
personnel;

3) All internal-use memoranda (or portions thereof)
regarding such transaction that are identified as being the
views of Research personnel (such memoranda or
portions thereof hereinafter referred to as “internal
Research memoranda™) must comply with the fair and
balanced standard;

4) Internal Research memoranda that are distributed to a
group of ten or more of the firm’s sales force must be
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reviewed 1n advance by internal legal or compliance
petsonnel;

5) A written log of all oral communications described in (2)
above must be maintained; and

6) All written logs and all internal Research memoranda
described in {(4) above must be retained for the period
required by Rule 17a-4(b)(4).

e. Research personnel may attend or participate in a widely-attended
conference attended by Investment Banking personnel or in which
Investment Banking personnel participate, provided that the Research
personnel do not participate in activities otherwise prohibited herein.

f. Research and Investment Banking personnel may attend or participate
in widely-attended firm or regional meetings at which matters of general
firm interest are discussed. Research management and Investment
Banking management may attend meetings or sit on firm management,
risk or similar commuittees at which general business and plans (inciuding
those of Investment Banking and Research) and other matters of general
firm interest are discussed. Research and Investment Banking personnel
may communicate with each other with respect to legal or compliance
issues, provided that internal legal or compliance staff is present.

g. Communications between Research and Investment Banking
personnel that are not related to investment banking or research activities
may take place without restriction.

.Additional Restrictions on Activities By Research and Investment

Banking Personnel.

a. Research personnel are prohibited from participating in company- or
Investment Banking-sponsored road shows related to a public offering
or other investment banking transaction.

b. Investment Banking personnel are prohibited from directing Research
personnel to engage in marketing or selling efforts to investors with

respect to an investment banking transaction.

c. After the firm receives an investment banking mandate relating to a
public offering of securities, Research personnel may communicate
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with nvestors regarding such offering provided that Research
personnel may not appear jointly with management of the issuer or
Investment Banking personnel in such communications, and provided
that the following conditions are satisfied:

1) Such oral communications by Research personnel with investors
regarding the offering in which a recommendation or view,
whether or not labeled as such, is expressed by such Research
personnel regarding the offering must have a reasonable basis;

2) Such oral communications to a group of ten or more investors
regarding such offering must comply with the fair and balanced
standard;

3) All such oral communications to a group of ten or more investors
must be made in the presence of internal legal or compliance
personnel; :

4) A written log of all oral communications described in (2) above
must be maintained; and

5) All written logs must be retained for the period required by Rule
17a-4(b)(4).

12.0versight. An oversight/monitoring committee or committees, which
will be comprised of representatives of Research management and may
include others (but not personnel from Investment Banking), will be
created to:

a. review (beforehand, where practicable) all changes in ratings, i1f any,
and material changes in price targets, if any, contained in the firm’s
research reports;

b. conduct peniodic reviews of research reports to determine whether
changes in ratings or price targets, if any, should be considered; and

c. monitor the overall quality and accuracy of the firm’s research
reports,

provided, however, that Sections 1.12.2 and 1.12.b of this Addendum shall
not be required with respect to quantitative or technical research reports.

II.  Disclesure/Transparency and Other Issues
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1. Disclosures. In addition to other disclosures required by rule, the firm
must disclose prominently on the first page of any research report and
any summary or listing of recommendations or ratings contained in
previously-issued research reports, in type no smaller than the type used
for the text of the report or summary or listing, that:

a. “[Firm] does and seeks to do business with companies covered in
its research reports. As a result, investors should be aware that the
firm may have a conflict of interest that could affect the objectivity
of this report.”

b. With respect to Covered Companies as to which the firm is
required to make available Independent Research (as set forth 1n
Section III below): “Customers of {firm] in the United States can
receive independent, third-party research on the company or
companies covered in this report, at no cost to them, where such
research is available. Customers can access this independent
research at [website address/hyperlink] or can cali [toli-free
number] to request a copy of this research.”

c. “Investors should consider this report as only a single factor in
making their investment decision.”

2. Transparency of Analysts’ Performance. The firm will make publicly
available (via its website, in 2 downloadable format), no later than 90
days after the conclusion of each quarter (beginning with the first full
calendar quarter that commences at least 120 days following the entry of
the Final Judgment), the following information, if such information is
included i any research report (other than any quantitative or technical
research report) prepared and furnished by the firm during the prior
quarter: subject company, name(s) of analyst(s) responsible for
certification of the report pursuant to Regulation AC, date of report,
rating, price target, period within which the price target is to be achieved,
earnings per share forecast(s) for the current quarter, the next quarter and
the current full year, indicating the period(s) for which such forecast(s)
are applicable (e.g., 3Q03, FY04, etc.), and definition/explanation of
ratings used by the firm.

3. Applicability. Except as specified in the second and third sentences of
this Section I1.3, the restrictions and requirements set forth in Section I

12



[Separation of Research and Investment Banking] and Section 1I
[Disclosure/Transparency and Other Issues] of this Addendum will only
apply in respect of a research report that is both (i) prepared by the firm,
and (11) that relates to either (A} a U.S. company, or (B) a non-U.S.
company for which a U.S. market is the principal equity trading market;
provided, however, that such restrictions and requirements do not apply
to Research activities relating to a non-U.S. company until the second
calendar quarter foliowing the calendar quarter in which the U.S. market
became the principal equity trading market for such company.
Notwithstanding the foregoing, Section 1.7 {Coverage] of this Addendum
will also apply to any research report (other than the Independent
Research made available by the firm pursuant to Section II1
[Independent, Third-Party Research] of this Addendum) that has been
furnished by the firm to investors in the U.S., but not prepared by the
firm, but only to the extent that the report relates to either (A) a U.S.
company, or {B) a non-U.S. company for which a U.S. market is the
principal equity trading market. Also notwithstanding the foregong,
Section II.1 [Disclosures] of this Addendum will also apply to any
research report (other than the Independent Research made available by
the firm pursuant to Section III of this Addendum) that has been
furnished by the firm to investors in the U.S., but not prepared by the
firm, including a report that relates to a non-U.S. company for which a
U.S. market is not the principal equity trading market, but only to the
extent that the report has been furnished under the firm’s name, has been
prepared for the exclusive or sole use of the firm or its customers, or has
been customized in any material respect for the firm or its customers.

a. For purposes of this Section 11.3, the firm will be deemed to have
furnished a research report to investors in the U.S. if the firm has
made the research report available to investors in the U.S. or has

arranged for someone else to make it available to investors in the
U.S.

b. For purposes of this Section 11.3, a “U.S. company” means any
company incorporated in the U.S. or whose headquarters is in the
U.S.

¢. For purposes of this Section I1.3, the calendar quarter in which a

non-U.S. company’s “principal equity trading market” becomes the
U.S. market is a quarter when more than 50% of worldwide trading
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in the company’s common stock and equivalents (such as ordinary
shares or common stock or ordinary shares represented by American
Depositary Receipts) takes place in the U.S. Trading volume shall
be measured by publicly reported share volume.

4. General.

a. The firm may not knowingly do indirectly that which it cannot do
directly under this Addendum.

b. The firm will adopt and implement policies and procedures
reasonably designed to ensure that its associated persons (including
but not limited to the firm’s Investment Banking personnel) cannot
and do not seek to influence the contents of a research report or the
activities of Research personnel for purposes of obtaining or
retaining investment banking business. The firm will adopt and
implement procedures instructing firm personnel to report
immediately to a member of the firm’s legal or compliance staff
any attempt to influence the contents of a research report or the
activities of Research personnel for such a purpose.

5. Timing. Unless otherwise specified, the restrictions and requirements of
this Addendum will be effective within 120 days of the entry of the Final
Judgment, except that Sections L5 [Compensation], 1.6 [Evaluations], 1.7
{Coverage], 1.8 [Termination of Coverage], 1.9 [Prohibition on Soliciting
Investment Banking Business], 1.11 [Additional Restrictions on
Activities by Research and Investment Banking Personnel], and I1.4.a
[General (subpart a)] and I1.7 [Superseding Rules and Amendments] of
this Addendum will be effective within 60 days of the entry of the Final
Judgment, and Sections II.1.b [Disclosures (subpart b)] and III
[Independent, Third-Party Research] of this Addendum will be effective
within 270 days of the entry of the Final Judgment.

6. Review of implementation.

a. The firm will retain, at its own expense, an Independent Monitor
acceptable to the Staff of the SEC, the NYSE, the NASD, the
President of NASAA, and the New York Attorney General’s Office to
conduct a review to provide reasonable assurance of the
implementation and effectiveness of the firm’s policies and
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procedures designed to achieve compliance with the terms of this
Addendum. This review will begin 18 months after the date of the
entry of the Final Judgment. The Independent Monitor will produce a
written report of its review, its findings as to the implementation and
effectiveness of the firm’s policies and procedures, and its
recommendations of other policies or procedures (or amendments to
existing policies or procedures) as are necessary and appropriate to
achieve compliance with the requirements and prohibitions of this
Addendum. The report will be produced to the firm and the Staff of
the SEC, the NYSE and the NASD within 30 days from the
completion of the review, but no later than 24 months from the date of
entry of the Final Judgment. (The SEC Staff shall make the report
available to the President of NASAA and the New York Attorney
General’s Office upon request.) The Independent Monitor shall have
the option to seek an extension of time by making a written request to
the Staff of the SEC.

. The firm will have a reasonable opportunity to comment on the
Independent Monitor’s review and proposed report prior to its
submission, tncluding a reasonable opportunity to comment on any
and all recommendations, and to seek confidential treatment of such
mformation and recommendations set forth therein to the extent that
the repart concerns proprietary commercial and financial information
of the firm. This report will be subject to the protections from
disclosure set forth in the rules of the SEC, including the protections
from disclosure set forth in 5 U.S.C. § 552(b)(8) and 17 C.F.R. §
200.80(b)(8), and will not constitute a record, report, statement or data
compilation of a public office or agency under Rule 803(8) of the
Federal Rules of Evidence.

. The firm will adopt all recommendations contained in the written
report of the Independent Monitor; provided, however, that as to any
recommendation that the firm believes is unduly burdensome or
impractical, the firm may demonstrate why the recommended policy
or procedure 1s, under the circumstances, unreasonable, impractical
and/or not designed to vield benefits commensurate with its cost, or
the firm may suggest an alternative policy or procedure designed to
achieve the same objective, and submit such explanation and/or
alternative policy or procedure in writing to the Independent Monitor
and to the Staff of the SEC. The firm and the Independent Monitor
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shall then attempt in good faith to reach agreement as to any policy or
procedure as to which there is any dispute and the Independent
Monitor shall reasonably evaluate any alternative policy or procedure
proposed by the firm. If an agreement on any issue is not reached, the
firm will abide by the determinations of the Staff of the SEC (which
shall be made after allowing the firm and the Independent Monitor to
present arguments in support of their positions), and adopt those
recommendations the Staff of the SEC deems appropnate.

. The firm will cooperate fully with the Independent Monitor in this
review, including making such non-privileged information and
documents available, as the Independent Monitor may reasonably
request, and by permitting and requiring the firm’s employees and
agents to supply such non-privileged information and documents as
the Independent Monitor may reasonably request.

. To ensure the independence of the Independent Monitor, the firm (i)
shall not have the authority to terminate the Independent Monitor
without the prior written approval of the SEC staff; and (ii) shall
compensate the Independent Monitor, and persons engaged to assist
the Independent Monitor, for services rendered pursuant to this Order
at their reasonable and customary rates.

. For the period of engagement and for a period of three years from
completion of the engagement, the Independent Monitor shall not
enter into any employment, consultant, attorney-client, auditing or
other professional relationship with the firm, or any of its present or
former affiliates, directors, officers, employees, or agents acting in
their capacity as such. Any entity with which the Independent
Meonitor is affiliated or of which he/she is a member, and any person
engaged to assist the Independent Monitor in performance of his/her
duties under this Order shall not, without prior written consent of the
Staff of the SEC, enter into any employment, consultant, attorney-
client, auditing or other professional relationship with the firm, or any
of its present or former affiliates, directors, officers, employees, or
agents acting in their capacity as such for the period of the
engagement and for a period of three years afier the engagement.

. Five years after the date of the entry of the Final Judgment, the firm
shall certify to the Staff of the SEC, the NYSE, the NASD, the
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President of NASAA, and the New York Attorney General’s Office,
that the firm has complied in all material respects with the
requirements and prohibitions set forth in this Addendum or, in the
event of material non-compliance, will describe such material non-
compliance.

7. Superseding Rules and Amendments. In the event that the SEC adopts a

rule or approves an SRO rule or interpretation with the stated intent to
supersede any of the provisions of this settlement, the SEC or SRO rule
or interpretation will govern with respect to that provision of the
settlement and such provision will be superseded. In addition, each of
the SEC, NYSE, the NASD, the New York Attorney General’s Office
and any State that incorporates this Addendum (or equivalent document)
into its settlement of related proceedings against the Defendant agrees
that the SEC Staff may provide interpretive guidance with respect to the
terms of the settlement as requested by the firm and that, subject to Court
approval, the SEC and the firm may agree to amend or modify any term
of the settlement, in each case, without any further action or involvement
by any other regulator in any related proceeding. With respect to any
term in Section I or II of this Addendurm that has not been superseded (as
set forth above) within five years of the entry of the Final Judgment, it is
the expectation of Defendant, the SEC, NYSE, NASD, New York
Attorney General’s Office and the States that the SEC would agree to an
amendment or modification of such term, subject to Court approval,
unless the SEC believes such amendment or modification would not be in
the public mterest.

. Other Obligations and Requirements. Except as otherwise specified, the

requirements and prohibitions of this Addendum shall not relieve the firm
of any other applicable legal obligation or requirement.

III. Independent, Third-Party Research

1.

Obligation to Make Available. Each year, for the period ending five
years after the effective date of this Section III {as set forth in Section
IL.5 [Timing] of this Addendum), the firm will be required to contract
with no fewer than three independent providers of research
(“Independent Research Providers™) at a time in order to procure and
make available Independent Research (as defined below) to the firm’s
customers in the U.S. as set forth below. The firm may satisfy this
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requirement by contracting with a consolidator that provides access to
the Independent Research of at least three Independent Research
Providers. There is, however, no requirement that there be at least
three Independent Research Providers for the Common Stock of each
Covered Company (as those terms are defined below):

a. For common stock and equivalents (such as ordinary shares or
common stock or ordinary shares represented by American
Depositary Receipts) listed on a U.S. national securities
exchange or quoted in Nasdaq (such securities hereinafter,
collectively, “Common Stock™) and covered in the firm’s
research reports (other than those limited to quantitative or
technical research reports) (an issuer of such covered Common
Stock hereinafier called a “Covered Company™), the firm,
through an Independent Consultant (as discussed below) will
use its reasonable efforts to procure, and shall make available to
its customers in the U.S., Independent Research on such
Covered Company’s Common Stock. (If the Independent
Research Providers drop coverage or do not timely pick up
coverage of the Common Stock of a Covered Company, the
firm will not be in violation of any of the requirements in this
Section III, and may continue to disseminate its own research
reports on the Common Stock of the Covered Company without
making available any Independent Research on the Common
Stock of the Covered Company, if the firm takes reasonable
steps to request that the Independent Consultant procure such
coverage promptly.)

i. For purposes of this Section I11, the firm’s research
reports include research reports that have not been
prepared by the firm, but only to the extent that such
reports have been furnished under the firm’s name,
have been prepared for the exclusive or sole use of the
firm or its customers, or have been customized in any
material respect for the firm or its customers.

ii. A non-U.S. company for which a U.S. market is not the
principal equity trading market shall only be considered
a Covered Company if, in the calendar quarter ended
March 31, 2004, or in any subsequent calendar quarter
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during the period that the firm’s obligations to procure
and make available Independent Research under this
Section III are effective, the publicly reported, average
daily dollar volume of U.S. trading in such company’s
Common Stock (measured by multiplying the publicly
reported, average daily share volume of U.S. trading
during the quarter by the closing price per share of the
Common Stock on the last day of the quarter), exceeded
$2.5 million, and (b) the outstanding total public float
of the Common Stock as of the last day of such
calendar quarter exceeded $150 million, or, if the data
necessary to calculate the outstanding total public float
1s not readily available, the market capitalization of the
Common Stock as of the last day of such calendar
quarter exceeded $150 million. Further, the firm’s
obligation to procure and make available Independent
Research with respect to such company shall become
effective at the later of: (a) 90 days after the end of the
calendar quarter in which the company met the
foregoing trading and public float tests; or (b) the
effective date of this Section II1.

b. For purposes of this Section 111, Independent Research means
(1) a research report (other than technical research reports)
prepared by an unaffiliated person or entity, or (ii) a statistical
or other survey or analysis of research reports {including ratings
and price targets) issued by a broad range of persons and
entities, including persons and entities having no association
with investment banking activities, which survey or analysis
has been prepared by an unaffiliated person or entity.

c. The firm will adopt policies and procedures reasonably
designed to ensure that, in connection with any solicited order
for a customer in the U.S. relating to the Common Stock of a
Covered Company, and if Independent Research on the
Covered Company’s Common Stock is available, the registered
representative will have informed the customer, during the
solicitation, that the customer can receive Independent Research
on the Covered Company’s Common Stock at no cost to the
customer (the “Notice Requirement”).
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d. Notwithstanding the foregoing, the Notice Requirement will not
apply to (i) the solicitation of an Institutional Customer unless
such Institutional Customer, after due notice and opportunity,
has advised the firm that it wishes to have the Notice
Requirement apply to it (“Participating Institutional
Customer”). Any Institutional Customer who has not so
advised the firm is hereinafter referred to as a “Non-
Participating Institutional Customer”; (i1) orders as to which
discretion was exercised by the firm, pursuant to a written
discretionary account agreement or written grant of trading
authorization; or (iii) a solicitation by an entity affiliated with
the Defendant if such entity does not furnish to its customers
research reports under the firm’s name, prepared by the firm or
for the exclusive or sole use of the firm or its customers, or
research reports that have been customized in any material
respect for the firm or its customers.

e. For the purposes of the notice, confirmation, and account
statement disclosure requirements with respect to orders as to
which discretion was exercised by an investment adviser
pursuant to a written discretionary account agreement or written
grant of trading authorization, the firm must treat the
investment adviser as (regardless of whether the investment
adviser is an institutional entity or a natural person): (i) a natural
person, if such adviser has $1 million dollars or less invested in
securities in the aggregate in its portfolio and/or under
management; (i1) a Small Institutional Customer if such
investment adviser has less than $10 million and more than §1
million invested in securities in the aggregate in its portfolio
and/or under management; and (iii) an Institutional Customer if
such investment adviser has at least $10 million invested in
securities in the aggregate in its portfolio and/or under
management. Notwithstanding the foregoing, nothing
precludes the firm from providing disclosure in addition to the
foregoing required minimum.

f. With respect to a Participating Institutional Customer, the firm

may satisfy the Notice Requirement by providing the
Participating Institutional Customer with, instead of notice at
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the time of each solicited order, annual written notice of the
availability of Independent Research on Covered Companies’
Common Stock.

. With respect to a Small Institutional Customer, the firm may
satisfy the Notice Requirement by providing the Small
Institutional Customer with, instead of notice at the time of
each solicited order, annual written notice of the availability of
Independent Research on Covered Companies’ Common Stock,
if such Small Institutional Customer advised the firm that it
wishes to receive such annual written notice instead of
rece1ving notice at the time of each solicited order.

. Each trade confirmation sent by the Defendant to a customer
with respect to an order as to which the Notice Requirement
applies will set forth (or will be accompanied by a separate
statement, which shall be considered part of the confirmation,
that will set forth), as of the time the trade confirmation is
generated, the ratings, if any, contained in the firm’s own
research reports and in Independent Research procured for the
firm with respect to the Common Stock of the Covered
Company that is the subject of the order (the “Trade
Confirmation Disclosure Requirement”),

Notwtthstanding the foregoing, the Defendant may provide a
Small Institutional Customer with, instead of trade-by-trade
ratings information on each confirmation, annual written notice
of the website(s) where Independent Research ratings
information and the firm’s ratings information can be found, if
such Small Institutional Customer has advised the Defendant
that 1t wishes to receive such annual written notice instead of
trade-by-trade ratings information on each confirmation. With
respect to the Common Stock of a Covered Company, the
website(s) shall make available separate lists setting forth (with
respect to each of the firm’s research reports and each
Independent Research report of each Independent Research
Provider) the date of each research report issued by the firm and
each IRP, respectively, the name of the issuer covered in such
report, and the rating contained therein (if any) over the
preceding twelve months (“Qualifying Website(s)).
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If customers of the firm (other than Institutional or Small
Institutional Customers) have access to the Qualifying
Website(s), the Qualifying Website(s) must also provide access,
via hyperlink, to the full text of each Independent Research
report (regarding the Common Stock of a Covered Company)
of each Independent Research Provider over the preceding
twelve months.

With respect to a Participating Institutional Customer, the
Defendant may satisfy the Trade Confirmation Disclosure
Requirement by providing the Participating Institutional
Customer with, instead of trade-by-trade ratings information on
each confirmation, annual written notice of the Qualifying
Website(s) where Independent Research ratings information
and the firm’s ratings information can be found.

Each periodic account statement sent by the Defendant to a
customer in the U.S. that reflects a position in the Common
Stock of a Covered Company will set forth (or will be
accompanied by a separate statement, which shall be considered
part of the periodic account statement, that will set forth), as of
the end of the period covered by the statement, the ratings, if
any, contained in the firm’s own research reports and in the
Independent Research made available by the firm on the
Commen Stock of each such Covered Company (“Periodic
Account Statement Disclosure Requirement”); provided,
however, that this requirement will not apply to Non-
Participating Institutional Customers or discretionary accounts,
and provided further that, with respect to Participating
Institutional Customers, the Defendant may satisfy the Periodic
Account Statement Disclosure Requirement by providing
Participating Institutional Customers with, instead of ratings
information in periodic account statements, annual written
notice of the Qualifying Website(s) where Independent
Research ratings information and the firm’s ratings information
can be found.

Notwithstanding the foregoing, the Defendant may satisfy the
Periodic Account Statement Disclosure Requirement by
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providing a Small Institutional Customer with, instead of
ratings information in periodic account statements, annual
written notice of the Qualifying Website(s) where Independent
Research ratings information and the firm’s ratings information
can be found, if such Small Institutional Customer has advised
the Defendant that it wishes to receive such annual written
notice instead of ratings information in periodic account
statements.

The Independent Research rating(s) disclosed on trade
confirmations and periodic account statements as set forth in
Section II1.1(h) and (i) above shall be chosen by the
Independent Consultant. 1f only one rating is disclosed by
Defendant with respect to a particular Covered Company, it
cannot be a consensus rating.

. Notice of the availability of Independent Research on Covered
Compantes’ Common Stock will also be included prominently
in the periodic account statements of the Defendant’s customers
in the U.S., in the firm’s research reports, and on the firm’s
website.

The firm will make the Independent Research available to its
customers in the U.S. using, for each customer, the means of
dissemination equivalent to those it uses to provide the
customer with the firm’s own research reports, unless the firm
and customer agree on another means of dissemination;
provided, however, that nothing herein shall require or
authorize the firm to comply with the Notice Requirement or
make available or disseminate Independent Research at a time
when doing so would violate Section 5 of the Securities Act of
1933 or the other provisions of the federal securities laws or the
rules and regulations thereunder. If and to the extent the firm is
able to make available or disseminate its own research reports
on the Common Stock of a Covered Company pursuant to Rule
137, Rule 138(a) or Rule 139(a) under the Securities Act of
1933 and in reliance on Regulation M under the Securities
Exchange Act of 1934, then the firm is also authorized and
required to make available or disseminate Independent
Research on the Common Stock of such Covered Company
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(even if the Independent Research does not meet the
requirements of such Rule). Notwithstanding this Section
[11.1.1, if the firm determines, because of legal, compliance or
similar concerns, not to furmish or make avalable its own
research reports on the Common Stock of a Covered Company
for a limited period of time, it shall not be required to make
available the Independent Research on such Covered Company
for such period of time.

m. If, during the period that the firm’s obligations to procure and
make available Independent Research under this Section Il are
effective, the firm terminates coverage of the Common Stock of
a Covered Company, the firm, through its Independent
Consultant, will make reasonable efforts to continue to procure
and make available Independent Research on the Common
Stock of such company for a period of at least 18 months after
termination of coverage (subject to expiration of the firm’s
obligations under this Section I1I).

n. The firm will not be responsible or liable for (i) the procurement
decisions of the Independent Consultant (as discussed in
Section I11.2 [Appointment of Independent Consultant to
Oversee the Procurement of Independent Research] of this
Addendum) with respect to the Independent Research, (ii) the
Independent Research or its content, (iii) customer transactions,
to the extent based on the Independent Research, or (iv) claims
arising from or in connection with the inclusion of Independent
Research ratings in the firm’s confirmations and periodic
account statements or on the Qualifying Websites(s), to the
extent such claims are based on those ratings. The firm will not
be required to supervise the production of the Independent
Research procured by the Independent Consultant and will have
no responsibility to comment on the content of the Independent
Research. The firm may advise its customers of the foregoing
in its discretion.

0. The Independent Consultant will not be liable for (i) its
procurement decisions, (i1) the Independent Research or its
content, (111) customer transactions, to the extent based on the
Independent Research, or (iv) claims arising from or in
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connection with the inclusion of Independent Research ratings
in the firm’s confirmations and periodic account statements or
on the Qualifying Websites(s), to the extent such claims are
based on those ratings, unless the Independent Consultant has
carried out such duties in bad faith or with willful misconduct.
The firm will indemnify the Independent Consultant for any
liability arising from the Independent Consultant’s good-faith
performance of its duties as such.

2. Appointment of Independent Consultant to Oversee the Procurement of
Independent Research. Within 30 days of the entry of the Final
Judgment, an Independent Consultant acceptable to the SEC Staff, the
NYSE, the NASD, the President of NASAA, the New York Attorney
General and the firm shall be named to oversee the procurement of
Independent Research from Independent Research Providers. The
Independent Consultant will have the final authority (following
consultation with the firm and in accordance with the criteria set forth in
Section II1.3 [Selection of Independent Research Providers] of this
Addendum) to procure the Independent Research. The Independent
Consultant will not have had any significant financial relationship with
the firm during the prior three years and may not have any financial
relationship with the firm for three years following his or her work as the
Independent Consultant. The Independent Consultant’s fee arrangement
will be subject to the approval of the Staff of the SEC, the NYSE, the
NASD, the President of NASAA, and the New York Attorney General’s
Office. In the event that an Independent Consultant must be replaced, the
replacement shall be acceptable to the Staff of the SEC, the NYSE, the
NASD, the President of NASAA, the New York Attorney General’s
Office and the firm, and shall be subject to these same conditions.

3. Selection of Independent Research Providers. The Independent
Consultant will seek to procure research reports on the Common Stock of
all Covered Companies from Independent Research Providers.
Independent Research Providers may not perform investment banking
business of any kind and may not provide brokerage services in direct
and significant competition with the firm. In addition, the Independent
Consultant will use the following criteria in selecting and contracting
with Independent Research Providers to provide Independent Research.
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. whether and to what extent the Independent Research Provider
or any of its affiliates or associated persons is engaged in
activities (including, but not limited to, activities involving
Covered Companies or their securities), or has a business or
other relationship with the firm or any of its affiliates or
associated persons, that may conflict or create the appearance of
conflict with its preparation and publication of the Independent
Research;

. the desirability of multiple coverage of certain Covered
Companies (e.g., by size of company, industry sector,
compantes underwritten by the firm, etc.);

. the extent to which the Independent Research Provider has a
client base and revenue stream broad enough to ensure its
independence from the firm;

. the utility of the Independent Research Provider’s Independent
Research to the firm’s customers, including the inclusion of
ratings and price targets in such research and the extent to
which the firm’s customers actually use the research; and with
respect to surveys or analyses described above in Section
[11.1.b(11), the extent to which the Independent Research
provides customers with a means of comparing the firm’s
research reports to those published by other persons and
entities, including persons and entities having no association
with investment banking activities;

. the quality and accuracy of the Independent Research
Provider’s past research, including during the term of the
Independent Consultant’s tenure;

the experience, expertise, reputation and qualifications
(including, as appropriate, registrations) of the Independent
Research Provider and its personnel; and

. the cost of the Independent Research, especially in light of the
five-year period set forth in Section II1.1 above for the firm to
make Independent Research available to its investing
customers.
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4. Disclosure Language. Language substantially to the effect set forth
below may be used by the firm and its registered representatives to
inform the firm’s customers of the availability of Independent Research:

a. {Disclosure to customers as required by Section IIl.1.c
[Obligation to Make Available subpart c] of this Addendum.}

“There is also independent, third-party research available on
this company, which you can get at no cost [from our
website/hyperlink] or by calling [toll-free number], or which I
can arrange to send to you if you would like.”

b. {General website and periodic customer account statement
disclosure as required by Section III.1.k. [Obligation to Make
Available subpart k] of this Addendum.}

“Independent, third-party research on certain companies
covered by the firm’s research is available to customers of
[firm] in the United States at no cost. Customers can access
this research at [our website/hyperlink] or can call [toll-free
number] to request that a copy of this research be sent to them.”

5. Annual Reporting. The Independent Consultant will report annually to
the Staff of the SEC, the NYSE, the NASD, the President of NASAA,
and the New York Attorney General’s Office on its selection of
Independent Research Providers, the Independent Research it has
procured, the cost of the Independent Research it has procured to date,
and the Independent Consultant’s fees and expenses to date.
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Addendum A

Undertakings

The firm shall comply with the following undertakings:
L Separation of Research and Investment Banking

1. Reporting Lines. Research and Investment Banking will be separate
units with entirely separate reporting lines within the firm — i.e., Research
will not report directly or indirectly to or through Investment Banking.
For these purposes, the head of Research may report to or through a
person or persons to whom the head of Investment Banking also reports,
provided that such person or persons have no direct responsibility for
Investment Banking or investment banking activities.

a. Asused throughout this Addendum, the term “firm” means the
Defendant, Defendant’s successors and assigns (which, for these
purposes, shall include a successor or assign to Defendant’s
investment banking and research operations), and their affiliates,
other than “exempt investment adviser affiliates.”

b. As used throughout this Addendum, the term "exempt investment
adviser affiliate” means an investment adviser affiliate (including,
for these purposes, a separately identifiable department or division
that is principally engaged in the provision of investment advice to
managed accounts as governed by the Investment Advisers Act of
1940 or investment companies under the Investment Company Act
of 1940) having no officers (or persons performing similar
functions) or employees in common with the firm (which, for
purposes of this Section I.1.b, shall not include the investment
adviser affiliate) who can influence the activities of the firm's
Research personnel or the content of the firm's research reports;
provided that the firm (1) maintains and enforces written policies
and procedures reasonably designed to prevent the firm, any
controlling persons, officers (or persons performing similar
functions), or employees of the firm from influencing or seeking to
influence the activities of Research personnel of, or the content of
research reports prepared by, the investment adviser affiliate; (ii)

‘obtains an annual independent assessment of the operation of such



policies and procedures; and (iii} does not furnish to its customers
research reports prepared by the investment adviser atfiliate or
otherwise use such investment adviser affiliate to do indirectly
what the firm may not do directly under this Addendum.

. As used throughout this Addendum, the term “Investment
Banking” means all firm personnel engaged principally in
investment banking activities, including the solicitation of issuers
and structuring of public offering and other investment banking
transactions. It also includes all firm personnel who are directly or
indirectly supervised by such persons and all personnel who
directly or indirectly supervise such persons, up to and including
Investment Banking management.

. As used throughout this Addendum, the term “Research” means all
firm personnel engaged principally in the preparation and/or
publication of research reports, including firm personnel who are
directly or indirectly supervised by such persons and those who
directly or indirectly supervise such persons, up to and including
Research management.

. As used throughout this Addendum, the term “research report”
means any written (including electronic) communication that is
furnished by the firm to investors in the U.S. and that includes an
analysis of the common stock, any security convertible into
common stock, or any derivative thereof, including American
Depositary Receipts (collectively, “Securities™), of an issuer or
issuers and provides information reasonably sufficient upon which
to base an investment decision; provided, however, that a “research
report” shall not include:

i. the following communications, if they do not include
(except as specified below) an analysis, recommendation or
rating (e.g., buy/sell/hold, under perform/market
perform/outperform, underweight/market
weight/overweight, etc.) of individual securities or issuers:

1. reports discussing broad-based indices, such as the
Russell 2000 or S&P 500 index;



2. reports commenting on economic, political or market
(including trading) conditions;

3. technical or quantitative analysis concerning the
demand and supply for a sector, index or industry
based on trading volume and price;

4. reports that recommend increasing or decreasing
holdings in particular industries or sectors or types of
securities; and

5. statistical summaries of multiple companies’ financial
data and broad-based summaries or listings of
recommendations or ratings contained in previously-
issued research reports, provided that such summaries
or listings do not include any analysis of individual
companies; and

ii. the following communications, even if they include
Information reasonably sufficient upon which to base an
investment decision or a recommendation or rating of
individual securities or companies:

1. an analysis prepared for a current or prospective
investing customer or group of current or prospective
investing customers by a registered salesperson or
trader who is (or group of registered salespersons or
traders who are) not principally engaged in the
preparation or publication of research reports; and

2. periodic reports, solicitations or other
communications prepared for current or prospective
investment company sharcholders (or similar
beneficial owners of trusts and limited partnerships)
or discretionary investment account clients, provided
that such communications discuss past performance or
the basis for previously made discretionary
investment decisions.

2. Legal/Compliance. Research will have its own dedicated legal and




compliance staff, who may be a part of the firm’s overall
compliance/legal infrastructure.

. Budget. For the firm’s first fiscal year following the entry of the Final
Judgment in the SEC’s action against Defendant (“Final Judgment”)
and thereafter, Research budget and allocation of Research expenses
will be determined by the firm’s senior management (e.g.,
CEOQO/Chairman/management committee, other than Investment Banking
personnel) without input from Investment Banking and without regard
to specific revenues or results derived from Investment Banking, though
revenues and results of the firm as a whole may be considered in
determining Research budget and allocation of Research expenses. On
an annual basis thereafter, the Audit Committee of the firm’s
holding/parent company (or comparable independent persons/group
without management responsibilities) will review the budgeting and
expense allocation process with respect to Research to ensure
compliance with this requirement.

. Physical Separation. Research and Investment Banking will be
physically separated. Such physical separation will be reasonably
designed to prevent the intentional and unintentional flow of information
between Research and Investment Banking.

. Compensation. Compensation of professional Research personnel will
be determined exclusively by Research management and the firm’s
senior management (but not including Investment Banking personnel)
using the following principles:

a. Investment Banking will have no input into compensation
decisions.

b. Compensation may not be based directly or indirectly on
Investment Banking revenues or results; provided, however, that
compensation may relate to the revenues or results of the firm as a
whole.

c. A significant portion of the compensation of anyone principally
engaged in the preparation of research reports (as defined in this
Addendum) that he or she is required to certify pursuant to
Regulation AC (such person hereinafter a “lead analyst™) must be



based on quantifiable measures of the quality and accuracy of the
lead analyst’s research and analysis, including his or her ratings
and price targets, if any. In assessing quality, the firm may rely on,
among other things, evaluations by the firm’s investing customers,
evaluations by the firm’s sales personnel and rankings in
independent surveys. In assessing accuracy, the firm may use the
actual performance of a company or its equity securities to rank its
own lead analysts’ ratings and price targets, if any, and forecasts, if
any, against those of other firms, as well as against benchmarks
such as market or sector indices.

d. Other factors that may be taken into consideration in determining
lead analyst compensation include: (i) market capitalization of,
and the potential interest of the firm’s investing clients in research
with respect to, the industry covered by the analyst; (i1} Research
management’s assessment of the analyst’s overall performance of
job duties, abilities and leadership; (iii) the analyst’s seniority and
experience; (iv) the analyst’s productivity; and (v) the market for
the hiring and retention of analysts.

e. The criteria to be used for compensation decisions will be
determined by Research management and the firm’s senior
management (not including Investment Banking) and set forth in
writing in advance.

f. Research management will document the basis for each
compensation decision made with respect to (i) anyone who, in the
last 12 months, has been required to certify a research report (as
defined in this Addendum) pursuant to Regulation AC; and (i1)
anyone who is 2 member of Research management (except in the
case of senior-most Research management, in which case the basis
for each compensation decision will be documented by the firm’s
senior management).

On an annual basis, the Compensation Committee of the firm’s
holding/parent company (or comparable independent persons/group
without management responsibilities) will review the compensation
process for Research personnel. Such review will be reasonably
designed to ensure that compensation decisions have been made in a
manner that is consistent with these requirements.



6. Evaluations. Evaluations of Research personnel will not be done by, nor
will there be input from, Investment Banking personnel.

7. Coverage. Investment Banking will have no input into company-specific
coverage decisions (i.e., whether or not to initiate or terminate coverage
of a particular company in research reports furnished by the firm), and
investment banking revenues or potential revenues will not be taken into
account in making company-specific coverage decisions; provided,
however, that this requirement does not apply to category-by-category

. coverage decisions (e.g., a given industry sector, all issuers underwritten
by the firm, companies meeting a certain market cap threshold).

8. Termination of Coverage. When a decision is made to terminate
coverage of a particular company in the firm’s research reports (whether
as a result of a company-specific or category-by-category decision), the
firm will make available a final research report on the company using the
means of dissemination equivalent to those 1t ordinarily uses; provided,
however, that no final report is required for any company as to which the
firm’s prior coverage has been limited to purely quantitative analysis.
Such report will be comparable to prior reports, unless it is impracticable
for the firm to produce a comparable report (e.g., if the analyst covering
the company and/or sector has left the firm). In any event, the final
research report must disclose: the firm’s termination of coverage; and
the rationale for the decision to terminate coverage.

9. Prohibition on Soliciting Investment Banking Business. Research is
prohibited from participating in efforts to solicit investment banking
business. Accordingly, Research may not, among other things,
participate in any “pitches” for investment banking business to
prospective investment banking clients, or have other communications
with companies for the purpose of soliciting investment banking
business.

10.Firewalls Between Research and Investment Banking. So as to reduce
further the potential for conflicts of interest or the appearance of conflicts
of interest, the firm must create and enforce firewalls between Research
and Investment Banking reasonably designed to prohibit all
communications between the two except as expressly described below:




a. Investment Banking personnel may seek, through Research

~management (or an appropriate designee with comparable
management or control responsibilities (“Designee™)) or in the
presence of internal legal or compliance staff, the views of Research
personnel about the merits of a proposed transaction, a potential
candidate for a transaction, or market or industry trends, conditions or
developments. Research personnel may respond to such inquirtes on
these subjects through Research management or its Designee or in the
presence of internal legal or compliance staff. In addition, Research
personnel, through Research management or its Designee or in the
presence of internal legal or compliance staff, may initiate
communications with Investment Banking personne] relating to
market or industry trends, conditions or developments, provided that
such communications are consistent in nature with the types of
communications that an analyst might have with investing customers.
Any communications between Research and Investment Banking
personnel must not be made for the purpose of having Research
personnel identify specific potential investment banking transactions.

b. Inresponse to a request by a commitment or similar committec or
subgroup thereof, Research personnel may communicate their views
about a proposed transaction or potential candidate for a transaction to
the committee or subgroup thereof in connection with the review of
such transaction or candidate by the committee. Investment Banking
personnel working on the proposed transaction may participate with
the Research personnel in these discussions with such committee or
subgroup. However, the Research personnel also must have an
opportunity to express their views to the committee or subgroup
outside the presence of such Investment Banking personnel.

c. Research personnel may assist the firm in confirming the adequacy of
disclosure in offering or other disclosure documents for a transaction
based on the analysts’ communications with the company and other
vetting conducted outside the presence of Investment Banking
personnel, but to the extent communicated to Investment Banking
personnel, such communication shall only be made in the presence of
underwriters’ or other counsel on the transaction or internal legal or
compliance staff.



d. After the firm receives an investment banking mandate, or in
connection with a block bid or similar transaction, Research personnel
may (1) communicate their views on the structuring and pricing of the
transaction to personnel in the firm’s equity capital markets group,
which group’s principal job responsibility is the pricing and
structuring of transactions (including by participating with the firm’s
equity capital markets group in the preparation of internal-use
memoranda and other efforts to educate the sales force), and (i1)
provide to such personnel other information obtained from investing
customers relevant to the pricing and structuring of the transaction.

e. Research personnel may attend or participate in a widely-attended
conference attended by Investment Banking personnel or in which
Investment Banking personnel participate, provided that the Research
personnel do not participate in activities otherwise prohibited herein.

f. Research and Investment Banking personnel may attend or participate
in widely-attended firm or regional meetings at which matters of
general firm interest are discussed. Research management and
Investment Banking management may attend meetings or sit on firm
management, risk or similar committees at which general business and
plans (including those of Investment Banking and Research) and other
matters of general firm interest are discussed. Research and
Investment Banking personnel may commmunicate with each other with
respect to legal or compliance issues, provided that internal legal or
compliance staff is present.

g. Communications between Research and Investment Banking
personnel that are not related to investment banking or research
activities may take place without restriction.

11.Additional Restrictions on Activities By Research and Investment
Banking Personnel.

a. Research personnel are prohibited from participating in company- or
Investment Banking-sponsored road shows related to a public offering
or other investment banking transaction.



b. Investment Banking personnel are prohibited from directing Research
personnel to engage in marketing or selling efforts to investors with
respect to an investment banking transaction.

12.0Qversight. An oversight/monitoring committee or committees, which
will be comprised of representatives of Research management and may
include others (but not personnel from Investment Banking), will be
created to:

a. review (beforechand, where practicable) all changes in ratings, if any,
and material changes in price targets, if any, contained in the firm’s
research reports;

b. conduct periodic reviews of research reports to determine whether
changes in ratings or price targets, if any, should be considered; and

c. monitor the overall quality and accuracy of the firm’s research
reports;

provided, however, that Sections 1.12.a and 1.12.b of this Addendum shall
not be required with respect to research reports limited to purely
quantitative analysis.

I1.  Disclosure/Transparency and Other Issues

1. Disclosures. In addition to other disclosures required by rule, the firm
must disclose prominently on the first page of any research report and
any summary or listing of recommendations or ratings contained in
previously-issued research reports, in type no smaller than the type used
for the text of the report or summary or listing, that:

a. “[Firm] does and seeks to do business with companies covered in
its research reports. As a result, investors should be aware that the
firm may have a conflict of interest that could affect the objectivity
of this report.”

b. With respect to Covered Companies as to which the firm is
required to make available Independent Research (as set forth in
Section Il below): “Customers of [firm] can receive independent,
third-party research on the company covered in this report, at no



cost to them, where such research 1s available. Customers can
access this independent research at [website address/hyperlink] or
can call [toll-free number] to request a copy of this research.”

c. “Investors should consider this report as only a single factor in
making their investment decision.”

2. Transparency of Analysts’ Performance. The firm will make publicly
available (via its website, in a downloadable format), no later than 90
days after the conclusion of each quarter (beginning with the first full
calendar quarter that commences at [east 120 days following the entry of
the Final Judgment), the following information, if such information is
included in any research report (other than any research report limited to
purely quantitative analysis) prepared and furnished by the firm during
the prior quarter: subject company, name(s) of analyst(s) responsible for
certification of the report pursuant to Regulation AC, date of report,
rating, price target, period within which the price target is to be achieved,
earnings per share forecast(s), period(s) for which such forecast(s) are
applicable (e.g., 3Q03, FY04, etc.), and definition/explanation of ratings
used by the firm.

3. Applicability. Except as specified in the second and third sentences of
this Section I1.3, the restrictions and requirements set forth in Section I
[Separation of Research and Investment Banking] and Section II
[Disclosure/Transparency and Other Issues] of this Addendum will only
apply in respect of a research report that is both (i) prepared by the firm,
and (11) that relates to either (A) a U.S. company, or (B) a non-U.S.
company for which a U.S. market is the principal equity trading market;
provided, however, that such restrictions and requirements do not apply
to Research activities relating to a non-U.S. company until the second
calendar quarter following the calendar quarter in which the U.S. market
became the principal equity trading market for such company.
Notwithstanding the foregoing, Section 1.7 [Coverage] of this Addendum
will also apply to any research report (other than the Independent
Research made available by the firm pursuant to Section III
[Independent, Third-Party Research] of this Addendum) that has been
Jfurnished by the firm to investors in the U.S., but not prepared by the
firm, but only to the extent that the report relates to either (A) a U.S.
company, or (B) anon-U.S. company for which a U.S. market is the
principal equity trading market. Also notwithstanding the foregoing,
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Section II.1 [Disclosures] of this Addendum will also apply to any
research report (other than the Independent Research made available by
the firm pursuant to Section III of this Addendum) that has been
Jurnished by the firm to investors in the U.S., but not prepared by the
firm, including a report that relates to a non-U.S. company for which a
U.S. market is not the principal equity trading market, but only to the
extent that the report has been furnished under the firm’s name, has been
prepared for the exclusive or sole use of the firm or its customers, or has
been customized in any material respect for the firm or its customers.

a. For purposes of this Section I1.3, the firm will be deemed to have
furnished a research report to investors in the U.S. if the firm has
made the research report available to investors in the U.S. or has

arranged for someone else to make it available to investors in the
U.S.

b. For purposes of this Section 1.3, a “U.S. company” means any
company incorporated in the U.S. or whose principal place of
business or headquarters is in the U.S.

c. For purposes of this Section I1.3, the calendar quarter in which a
non-U.S. company’s “principal equity trading market” becomes the
U.S. market is a quarter when more than 50% of worldwide trading
in the company’s common stock and equivalents (such as ordinary
shares or common stock or ordinary shares represented by American
Depositary Receipts) takes place in the U.S. Trading volume shall

be measured by publicly reported share volume.

4. General.

a. The firm may not knowingly do indirectly that which it cannot do
directly under this Addendum.

b. The firm will adopt and implement policies and procedures
reasonably designed to ensure that its associated persons (including
but not limited to the firm’s Investment Banking personnel) cannot
and do not seek to influence the contents of a research report or the
activities of Research personnel for purposes of obtaining or
retaining investment banking business. The firm will adopt and
implement procedures instructing firm personnel to report
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immediately to a member of the firm’s legal or compliance staff
any attempt to influence the contents of a research report or the
activities of Research personnel for such a purpose.

5. Timing. Unless otherwise specified, the restrictions and requirements of
this Addendum will be effective within 120 days of the entry of the Final
Judgment, except that Sections 1.5 [Compensation], [.6 [Evaluations}, .7
[Coverage], 1.8 [Termination of Coverage], 1.9 [Prohibition on Soliciting
Investment Banking Business], .11 [Additional Restrictions on
Activities by Research and Investment Banking Personnel], and I1.4.a
[General (subpart a)] and I1.7 [Superseding Rules and Amendments] of
this Addendum will be effective within 60 days of the entry of the Final
Judgment, and Sections II.1.b [Disclosures (subpart b)] and I11
[Independent, Third-Party Research] of this Addendum will be effective
within 270 days of the entry of the Final Judgment.

6. Review of implementation.

a. The firm will retain, at its own expense, an Independent Monitor
acceptable to the Staff of the SEC, the NYSE, and the NASD to
conduct a review to provide reasonable assurance of the
implementation and effectiveness of the firm’s policies and
procedures designed to achieve compliance with the terms of this
Addendum. This review will begin 18 months after the date of the
entry of the Final Judgment. The Independent Monitor will produce a
written report of its review, its findings as to the implementation and
effectiveness of the firm’s policies and procedures, and its
recommendations of other policies or procedures (or amendments to
existing policies or procedures) as are necessary and appropriate to
achieve compliance with the requirements and prohibitions of this
Addendum. The report will be produced to the firm and the Staff of
the SEC, the NYSE and the NASD within 30 days from the
completion of the review, but no later than 24 months from the date of
entry of the Final Judgment. The Independent Monitor shall have the
option to seek an extension of time by making a written request to the
Staff of the SEC.

b. The firm will have a reasonable opportunity to comment on the
Independent Monitor’s review and proposed report prior to its
submission, including a reasonable opportunity to comment on any
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and all recommendations, and to seek confidential treatment of such
information and recommendations set forth therein to the extent that
the report concerns proprietary commercial and financial information
of the firm. This report will be subject to the protections from
disclosure set forth in the rules of the SEC, including the protections
from disclosure set forth in 5 U.S.C. § 552(b)}(8)and 17 C.F.R. §
200.80(b)(8), and will not constitute a record, report, statement or data
compilation of a public office or agency under Rule 803(8) of the
Federal Rules of Evidence.

. The firm will adopt all recommendations contained in the written
report of the Independent Monitor; provided, however, that as to any
recommendation that the firm believes is unduly burdensome or
impractical, the firm may demonstrate why the recommended policy
or procedure is, under the circumstances, unreasonable, impractical
and/or not designed to yield benefits commensurate with its cost, or
the firm may suggest an alternative policy or procedure designed to
achieve the same objective, and submit such explanation and/or
alternative policy or procedure in writing to the Independent Monitor
and to the Staff of the SEC. The firm and the Independent Monitor
shall then attempt in good faith to reach agreement as to any policy or
procedure as to which there is any dispute and the Independent
Monitor shall reasonably evaluate any alternative policy or procedure
proposed by the firm. If an agreement on any issue is not reached, the
firm will abide by the determinations of the Staff of the SEC (which
shall be made after allowing the firm and the Independent Monitor to
present arguments in support of their positions), and adopt those
recommendations the Staff of the SEC deems appropriate.

. The firm will cooperate fully with the Independent Monitor in this
review, including making such non-privileged information and
documents available, as the Independent Monitor may reasonably
request, and by permitting and requiring the firm’s employees and
agents to supply such non-privileged information and documents as
the Independent Monitor may reasonably request.

. To ensure the independence of the Independent Monitor, the firm (i)
shall not have the authority to terminate the Independent Monitor
without the prior written approval of the SEC staff; and (ii) shall
compensate the Independent Monitor, and persons engaged to assist
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the Independent Monitor, for services rendered pursuant to this Order
at their reasonable and customary rates.

f. For the period of engagement and for a period of three years from
completion of the engagement, the Independent Monitor shall not
enter into any employment, consultant, attorney-client, auditing or
other professional relationship with the firm, or any of its present or
former affiliates, directors, officers, employees, or agents acting in
their capacity as such. Any entity with which the Independent
Monitor is affiliated or of which he/she 1s a member, and any person
engaged to assist the Independent Monitor in performance of his/her
duties under this Order shall not, without prior written consent of the
Staff of the SEC, enter into any employment, consultant, attorney-
client, auditing or other professional relationship with the firm, or any
of its present or former affiliates, directors, officers, employees, or
agents acting in their capacity as such for the period of the
engagement and for a period of three years after the engagement.

g. Five years after the date of the entry of the Final Judgment, the firm
shall certify to the Staff of the SEC, the NYSE, and the NASD that the
firm has complied in all material respects with the requirements and
prohibitions set forth in this Addendum or, in the event of material
non-compliance, will describe such material non-compliance.

7. Superseding Rules and Amendments. In the event that the SEC adopts a
rule or approves an SRO rule or interpretation with the stated intent to
supersede any of the provisions of this settlement, the SEC or SRO rule
or interpretation will govern with respect to that provision of the
settlement and such provision will be superseded. In addition, each of
the SEC, NYSE, and the NASD agrees that the SEC Staff may provide
interpretive guidance with respect to the terms of the settlement as
requested by the firm and that, subject to Court approval, the SEC and
the firm may agree to amend or modify any term of the settlement, in
each case, without any further action or involvement by any other
regulator in any related proceeding. With respect to any term in Section I
or II of this Addendum that has not been superseded (as set forth above)
within five years of the entry of the Final Judgment, it is the expectation
of Defendant, the SEC, NYSE, and NASD that the SEC would agree to
an amendment or modification of such term, subject to Court approval,
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unless the SEC believes such amendment or modification would not be in
the public interest.

. Other Obligations and Requirements. Except as otherwise specified, the

requirements and prohibitions of this Addendum shall not relieve the firm
of any other applicable legal obligation or requirement.

III. Independent, Third-Party Research

1.

Obligation to Make Available. Each year, for the period ending five
years after the effective date of this Section III (as set forth in Section
I1.5 [ Timing] of this Addendum), the firm will be required to contract
with no fewer than three independent providers of research
(“Independent Research Providers”) at a time in order to procure and
make available Independent Research (as defined below) to the firm’s
customers in the U.S. as set forth below. There is, however, no
requirement that there be at least three Independent Research
Providers for the Common Stock of each Covered Company (as those
terms are defined below):

a. For common stock and equivalents (such as ordinary shares or
common stock or ordinary shares represented by American
Depositary Receipts) listed on a U.S. national securities
exchange or quoted in Nasdaq (such securities hereinafter,
collectively, “Common Stock”) and covered in the firm’s
research reports (other than those limited to purely quantitative
analysis) (an issuer of such covered Common Stock hereinafter
called a “Covered Company”), the firm, through an
Independent Consultant (as discussed below) will use its
reasonable efforts to procure, and shall make available to its
customers in the U.S., Independent Research on such Covered
Company’s Common Stock. (If the Independent Research
Providers drop coverage or do not timely pick up coverage of
the Common Stock of a Covered Company, the firm will not be
in violation of any of the requirements in this Section IiI, and
may continue to disseminate its own research reports on the
Common Stock of the Covered Company without making
available any Independent Research on the Common Stock of
the Covered Company, if the firm takes reasonable steps to
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request that the Independent Consultant procure such coverage
promptly.)

i. For purposes of this Section IIl, the firm’s research
reports include research reports that have not been
prepared by the firm, but only to the extent that such
reports have been furnished under the firm’s name,
have been prepared for the exclusive or sole use of the
firm or its customers, or have been customized in any
material respect for the firm or its customers.

il. A non-U.S. company for which a U.S. market is not the
principal equity trading market shall only be considered
a Covered Company if, in the calendar quarter ended
March 31, 2003, or in any subsequent calendar quarter
during the period that the firm’s obligations to procure
and make available Independent Research under this
Section 111 are effective, the publicly reported, average
daily dollar volume of U.S. trading in such company’s
Common Stock (measured by multiplying the publicly
reported, average daily share volume of U.S. trading
during the quarter by the closing price per share of the
Common Stock on the last day of the quarter), exceeded
$2.5 million, and (b) the outstanding total public float
of the Common Stock as of the last day of such
calendar quarter exceeded $150 million. Further, the
firm’s obligation to procure and make available
Independent Rescarch with respect to such company
shail become effective at the later of: (a) 90 days after
the end of the calendar quarter in which the company
met the foregoing trading and public float tests; or (b)
the effective date of this Section III.

b. For purposes of this Section III, Independent Research means
(1) a research report prepared by an unaffiliated person or entity,
or (ii) a statistical or other survey or analysis of research reports
(including ratings and price targets) issued by a broad range of
persons and entities, including persons and entities having no
association with investment banking activities, which survey or
analysis has been prepared by an unaftiliated person or entity.
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. The firm will adopt policies and procedures reasonably
designed to ensure that, in connection with any solicited order
for a customer in the U.S. relating to the Common Stock of a
Covered Company, and if Independent Research on the
Covered Company’s Common Stock is available, the registered
representative will have informed the customer, during the
solicitation, that the customer can receive Independent Research
on the Covered Company’s Common Stock at no cost to the
customer (the “Notice Requirement”).

. Notwithstanding the foregoing, the Notice Requirement will not
apply to (1) the solicitation of an institutional customer (an
entity other than a natural person having at least $10 million
invested in securities in the aggregate in its portfolio and/or
under management) unless such customer, after due notice and
opportunity, has advised the firm that it wishes to have the
Notice Requirement apply to it (any customer who has not so
advised the firm is hereinafter referred to as a “Non-
Participating Institutional Customer™); (ii) orders as to which
discretion was exercised, pursuant to a written discretionary
account agreement or written grant of trading authorization; or
(i13) a solicitation by an entity affiliated with the Defendant if
such entity does not furnish to its customers research reports
under the firm’s name, prepared by the firm or for the exclusive
or sole use of the firm or its customers, or research reports that
have been customized in any material respect for the firm or its
customers.

. Each trade confirmation sent by the Defendant to a customer
with respect to an order as to which the Notice Requirement
applies will set forth (or will be accompanied by a separate
statement, which shall be considered part of the confirmation,
that will set forth), as of the time the trade confirmation is
generated, the ratings, if any, contained in the firm’s own
research reports and in Independent Research procured for the
firm with respect to the Common Stock of the Covered
Company that 1s the subject of the order.
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f. Each periodic account statement sent by the Defendant to a
customer in the U.S. that reflects a position in the Common
Stock of a Covered Company will set forth (or will be
accompanied by a separate statement, which shall be considered
part of the periodic account statement, that will set forth), as of
the end of the period covered by the statement, the ratings, if
any, contained in the firm’s own research reports and in the
Independent Research made available by the firm on the
Common Stock of each such Covered Company; provided,
however, that this requirement will not apply to Non-
Participating Institutional Customers or discretionary accounts.

g. Notice of the availability of Independent Research on Covered
Companies’ Common Stock will also be included prominently
in the periodic account statements of the Defendant’s customers
in the U.S., in the firm’s research reports, and on the firm’s
website.

h. The firm will make the Independent Research available to its
customers in the U.S. using, for each customer, the means of
dissemination equivalent to those it uses to provide the
customer with the firm’s own research reports, unless the firm
and customer agree on another means of dissemination;
provided, however, that nothing herein shall require or
authorize the firm to comply with the Notice Requirement or
make available or disseminate Independent Research at a time
when doing so would violate Section 5 of the Securities Act of
1933 or the other provisions of the federal securities laws or the
rules and regulations thereunder. If and to the extent the firm is
able to make available or disseminate its own research reports
on the Common Stock of a Covered Company pursuant to Rule
137, Rule 138(a) or Rule 139(a) under the Securities Act of
1933 and in reliance on Regulation M under the Securities
Exchange Act of 1934, then the firm is also authorized and
required to make available or disseminate Independent
Research on the Common Stock of such Covered Company
(even if the Independent Research does not meet the
requirements of such Rule). Notwithstanding this Section
[1I. 1.h, if the firm determines, because of legal, compliance or
similar concerns, not to furnish or make available its own
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research reports on the Common Stock of a Covered Company
for a limited period of time, it shall not be required to make
available the Independent Research on such Covered Company
for such period of time.

If, during the period that the firm’s obligations to procure and
make available Independent Research under this Section III are
effective, the firm terminates coverage of the Common Stock of
a Covered Company, the firm, through its Independent
Consultant, will make reasonable efforts to continue to procure
and make available Independent Research on the Common
Stock of such company for a period of at least 18 months after
termination of coverage (subject to expiration of the firm’s
obligations under this Section III).

The firm will not be responsible or liable for (1) the
procurement decisions of the Independent Consultant (as
discussed in Section I11.2 [Appointment of Independent
Consultant to Oversee the Procurement of Independent
Research] of this Addendum) with respect to the Independent
Research, (ii) the Independent Research or its content, (iii)
customer transactions, to the extent based on the Independent
Research, or (iv) claims arising from or in connection with the
inclusion of Independent Research ratings in the firm’s
confirmations and periodic account statements, to the extent
such claims are based on those ratings. The firm will not be
required to supervise the production of the Independent
Research procured by the Independent Consultant and will have
no responsibility to comment on the content of the Independent
Research. The firm may advise its customers of the foregoing
in its discretion.

. The Independent Consultant will not be liable for (i) its
procurement decisions, (ii) the Independent Research or its
content, (iii) customer transactions, to the extent based on the
Independent Research, or (iv) claims arising from or in
connection with the inclusion of Independent Research ratings
in the firm’s confirmations and periodic account statements, to
the extent such claims are based on those ratings, unless the
Independent Consultant has carried out such duties in bad faith
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or with willful misconduct. The firm will indemnify the
Independent Consultant for any liability arising from the
Independent Consultant’s good-faith performance of its duties
as such.

2. Appointment of Independent Consultant to Oversee the Procurement of
Independent Research. Within 30 days of the entry of the Final
Judgment, an Independent Consultant acceptable to the SEC Staff, the
NYSE, the NASD, and the firm shall be named to oversee the
procurement of Independent Research from Independent Research
Providers. The Independent Consultant will have the final authority
(following consultation with the firm and in accordance with the criteria
set forth in Section [11.3 [Selection of Independent Research Providers]
of this Addendum) to procure the Independent Research. The
Independent Consultant will not have had any significant financial
relationship with the firm during the prior three years and may not have
any financial relationship with the firm for three years following his or
her work as the Independent Consultant. The Independent Consultant’s
fee arrangement will be subject to the approval of the Staff of the SEC,
the NYSE, and the NASD. In the event that an Independent Consultant
must be replaced, the replacement shall be acceptable to the Staff of the
SEC, the NYSE, the NASD, and the firm, and shall be subject to these
same conditions.

3. Selection of Independent Research Providers. The Independent
Consultant will seek to procure research reports on the Common Stock of
all Covered Companies from Independent Research Providers.
Independent Research Providers may not perform investment banking
business of any kind and may not provide brokerage services in direct
and significant competition with the firm. In addition, the Independent
Consultant will use the following criteria in selecting and contracting
with Independent Research Providers to provide Independent Research.

a. whether and to what extent the Independent Research Provider
or any of its affiliates or associated persons is engaged in
activities (including, but not limited to, activities involving
Covered Companies or their securities), or has a business or
other relationship with the firm or any of its affiliates or
associated persons, that may conflict or create the appearance of

20



conflict with its preparation and publication of the Independent
Research;

b. the desirability of multiple coverage of certain Covered
Companies (e.g., by size of company, industry sector,
companies underwritten by the firm, etc.);

c. the extent to which the Independent Research Provider has a
client base and revenue stream broad enough to ensure its
independence from the firm;

d. the utility of the Independent Research Provider’s Independent
Research to the firm’s customers, including the inclusion of
ratings and price targets in such research and the extent to
which the firm’s customers actually use the research; and with
respect to surveys or analyses described above in Section
I11.1.b(ii), the extent to which the Independent Research
provides customers with a means of comparing the firm’s
research reports to those published by other persons and
entities, including persons and entities having no association
with investment banking activities;

e. the quality and accuracy of the Independent Research
Provider’s past research, including during the term of the
Independent Consultant’s tenure;

f. the experience, expertise, reputation and qualifications
(including, as appropriate, registrations) of the Independent
Research Provider and its personnel; and

g. the cost of the Independent Research, especially in light of the
five-year period set forth in Section III.1 above for the firm to
make Independent Research available to its investing
customers.

4. Disclosure Language. Language substantially to the effect set forth
below may be used by the firm and its registered representatives to
inform the firm’s customers of the availability of Independent Research:
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a. {Disclosure to customers as required by Section II1.1.c
[Obligation to Make Available subpart c] of this Addendum.}

“There is also independent, third-party research available on
this company, which you can get at no cost [from our
website/hyperlink] or by calling [toll-free number], or which 1
can arrange to send to you if you would like.”

b. {General website and periedic customer account statement
disclosure as required by Section III.1.g. [Obligation to Make
Available subpart g] of this Addendum.}

“Independent, third-party research on certain companies
covered by the firm’s research is available to customers of
[firm] at no cost. Customers can access this research at [our
website/hyperlink] or can call [toll-free number] to request that
a copy of this research be sent to them.”

5. Annual Reporting. The Independent Consultant will report annually to
the Staff of the SEC, the NYSE, and the NASD on its selection of
Independent Research Providers, the Independent Research it has
procured, the cost of the Independent Research 1t has procured to date,
and the Independent Consultant’s fees and expenses to date.
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Addendum A

Undertakings

The firm shall comply with the following undertakings:

1. Separation of Research and Investment Banking

1. Definitions

a. As used throughout this Addendum, the term “firm” means the
Defendant, Defendant’s successors and assigns (which, for these
purposes, shall include a successor or assign to Defendant’s
mvestment banking and research operations), and their affiliates,
other than “exempt investment adviser affiliates.”

b. As used throughout this Addendum, the term "exempt investment
adviser affiliate” means an investment adviser affiliate (including,
for these purposes, a separately identifiable department or division
that is principally engaged in the provision of investment advice to
managed accounts as governed by the Investment Advisers Act of
1940 or investment companies under the Investment Company Act
of 1940) having no officers (or persons performing similar
functions) or employees in common with the firm (which, for
purposes of this Section 1.1.b, shall not include the investment
adviser affiliate) who can influence the activities of the firm's
Research personnel or the content of the firm's research reports;
provided that the firm (i) maintains and enforces written policies
and procedures reasonably designed to prevent the firm, any
controlling persons, officers (or persons performing similar
functions), or employees of the firm from influencing or seeking to
influence the activities of Research personnel of, or the content of
research reports prepared by, the investment adviser affiliate; (ii)



obtains an annual independent assessment of the operation of such
policies and procedures; and (iii) does not furnish to its customers
research reports prepared by the investment adviser affiliate or
otherwise use such investment adviser affiliate to do indirectly
what the firm may not do directly under this Addendum.

. As used throughout this Addendum, the term “Investment
Banking” means all firm personnel engaged principally in
investment banking activities, including the solicitation of issuers
and structuring of public offering and other investment banking
transactions. It also includes all firm personnel who are directly or
indirectly supervised by such persons and all personnel who
directly or indirectly supervise such persons, up to and including
Investment Banking management.

. As used throughout this Addendum, the term “Research” means all
firm personnel engaged principally in the preparation and/or
publication of research reports, including firm personnel who are
directly or indirectly supervised by such persons and those who
directly or indirectly supervise such persons, up to and including
Research management.

. As used throughout this Addendum, the term “research report”
means any written (including electronic) communication that is
furnished by the firm to investors in the U.S. and that includes an
analysis of the common stock, any security convertible into
common stock, or any derivative thereof, including American
Depositary Receipts (collectively, “Securities™), of an issuer or
issuers and provides information reasonably sufficient upon which
to base an investment decision; provided, however, that a “research
report” shall not include:

1. the following communications, if they do not include
(except as specified below) an analysis, recommendation or
rating (e.g., buy/sell/hold, under perform/market
perform/outperform, underweight/market
weight/overweight, etc.) of individual securities or issuers:

1. reports discussing broad-based indices, such as the
Russell 2000 or S&P 500 index;



1i.

. reports commenting on economic, political or market

(including trading) conditions;

. technical or quantitative analysis concerning the

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

. reports that recommend increasing or decreasing

holdings in particular industries or sectors or types of
securities; and

. statistical summaries of multiple companies’ financial

data and broad-based summaries or listings of
recommendations or ratings contained in previously-
issued research reports, provided that such summaries
or listings do not include any analysis of individual
companies; and

the following communications, even if they include
information reasonably sufficient upon which to base an
investment decision or a recommendation or rating of
individual securities or companies:

1. an analysis prepared for a current or prospective

investing customer or group of current or prospective
investing customers by a registered salesperson or
trader who is (or group of registered salespersons or
traders who are) not principally engaged in the
preparation or publication of research reports; and

. periodic reports, solicitations or other

communications prepared for current or prospective
investment company shareholders (or similar
beneficial owners of trusts and limited partnerships)
or discretionary investment account clients, provided
that such communications discuss past performance or
the basis for previously made discretionary

investment decisions.



f. As used throughout this Addendum, the term “technical research
report” means any written (including electronic) communication
that 1s furnished by the firm to investors in the U.S. and that
includes an analysis of the Securities of an issuer or issuers, that is
based solely on prices and trading volume and not on the issuer’s
financial information, business prospects, or contact with issuer
management, and that provides information reasonably sufficient
upon which to base an investment decision.

g. As used throughout this Addendum, the term “quantitative
research report” means any written (including electronic)
communication that is furnished by the firm to investors in the
U.S. and that includes an analysis of the Securities of an issuer or
1ssuers, that relies solely on the systematic application of statistical
or numerical techniques to publicly available data, that does not
include a qualitative assessment of an issuer's business prospects or
contact with issuer management, and that provides information
reasonably sufficient upon which to base an investment decision.

h. As used throughout this Addendum, the term “Institutional
Customer” means an entity other than a natural person having at
least $10 million invested in securities in the aggregate in its
portfolio and/or under management.

1. As used throughout this Addendum the term “Small Institutional
Customer” means an entity other than a natural person having less
than $10 million and more than $1 million invested in securities in
the aggregate in its portfolio and/or under management.

2. [Legal/Compliance—Researehwillhaveits-own-dedieatedJegaland
eempl-}aﬁee/-lega}—mffas&&e&% — Removed.]

3. Budget. For the firm’s first fiscal year following the entry of the Final
Judgment in the SEC’s action against Defendant (*Final Judgment™)
and thereafter, Research budget and allocation of Research expenses
will be determined by the firm’s senior management (e.g.,
CEOQO/Chairman/management committee, other than Investment Banking
personnel) without input from Investment Banking and without regard
to specific revenues or results derived from Investment Banking, though



revenues and results of the firm as a whole may be considered in
determining Research budget and allocation of Research expenses. ©n

4. Physical Separation. Research and Investment Banking will be
physically separated. Such physical separation will be reasonably
designed to prevent the intentional and unintentional flow of information
between Research and Investment Banking.

5. [Compensation-




6. [Evaluations —&Mﬁw&%&e&%&m&eﬁ%&&m—b&é@m
will-there-be-input-fromtnvestment Bankingpersonnel — Removed. ]

7. Coverage. Investment Banking will have no input into company-specific
coverage decisions (i.e., whether or not to initiate or terminate coverage
of a particular company in research reports furnished by the firm), and
investment banking revenues or potential revenues will not be taken into
account in making company-specific coverage decisions; provided,
however, that this requirement does not apply to category-by-category



coverage decisions (e.g., a given industry sector, all issuers underwritten
by the firm, companies meeting a certain market cap threshold).

8. [Termination of Coverage-

age:
Removed.]

9. [Prohibition on Soliciting Investment Banking Business—Research4s

ba&messr — Removed.]

10.Firewalls Between Research and Investment Banking. So as to reduce
further the potential for conflicts of interest or the appearance of conflicts
of interest, the firm must create and enforce firewalls between Research
and Investment Banking reasonably designed to prohibit all
communications between the two except as expressly described below:

a. Investment Banking personnel may seek, through Research
management (or an appropriate designee with comparable
management or control responsibilities (“Designee”)) or in the
presence of internal legal or compliance staff, the views of Research
personnel about the merits of a proposed transaction;- or a potential
candidate for a transacﬂon—e%m&ﬂeetem&é&s&y—trené&—eeﬂdmeﬁs—ef
developments. Research personnel may respond to such inquiries on
these subjects through Research management or its Designee or in the
presence of internal legal or compliance staff. In addition, Researeh



eemm&me&t-}eﬁﬁ—wﬂa—lnvestment Banklng personnel fé-]—d—&ﬁg may
contact Research personnel to mar :
developmentslearn more about a particular company, pr0v1ded that
such communications are held in the presence of internal legal or
compliance staff and are consistent in nature with the types of
communications that an analyst might have with investing customers.
Rescarch personnel and Investment Banking personnel may
communicate with each other, outside the presence of internal legal or
compliance staff, regarding market or industry trends. conditions or
developments, provided that such communications are consistent in
nature with the types of communications that an analyst might have
with investing customers. Any communications between Resecarch
and Investment Banking personnel must not be made for the purpose
of having Research personnel identify specific potential investment
banking transactions.

. In response to a request by a commitment or similar committee or

subgroup thereof, Research personnel may communicate their views
about a proposed transaction or potential candidate for a transaction to
the committee or subgroup thereof in connection with the review of
such transaction or candidate by the committee. Investment Banking
personnel working on the proposed transaction may participate with
the Research personnel in these discussions with such committee or
subgroup. However, the Research personnel also must have an
opportunity to express their views to the committee or subgroup
outside the presence of such Investment Banking personnel.

. Research personnel may assist the firm in confirming the adéquacy of

disclosure in offering or other disclosure documents for a transaction
based on the analysts’ communications with the company and other

comphanece-staff: third parties (including, e.g.. suppliers, customers,

accountants, vendors, and regulatory authorities). However:




(1) If Investment Banking personnel are present or otherwise
participate in_any such communications by Research
personnel with the company and other third parties, (1) such
jomt communications must be for the due diligence purpose
of gathering or confirming information about the company
or otherwise related to the proposed transaction, (2) the 1o0int
communications must either (a) take place after the receipt
by the firm of an investment banking mandate, or (b) in the
case of investment banking transactions other than initial
public offerings, be in connection either with a block bid, or
with a competitive secondary or follow-on offering or
similar transaction where the issuer or selling shareholder
has contacted the firm to request that the firm submit a
transaction proposal, (3) in the case of subclause {¢)(1)(2)(a)
above, such communications are held in the presence of
internal legal or compliance staff, or underwriters’ or other
counsel on the transaction who are knowledgeable regarding
Research and Investment Banking conflicts and the terms of
the Addendum, and (4) in the case of subclause (¢)(1}(2)(b)
above, the firm’s legal or compliance staff reasonably
believes that the firm will not have a meaningful opportunity
to_conduct separate due diligence communications with the
relevant parties prior to the award of a mandate for the
transaction and such communications are held in the
presence of internal legal or compliance staff; and

(11) To the extent such communications are later communicated

by Research personnel to Investment Banking personnel,
such communication shall only be made in the presence of
internal legal or comphance staff, or underwriters’ or other
counsel on the transaction who are knowledgeable regarding
Research and Investment Banking conflicts and the terms of
the Addendum.

d. After the firm receives an investment banking mandate, or (in the case
of investment banking transactions other than initial public offerings)
in connection with (1) a block bid, or (2) a competitive secondary or
follow-on offering or similar transaction_where the issuer or selling
shareholder has contacted the firm to request that the firm submit a
transaction proposal, Research personnel may;




(i) Communicate their views on the pricing and structuring of
the transaction to personnel in the firm’s equity capital
markets group, which group’s principal job responsibility is
the pricing and structuring of transactions;

(i1)Provide to personnel in the firm’s equity capital markets
group information obtained from investing customers
relevant to the pricing and structuring of the transaction;

(i11) Participate with the equity capital markets group, or
independently, in efforts to educate the firm’s sales force
regarding the transaction, including assisting in the
preparation of internal-use memoranda (including
presentations in electronic format) and communicating with
the firm’s sales force, provided that Research personnel may
not appear jointly with management of the issuer or
Investment Banking personnel other than members of the
equity capital markets group in such communications with
the firm’s sales force, and provided that the following
conditions are satisfied:

1) Such oral communications by Research personnel with
the firm’s sales force personnel regarding the transaction
in which a recommendation or view, whether or not
labeled as such, is expressed by such Research personnel
regarding the transaction must have a reasonable basis;

2) Such oral communications to a group of ten or more of
the firm’s sales force must be “fair and balanced”, as
such phrase is generally understood under NASD Rule
2210(d)(1) and after taking into consideration the overall
context in which such communications are made
(hereinafter referred to as the “fair and balanced

standard2—n-addition—atbsuch-oral eommuntentionsto
personnel;”); and

3} All internal-use memoranda (or portions thereof)
regarding such transaction that are identified as being the
views of Research personnel (such memoranda or
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portions thereof hereinafter referred to as “internal use
Research memoranda”) must comply with the fair and
balanced standard:—.

[4 through 6 Removed.]

€. Research personnel may attend or participate in a widely-attended
conference or other widely-attended ¢vent attended by Investment
Banking personnel or in which Investment Banking personnel participate,
provided that the Research personnel do not participate in activities
otherwise prohibited herein.

f. Research and Investment Banking personnel may attend or participate
in widely-attended firm or regional meetings at which matters of general
firm interest are discussed. Research management and Investment
Banking management may attend meetings or sit on firm management,
risk or similar committees at which general business and plans (including
those of Investment Banking and Research) and other matters of general
firm interest are discussed. Research and Investment Banking personnel
may communicate with each other with respect to legal or compliance
issues, provided that internal legal or compliance staff is present.

g. Communications between Research and Investment Banking

personnel that are not related to investment banking or research activities
may take place without restriction.
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11.Additional Restrictions on Activities By Research and Investment
Banking Personnel.

a._After the firm receives an investment banking mandate relating to a
public offering of securities, Research personnel may communicate with
investors regarding such offering provided that Research personnel may
not appear jointly with management of the issuer or Investment Banking
personnel in such communications, and provided that the following
conditions are satisfied:

1) Such oral communications by Research personnel with investors
regarding the offering in which a recommendation or view,
whether or not labeled as such, is expressed by such Research
personnel regarding the offering must have a reasonable basis;_and

2) Such oral communications to a group of ten or more investors
regarding such offering must comply with the fair and balanced
standards.

Ha-HbHD-
[3 through 5 Removed.]

12.Oversight. An oversight/monitoring committee or committees, which
will be comprised of representatives of Research management and may
include others (but not personnel from Investment Banking), will be
created to:

12



a. review (beforehand, where practicable) all changes in ratings, if any,
and material changes in price targets, if any, contained in the firm’s
research reports;

b. conduct periodic reviews of research reports to determine whether
changes in ratings or price targets, if any, should be considered; and

¢. monitor the overall quality and accuracy of the firm’s research
Teports;

provided, however, that Sections I.12.a and 1.12.b of this Addendum shall
not be required with respect to quantitative or technical research reports.

II.  Disclosure/Transparency and Other Issues

1. Disclosures. In addition to other disclosures required by rule, the firm
must disclose prominently on the first page of any research report and
any summary or listing of recommendations or ratings contained in
previously-issued research reports, in type no smaller than the type used
for the text of the report or summary or listing, that:

a. “[Firm] does and seeks to do business with companies covered in
its research reports. As a result, investors should be aware that the
firm may have a conflict of interest that could affect the objectivity
of this report.”

b. With respect to Covered Companies as to which the firm is
required to make available Independent Research (as set forth in
Section 1l below): “Customers of [firm] in the United States can
receive independent, third-party research on the company or
companies covered in this report, at no cost to them, where such
research is available. Customers can access this independent
research at [website address/hyperlink] or can call [toll-free
number] to request a copy of this research.”

c. “Investors should consider this report as only a single factor in
making their investment decision.”

2. [Transparency of Analysts’ Performance—+he-firm-will-make publiely
ratlable-Criastswebsite aadapte-tormat;no-iates 00

w, 5 ammwIwa S
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fatineswsed-bythe fem- — Removed. | ‘

. Applicability. Except as specified in the second and third sentences of
this Section [1.3, the restrictions and requirements set forth in Section I
[Separation of Research and Investment Banking] and Section 11
[Disclosure/Transparency and Other Issues] of this Addendum will only
apply in respect of a research report that is both (i) prepared by the firm,
and (ii) that relates to either (A) a U.S. company, or (B) a non-U.S.
company for which a U.S. market is the principal equity trading market;
provided, however, that such restrictions and requirements do not apply
to Research activities relating to a non-U.S. company until the second
calendar quarter following the calendar quarter in which the U.S. market
became the principal equity trading market for such company.
Notwithstanding the foregoing, Section 1.7 [Coverage] of this Addendum
will also apply to any research report (other than the Independent
Research made available by the firm pursuant to Section 111
[Independent, Third-Party Research] of this Addendum) that has been
Sfurnished by the firm to investors in the U.S., but not prepared by the
firm, but only to the extent that the report relates to either (A) a U.S.
company, or (B) a non-U.S. company for which a U.S. market is the
principal equity trading market. Also notwithstanding the foregoing,
Section II.1 [Disclosures] of this Addendum will also apply to any
research report (other than the Independent Research made available by
the firm pursuant to Section III of this Addendum) that has been

Jurnished by the firm to investors in the U.S., but not prepared by the
firm, including a report that relates to a non-U.S. company for which a
U.S. market is not the principal equity trading market, but only to the
extent that the report has been furnished under the firm’s name, has been

_14_



prepared for the exclusive or sole use of the firm or its customers, or has
been customized in any material respect for the firm or its customers.

a. For purposes of this Section 11.3, the firm will be deemed to have
furnished a research report to investors in the U.S. if the firm has
made the research report available to investors in the U.S. or has
arranged for someone else to make it available to investors in the
U.S.

b. For purposes of this Section 11.3, a “U.S. company” means any
company incorporated in the U.S. or whose headquarters is in the
U.s.

c. For purposes of this Section II.3, the calendar quarter in which a
non-U.S. company’s “principal equity trading market” becomes the
U.S. market is a quarter when more than 50% of worldwide trading
in the company’s common stock and equivalents (such as ordinary
shares or common stock or ordinary shares represented by American
Depositary Receipts) takes place in the U.S. Trading volume shall

be measured by publicly reported share volume.

4. General.

a. The firm may not knowingly do indirectly that which it cannot do
directly under this Addendum.

b. The firm will adopt and implement policies and procedures
reasonably designed to ensure that its associated persons (including
but not limited to the firm’s Investment Banking personnel) cannot
and do not seek to influence the contents of a research report or the
activities of Research personnel for purposes of obtaining or
retaining investment banking business. The firm will adopt and
implement procedures instructing firm personnel to report
immediately to a member of the firm’s legal or compliance staff
any attempt to influence the contents of a research report or the
activities of Research personnel for such a purpose.

5. Timing. Unless otherwise specified, the restrictions and requirements of

this Addendum will be effective within 120 days of the entry of the Final
Judgment, except that Sections 1.5 [Compensation], 1.6 [Evaluations], 1.7

-15-



[Coverage], 1.8 [Termination of Coverage], .9 [Prohibition on Soliciting
Investment Banking Business], I.11 [Additional Restrictions on
Activities by Research and Investment Banking Personnel], and [1.4.a
[General (subpart a)] and I1.7 [Superseding Rules and Amendments] of
this Addendum will be effective within 60 days of the entry of the Final
Judgment, and Sections I1.1.b [Disclosures (subpart b)] and 111
[Independent, Third-Party Research] of this Addendum will be effective
within 270 days of the entry of the Final Judgment.

. Review of implementation.

a. The firm will retain, at its own expense, an Independent Monitor
acceptable to the Staff of the SEC, the NYSE, the NASD, the
President of NASAA, and the New York Attorney General’s Office to
conduct a review to provide reasonable assurance of the
implementation and effectiveness of the firm’s policies and
procedures designed to achieve compliance with the terms of this
Addendum. This review will begin 18 months after the date of the
entry of the Final Judgment. The Independent Monitor will produce a
written report of its review, its findings as to the implementation and
effectiveness of the firm’s policies and procedures, and its
recommendations of other policies or procedures (or amendments to
existing policies or procedures) as are necessary and appropriate to
achieve compliance with the requirements and prohibitions of this
Addendum. The report will be produced to the firm and the Staff of
the SEC, the NYSE and the NASD within 30 days from the
completion of the review, but no later than 24 months from the date of
entry of the Final Judgment. (The SEC Staff shall make the report
available to the President of NASAA and the New York Attorney
General’s Office upon request.) The Independent Monitor shall have
the option to seek an extension of time by making a written request to
the Staff of the SEC.

b. The firm will have a reasonable opportunity to comment on the
Independent Monitor’s review and proposed report prior to its
submission, including a reasonable opportunity to comment on any
and all recommendations, and to seek confidential treatment of such
information and recommendations set forth therein to the extent that
the report concerns proprictary commercial and financial information
of the firm. This report will be subject to the protections from
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disclosure set forth in the rules of the SEC, including the protections
from disclosure set forth in 5 U.S.C. § 552(b)}(8) and 17 CF.R. §
200.80(b)(8), and will not constitute a record, report, statement or data
compilation of a public office or agency under Rule 803(8) of the
Federal Rules of Evidence.

. The firm will adopt all recommendations contained in the written
report of the Independent Monitor; provided, however, that as to any
recommendation that the firm believes is unduly burdensome or
impractical, the firm may demonstrate why the recommended policy
or procedure is, under the circumstances, unreasonable, impractical
and/or not designed to yield benefits commensurate with its cost, or
the firm may suggest an alternative policy or procedure designed to
achieve the same objective, and submit such explanation and/or
alternative policy or procedure in writing to the Independent Monitor
and to the Staff of the SEC. The firm and the Independent Monitor
shall then attempt in good faith to reach agreement as to any policy or
procedure as to which there is any dispute and the Independent
Monitor shall reasonably evaluate any alternative policy or procedure
proposed by the firm. If an agreement on any issue is not reached, the
firm will abide by the determinations of the Staff of the SEC (which
shall be made after allowing the firm and the Independent Monitor to
present arguments in support of their positions), and adopt those
recommendations the Staff of the SEC deems appropriate.

. The firm will cooperate fully with the Independent Monitor in this
review, including making such non-privileged information and
documents available, as the Independent Monitor may reasonably
request, and by permitting and requiring the firm’s employees and
agents to supply such non-privileged information and documents as
the Independent Monitor may reasonably request.

. To ensure the independence of the Independent Monitor, the firm (1)
shall not have the authority to terminate the Independent Monitor
without the prior written approval of the SEC staff; and (i) shall
compensate the Independent Monitor, and persons engaged to assist
the Independent Monitor, for services rendered pursuant to this Order
at their reasonable and customary rates.
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f. For the period of engagement and for a period of three years from
completion of the engagement, the Independent Monitor shall not
enter into any employment, consultant, attorney-client, auditing or
other professional relationship with the firm, or any of its present or
former affiliates, directors, officers, employees, or agents acting in
their capacity as such. Any entity with which the Independent
Monitor is affiliated or of which he/she is a member, and any person
engaged to assist the Independent Monitor in performance of his/her
duties under this Order shall not, without prior written consent of the
Staff of the SEC, enter into any employment, consultant, attorney-
client, auditing or other professional relationship with the firm, or any
of its present or former affiliates, directors, officers, employees, or
agents acting in their capacity as such for the period of the
engagement and for a period of three years after the engagement.

g. Five years after the date of the entry of the Final Judgment, the firm
shall certify to the Staff of the SEC, the NYSE, the NASD, the '
President of NASAA, and the New York Attorney General’s Office,
that the firm has complied in all material respects with the
requirements and prohibitions set forth in this Addendum or, in the
event of material non-compliance, will describe such material non-
compliance.

7. Superseding Rules and Amendments. In the event that the SEC adopts a
rule or approves an SRO rule or interpretation with the stated intent to
supersede any of the provisions of this settlement, the SEC or SRO rule
or interpretation will govern with respect to that provision of the
settlement and such provision will be superseded. In addition, each of
the SEC, NYSE, the NASD, the New York Attorney General’s Office
and any State that incorporates this Addendum (or equivalent document)
into its settlement of related proceedings against the Defendant agrees
that the SEC Staff may provide interpretive guidance with respect to the
terms of the settlement as requested by the firm and that, subject to Court
approval, the SEC and the firm may agree to amend or modify any term
of the settlement, in each case, without any further action or involvement
by any other regulator in any related proceeding. With respect to any
term in Section I or II of this Addendum that has not been superseded (as
set forth above) within five years of the entry of the Final Judgment, it is
the expectation of Defendant, the SEC, NYSE, NASD, New York
Attorney General’s Office and the States that the SEC would agree to an
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amendment or modification of such term, subject to Court approval,
unless the SEC believes such amendment or modification would not be in
the public interest.

In addition, in the event of Court approval after the five-year period
referenced above of an amendment or modification that eliminates certain
but not all of the then remaining operative provisions of Sections I and II
of this Addendum A, then upon the earlier of (i) one year following such
Court approval, or (ii) the effective date of new research rules proposed
by FINRA in Regulatory Notice 08-55 (October 2008) if such rules
address the remaining provisions of the modified Addendum A, it is the
further expectation of the SEC, FINRA (which now comprises the former
NASD and the member regulation, enforcement, and arbitration functions
of the NYSE), the New York Attorney General’s Office, and the States
that the SEC would agree to a further amendment or modification of this
Addendum A, subject to Court approval, unless the SEC believes such
amendment or modification would not be in the public interest.

. Other Obligations and Reguirements. Except as otherwise specified, the

requirements and prohibitions of this Addendum shall not relieve the firm
of any other applicable legal obligation or requirement.
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reports have been furnished under the firm’s name,
have been prepared for the exclusive or sole use of the
firm or its customers, or have been customized in any
material respect for the firm or its customers.

ii. A non-U.S. company for which a U.S. market is not the
principal equity trading market shall only be considered
a Covered Company if, in the calendar quarter ended
March 31, 2004, or in any subsequent calendar quarter
during the period that the firm’s obligations to procure
and make available Independent Research under this
Section III are effective, the publicly reported, average
daily dollar volume of U.S. trading in such company’s
Common Stock (measured by multiplying the publicly
reported, average daily share volume of U.S. trading
during the quarter by the closing price per share of the
Common Stock on the [ast day of the quarter), exceeded
$2.5 million, and (b) the outstanding total public float
of the Common Stock as of the last day of such
calendar quarter exceeded $150 million, or, if the data
necessary to calculate the outstanding total public float
is not readily available, the market capitalization of the
Common Stock as of the last day of such calendar
quarter exceeded $150 million. Further, the firm’s
obligation to procure and make available Independent
Research with respect to such company shall become
effective at the later of: (a) 90 days after the end of the
calendar quarter in which the company met the
foregoing trading and public float tests; or (b) the
effective date of this Section ITL

b. For purposes of this Section I1I, Independent Research means
(1) a research report (other than technical research reports)
prepared by an unaffiliated person or entity, or (ii) a statistical
or other survey or analysis of research reports (including ratings
and price targets) issued by a broad range of persons and
entities, including persons and entities having no association
with investment banking activities, which survey or analysis
has been prepared by an unaffiliated person or entity.
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c. The firm will adopt policies and procedures reasonably
designed to ensure that, in connection with any solicited order
for a customer in the U.S. relating to the Common Stock of a
Covered Company, and if Independent Research on the
Covered Company’s Common Stock is available, the registered
representative will have informed the customer, during the
solicitation, that the customer can receive Independent Research
on the Covered Company’s Common Stock at no cost to the
customer (the “Notice Requirement™).

d. Notwithstanding the foregoing, the Notice Requirement will not
apply to (1) the solicitation of an Institutional Customer unless
such Institutional Customer, after due notice and opportunity,
has advised the firm that it wishes to have the Notice
Requirement apply to it (“Participating Institutional
Customer™”). Any Institutional Customer who has not so
advised the firm is hereinafter referred to as a “Non-
Participating Institutional Customer”; (ii) orders as to which
discretion was exercised by the firm, pursuant to a written
discretionary account agreement or written grant of trading
authorization; or (iii) a solicitation by an entity affiliated with
the Defendant if such entity does not furnish to its customers
research reports under the firm’s name, prepared by the firm or
for the exclusive or sole use of the firm or its customers, or
research reports that have been customized in any material
respect for the firm or its customers.

e. For the purposes of the notice, confirmation, and account
statement disclosure requirements with respect to orders as to
which discretion was exercised by an investment adviser
pursuant to a written discretionary account agreement or written
grant of trading authorization, the firm must treat the
investment adviser as (regardless of whether the investment
adviser 1s an institutional entity or a natural person): (i) a natural
person, if such adviser has $1 million dollars or less invested in
securities in the aggregate in its portfolio and/or under
management; (ii) a Small Institutional Customer if such
mvestment adviser has less than $10 million and more than $1
million invested in securities in the aggregate in its portfolio
and/or under management; and (iii) an Institutional Customer if
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such investment adviser has at least $10 million invested in
securities in the aggregate in its portfolio and/or under
management. Notwithstanding the foregoing, nothing
precludes the firm from providing disclosure in addition to the
foregoing required minimum.

With respect to a Participating Institutional Customer, the firm
may satisfy the Notice Requirement by providing the
Participating Institutional Customer with, instead of notice at
the time of each solicited order, annual written notice of the
availability of Independent Research on Covered Companies’
Common Stock.

. With respect to a Small Institutional Customer, the firm may
satisfy the Notice Requirement by providing the Smalil
Institutional Customer with, instead of notice at the time of
cach solicited order, annual written notice of the availability of
Independent Research on Covered Companies’ Common Stock,
if such Small Institutional Customer advised the firm that it
wishes to receive such annual written notice instead of
receiving notice at the time of each solicited order.

. Each trade confirmation sent by the Defendant to a customer
with respect to an order as to which the Notice Requirement
applies will set forth (or will be accompanied by a separate
statement, which shall be considered part of the confirmation,
that will set forth), as of the time the trade confirmation 1s
generated, the ratings, if any, contained in the firm’s own
research reports and in Independent Research procured for the
firm with respect to the Common Stock of the Covered
Company that is the subject of the order (the “Trade
Confirmation Disclosure Requirement”).

Notwithstanding the foregoing, the Defendant may provide a
Small Institutional Customer with, instead of trade-by-trade
ratings information on each confirmation, annual written notice
of the website(s) where Independent Research ratings
information and the firm’s ratings information can be found, if
such Small Institutional Customer has advised the Defendant
that it wishes to receive such annual written notice instead of
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trade-by-trade ratings information on each confirmation. With
respect to the Common Stock of a Covered Company, the
website(s) shall make available separate lists setting forth (with
respect to each of the firm’s research reports and each
Independent Research report of each Independent Research
Provider) the date of each research report issued by the firm and
each IRP, respectively, the name of the issuer covered in such
report, and the rating contained therein (if any) over the
preceding twelve months (“Qualifying Website(s)”).

If customers of the firm (other than Institutional or Smail
Institutional Customers) have access to the Qualifying
Website(s), the Qualifying Website(s) must also provide access,
via hyperlink, to the full text of each Independent Research
report (regarding the Common Stock of a Covered Company)
of each Independent Research Provider over the preceding
twelve months.

With respect to a Participating Institutional Customer, the
Defendant may satisfy the Trade Confirmation Disclosure
Requirement by providing the Participating Institutional
Customer with, instead of trade-by-trade ratings information on
cach confirmation, annual written notice of the Qualifying
Website(s) where Independent Research ratings information
and the firm’s ratings information can be found.

Each periodic account statement sent by the Defendant to a
customer in the U.S. that reflects a position in the Common
Stock of a Covered Company will set forth (or will be
accompanied by a separate statement, which shall be considered
part of the periodic account statement, that will set forth), as of
the end of the period covered by the statement, the ratings, if
any, contained in the firm’s own research reports and in the
Independent Research made available by the firm on the
Common Stock of each such Covered Company (“Periodic
Account Statement Disclosure Requirement”); provided,
however, that this requirement will not apply to Non-
Participating Institutional Customers or discretionary accounts,
and provided further that, with respect to Participating
Institutional Customers, the Defendant may satisfy the Periodic
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Account Statement Disclosure Requirement by providing
Participating Institutional Customers with, instead of ratings
information in periodic account statements, annual written
notice of the Qualifying Website(s) where Independent
Research ratings information and the firm’s ratings information
can be found.

Notwithstanding the foregoing, the Defendant may satisfy the
Periodic Account Statement Disclosure Requirement by
providing a Small Institutional Customer with, instead of
ratings information in periodic account statements, annual
written notice of the Qualifying Website(s) where Independent
Research ratings information and the firm’s ratings information
can be found, if such Small Institutional Customer has advised
the Defendant that it wishes to receive such annual written
notice instead of ratings information in periodic account
statements.

The Independent Research rating(s) disclosed on trade
confirmations and periodic account statements as set forth in
Section III.1(h) and (i) above shall be chosen by the
Independent Consultant. If only one rating is disclosed by
Defendant with respect to a particular Covered Company, it
cannot be a consensus rating.

. Notice of the availability of Independent Research on Covered
Companies’ Common Stock will also be included prominently
1n the periodic account statements of the Defendant’s customers
in the U.S., in the firm’s research reports, and on the firm’s
website.

The firm will make the Independent Research available to its
customers in the U.S. using, for each customer, the means of
dissemination equivalent to those it uses to provide the
customer with the firm’s own research reports, unless the firm
and customer agree on another means of dissemination;
provided, however, that nothing herein shall require or
authorize the firm to comply with the Notice Requirement or
make available or disseminate Independent Research at a time
when doing so would violate Section 5 of the Securities Act of
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1933 or the other provisions of the federal securities laws or the
rules and regulations thereunder. If and to the extent the firm is
able to make available or disseminate its own research reports
on the Common Stock of a Covered Company pursuant to Rule
137, Rule 138(a) or Rule 139(a) under the Securities Act of
1933 and in reliance on Regulation M under the Securities
Exchange Act of 1934, then the firm is also authorized and
required to make available or disseminate Independent
Research on the Common Stock of such Covered Company
(even if the Independent Research does not meet the
requirements of such Rule). Notwithstanding this Section
II1.1.1, if the firm determines, because of legal, compliance or
similar concerns, not to furnish or make available its own
research reports on the Common Stock of a Covered Company
for a limited period of time, it shall not be required to make
available the Independent Research on such Covered Company
for such period of time.

m. If, during the period that the firm’s obligations to procure and
make available Independent Research under this Section I are
effective, the firm terminates coverage of the Common Stock of
a Covered Company, the firm, through its Independent
Consultant, will make reasonable efforts to continue to procure
and make available Independent Research on the Common
Stock of such company for a period of at least 18 months after
termination of coverage (subject to expiration of the firm’s
obligations under this Section III).

n. The firm will not be responsible or liable for (i) the procurement
decisions of the Independent Consultant (as discussed in
Section III.2 [Appointment of Independent Consultant to
Oversee the Procurement of Independent Research] of this
Addendum) with respect to the Independent Research, (ii) the
Independent Research or its content, (i) customer transactions,
to the extent based on the Independent Research, or (iv) claims
arising from or in connection with the inclusion of Independent
Research ratings in the firm’s confirmations and periodic
account statements or on the Qualifying Websites(s), to the
extent such claims are based on those ratings. The firm will not
be required to supervise the production of the Independent
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Research procured by the Independent Consultant and will have
no responsibility to comment on the content of the Independent
Research. The firm may advise its customers of the foregoing
1n its discretion.

0. The Independent Consultant will not be liable for (1) its
procurement decisions, (i1} the Independent Research or its
content, (iil) customer transactions, to the extent based on the
Independent Research, or (iv) claims arising from or in
connection with the inclusion of Independent Research ratings
in the firm’s confirmations and periodic account statements or
on the Qualifying Websites(s), to the extent such claims are
based on those ratings, unless the Independent Consultant has
carried out such duties in bad faith or with willful misconduct.
The firm will indemnify the Independent Consultant for any
liability arising from the Independent Consultant’s good-faith
performance of its duties as such.

2. Appointment of Independent Consultant to QOversee the Procurement of
Independent Research. Within 30 days of the entry of the Final
Judgment, an Independent Consultant acceptable to the SEC Staff, the
NYSE, the NASD, the President of NASAA, the New York Attorney
General and the firm shall be named to oversee the procurement of
Independent Research from Independent Research Providers. The
Independent Consultant will have the final authority (following
consultation with the firm and in accordance with the criteria set forth in
Section II1.3 [Selection of Independent Research Providers] of this
Addendum) to procure the Independent Research. The Independent
Consultant will not have had any significant financial relationship with
the firm during the prior three years and may not have any financial
relationship with the firm for three years following his or her work as the
Independent Consuitant. The Independent Consultant’s fee arrangement
will be subject to the approval of the Staff of the SEC, the NYSE, the
NASD, the President of NASAA, and the New York Attorney General’s
Office. In the event that an Independent Consultant must be replaced, the
replacement shall be acceptable to the Staff of the SEC, the NYSE, the
NASD, the President of NASAA, the New York Attomey General’s
Office and the firm, and shall be subject to these same conditions.
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3. Selection of Independent Research Providers. The Independent
Consultant will seek to procure research reports on the Common Stock of
all Covered Companies from Independent Research Providers.
Independent Research Providers may not perform investment banking
business of any kind and may not provide brokerage services in direct
and significant competition with the firm. In addition, the Independent
Consultant will use the following criteria in selecting and contracting
with Independent Research Providers to provide Independent Research.

a. whether and to what extent the Independent Research Provider
or any of its affiliates or associated persons is engaged in
activities (including, but not limited to, activities involving
Covered Companies or their securities), or has a business or
other relationship with the firm or any of its affiliates or
associated persons, that may conflict or create the appearance of
conflict with its preparation and publication of the Independent
Research;

b. the desirability of multiple coverage of certain Covered
Companies (e.g., by size of company, industry sector,
companies underwritten by the firm, etc.);

c. the extent to which the Independent Research Provider has a
client base and revenue stream broad enough to ensure its
independence from the firm;

d. the utility of the Independent Research Provider’s Independent
Research to the firm’s customers, including the inclusion of
ratings and price targets in such research and the extent to
which the firm’s customers actually use the research; and with
respect to surveys or analyses described above in Section
I11.1.b(ii), the extent to which the Independent Research
provides customers with a means of comparing the firm’s
research reports to those published by other persons and
entities, including persons and entities having no association
with investment banking activities;

¢. the quality and accuracy of the Independent Research

Provider’s past research, including during the term of the
Independent Consultant’s tenure;
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f. the experience, expertise, reputation and qualifications
(including, as appropriate, registrations) of the Independent
Research Provider and its personnel; and

g. the cost of the Independent Research, especially in light of the
five-year period set forth in Section II1.1 above for the firm to
make Independent Research available to its investing
customers.

4. Disclosure Language. Language substantially to the effect set forth
below may be used by the firm and its registered representatives to
inform the firm’s customers of the availability of Independent Research:

a. {Disclosure to customers as required by Section III.1.c
[Obligation to Make Available subpart c] of this Addendum. }

“There is also independent, third-party research available on
this company, which you can get at no cost [from our
website/hyperlink] or by calling [toll-free number], or which I
can arrange to send to you if you would like.”

b. {General website and pertodic customer account statement
disclosure as required by Section III.1.k. [Obligation to Make
Available subpart k] of this Addendum.}

“Independent, third-party research on certain companies
covered by the firm’s research is available to customers of
[firm] in the United States at no cost. Customers can access
this research at [our website/hyperlink] or can call [toll-free
number] to request that a copy of this research be sent to them.”

5. Annual Reporting. The Independent Consultant will report annually to
the Staff of the SEC, the NYSE, the NASD, the President of NASAA,
and the New York Attorney General’s Office on its selection of
Independent Research Providers, the Independent Research it has
procured, the cost of the Independent Research it has procured to date,
and the Independent Consultant’s fees and expenses to date.
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,
- against -
BEAR, STEARNS & CO.INC,,

Defendant,

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,
- against -
J.P. MORGAN SECURITIES INC,,

Defendant,

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,
- against -
LEHMAN BROTHERS INC,,

Defendant.

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,

- against -

MERRILL LYNCH, PIERCE, FENNER & SMITH INC.,

Defendant.

[PROPOSED] ORDER

03 Civ. 2937 (WHP)

03 Civ. 2939 (WHP)

03 Civ. 2940 (WHP)

03 Civ. 2941 (WHP)



.................................... ——X
SECURITIES AND EXCHANGE COMMISSION, '
Plaintiff,
- against -
U.S. BANCORP PIPER JAFFRAY INC.,

Defendant.

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,
- against -
UBS SECURITIES LLC, f/k/a UBS WARBURG LLC,

Defendant.

______________________ —- —X
SECURITIES AND EXCHANGE COMMISSION, .
Plaintiff,
- against -
GOLDMAN, SACHS & CO.,
Defendant.

--- -X

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,
- against -

CITIGROUP GLOBAL MARKETS INC., f’k/a
SALOMON SMITH BARNEY,

Defendant.

03 Civ. 2942 (WHP)

03 Civ. 2943 (WHP)

03 Civ. 2944 (WHP)

03 Civ. 2945 (WHP)



e e e et e e X
SECURITIES AND EXCHANGE COMMISSION,

Plaintiff,
. 03 Civ. 2946 (WHP)
- against -

CREDIT SUISSE FIRST BOSTON LLC, f/k/a CREDIT
SUISSE FIRST BOSTON CORP.,

- Defendant.

- X
SECURITIES AND EXCHANGE COMMISSION,

Plaintiff,
. 03 Civ. 2948 (WHP)
- agamnst -

MORGAN STANLEY & CO. INC,,

Defendant.

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,

. 04 Civ. 6909 (WHP)

- against -

DEUTSCHE BANK SECURITIES INC.,

Defendant.

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,
. 04 Civ. 6910 (WHP)
- against -
THOMAS WEISEL PARTNERS LLC,
Defendant.

__________________________ X




WILLIAM H. PAULEY IlI, District Judge:
On October 31, 2003, this Court entered Final Judgments against the defendant
investment banks in all of the above-captioned matters excluding SEC v. Deutsche Bank

Securities Inc., 04 Civ. 6909 (WHP), and SEC v. Thomas Weisel Partners LLC, 04 Civ. 6910

(WHP). This Court entered Final Judgments against Deutsche Bank Securities Inc. and Thomas
Weisel Partners LLC on September 27, 2004.

By letter, dated September 7, 2004, the parties requested a modification of
Addendum A to the Final Judgments in all of the above-captioned matters (“Addendum A”),
which this Court granted on September 24, 2004,

By letter, dated August 3, 2009, the parties requested further modification of
Addendum A. Pursuant to the October 31, 2003 Orders and the September 27, 2004 Orders, this
Court revises Addendum A. The revised Addendum A is attached hereto.

The Clerk is directed to file copies of this Order in all of the related actions:

(1) SEC v. Bear, Steams & Co. Inc., 03 Civ. 2937 (WHP); (2) SEC v. J.P. Morgan Securities

Inc., 03 Civ. 2939 (WHP); (3) SEC v. Lehman Brothers Inc., 03 Civ. 2940 (WHP); (4) SEC v.
U.S. Bancorp Piper Jaffray Inc., 03 Civ. 2942 (WHP); (5) SEC v. UBS Securities LLC, 03 Civ.

2943 (WHP); (6) SEC v. Goldman, Sachs & Co., 03 Civ. 2944 (WHP); (7) SEC v. Citigroup

Global Markets Inc., 03 Civ. 2945 (WHP), (8) SEC v. Credit Suisse First Boston LLC, 03 Civ.

2946 (WHP); (9) SEC v. Morgan Stanley & Co. Inc., 03 Civ. 2948 (WHP); (10) SEC v. Merrill

Lynch, Pierce, Fenner & Smith Inc., 03 Civ. 2941 (WHP); (11) SEC v. Deutsche Bank Securities

Inc., 04 Civ. 6909 (WHP); and (12) SEC v. Thomas Weisel Partners LLC, 04 Civ. 6910 (WHP).




Dated: August _ , 2009
New York, New York

SO ORDERED:

WILLIAM H. PAULEY III
US.D.J.



Addendum A

Undertakings

The firm shall comply with the following undertakings:
I. Separation of Research and Investment Banking

1. Defimitions

a. As used throughout this Addendum, the term “firm” means the
Defendant, Defendant’s successors and assigns (which, for these
purposes, shall include a successor or assign to Defendant’s
investment banking and research operations), and their affiliates,
other than “exempt investment adviser affiliates.”

b. As used throughout this Addendum, the term "exempt investment
adviser affiliate” means an investment adviser affiliate (including,
for these purposes, a separately identifiable department or division

~ that is principally engaged in the provision of investment advice to
managed accounts as governed by the Investment Advisers Act of
1940 or investment companies under the Investment Company Act
of 1940) having no officers (or persons performing similar
functions) or employees in common with the firm (which, for
purposes of this Section 1.1.b, shall not include the investment
adviser affiliate) who can influence the activities of the firm's
Research personnel or the content of the firm's research reports;
provided that the firm (i) maintains and enforces written policies
and procedures reasonably designed to prevent the firm, any
controlling persons, officers (or persons performing similar
functions), or employees of the firm from influencing or seeking to
influence the activities of Research personnel of, or the content of
research reports prepared by, the investment adviser affiliate; (i1)
obtains an annual independent assessment of the operation of such
policies and procedures; and (iii) does not furnish to its customers
research reports prepared by the investment adviser affiliate or
otherwise use such investment adviser affiliate to do indirectly
what the firm may not do directly under this Addendum.



. As used throughout this Addendum, the term “Investment
Banking” means all firm personnel engaged principally in
investment banking activities, including the solicitation of issuers
and structuring of public offering and other investment banking
transactions. It also includes all firm personnel who are directly or
indirectly supervised by such persons and all personnei who
directly or indirectly supervise such persons, up to and including
Investment Banking management.

. As used throughout this Addendum, the term “Research” means all
firm personnel engaged principally in the preparation and/or
publication of research reports, including firm personnel who are
directly or indirectly supervised by such persons and those who
directly or indirectly supervise such persons, up to and including
Research management.

. As used throughout this Addendum, the term “research report”
means any written (including electronic) communication that is
furnished by the firm to investors in the U.S. and that includes an
analysis of the common stock, any security convertible into
common stock, or any derivative thereof, including American
Depositary Receipts (collectively, “Securities”), of an issuer or
issuers and provides information reasonably sufficient upon which
to base an investment decision; provided, however, that a “research
report” shall not include:

1. the following communications, if they do not include
(except as specified below) an analysis, recommendation or
rating (e.g., buy/sell/hold, under perform/market
perform/outperform, underweight/market
weight/overweight, etc.) of individual securities or issuers:

1. reports discussing broad-based indices, such as the
Russell 2000 or S&P 500 index;

2. reports commenting on economic, political or market
(including trading) conditions;



3. technical or quantitative analysis concerning the
demand and supply for a sector, index or industry
based on trading volume and price;

4. reports that recommend increasing or decreasing
holdings in particular industries or sectors or types of
securities; and

5. statistical summaries of multiple companies’ financial
data and broad-based summaries or listings of
recommendations or ratings contained in previously-
issued research reports, provided that such summaries
or listings do not include any analysis of individual
companies; and

ii. the following communications, even if they include
information reasonably sufficient upon which to base an
investment decision or a recommendation or rating of
individual securities or companies:

1. an analysis prepared for a current or prospective
investing customer or group of current or prospective
investing customers by a registered salesperson or
trader who is (or group of registered salespersons or
traders who are) not principally engaged in the
preparation or publication of research reports; and

2. periodic reports, solicitations or other
communications prepared for current or prospective
investment company shareholders (or similar
beneficial owners of trusts and limited partnerships)
or discretionary investment account clients, provided
that such communications discuss past performance or
the basis for previously made discretionary
investment decisions.

f. As used throughout this Addendum, the term “technical research
report” means any written (including electronic) communication
that 1s furnished by the firm to investors in the U.S. and that
includes an analysis of the Securities of an issuer or issuers, that is



based solely on prices and trading volume and not on the issuer's
financial information, business prospects, or contact with issuer
management, and that provides information reasonably sufficient
upon which to base an investment decision.

g. As used throughout this Addendum, the term “quantitative
research report” means any written (including electronic)
communication that is furnished by the firm to investors in the
U.S. and that includes an analysis of the Securities of an issuer or
issuers, that relies solely on the systematic application of statistical
or numerical techniques to publicly available data, that does not
include a qualitative assessment of an issuer's business prospects or
contact with issuer management, and that provides information
reasonably sufficient upon which to base an investment decision.

h. Asused throughout this Addendum, the term “Institutional
Customer” means an entity other than a natural person having at
least $10 million invested in securities in the aggregate in its
portfolio and/or under management.

1. As used throughout this Addendum the term “Small Institutional
Customer” means an entity other than a natural person having less
than $10 million and more than $1 million invested in securities in
the aggregate 1n its portfolio and/or under management.

2. [Legal/Compliance — Removed.]

3. Budget. For the firm’s first fiscal year following the entry of the Final
Judgment in the SEC’s action against Defendant (“Final Judgment™)
and thereafter, Research budget and allocation of Research expenses
will be determined by the firm’s senior management (e.g.,
CEO/Chairman/management committee, other than Investment Banking
personnel) without input from Investment Banking and without regard
to specific revenues or results derived from Investment Banking, though
revenues and results of the firm as a whole may be considered in
determining Research budget and allocation of Rescarch expenses.

4. Physical Separation. Research and Investment Banking will be
physically separated. Such physical separation will be reasonably




designed to prevent the intentional and unintentional flow of information
between Research and Investment Banking.

5. [Compensation — Removed.]

6. [Evaluations — Removed.]

7. Coverage. Investment Banking will have no input into company-specific
coverage decisions (i.e., whether or not to initiate or terminate coverage
of a particular company in research reports furnished by the firm), and
investment banking revenues or potential revenues will not be taken into
account in making company-specific coverage decisions; provided,
however, that this requirement does not apply to category-by-category
coverage decisions (e.g., a given industry sector, all issuers underwritten
by the firm, companies meeting a certain market cap threshold).

8. [Termination of Coverage — Removed.]

9. [Prohibition on Soliciting Investment Banking Business — Removed.]

10.Firewalls Between Research and Investment Banking. So as to reduce
further the potential for conflicts of interest or the appearance of conflicts
of interest, the firm must create and enforce firewalls between Research
and Investment Banking reasonably designed to prohibit all
communications between the two except as expressly described below:

a. Investment Banking personnel may seek, through Research
management (or an appropriate designee with comparable
management or control responsibilities (“Designee™)) or in the
presence of internal legal or compliance staff, the views of Research
personnel about the merits of a proposed transaction or a potential
candidate for a transaction. Research personnel may respond to such
inquiries on these subjects through Research management or its
Designee or in the presence of internal legal or compliance staff. In
addition, Investment Banking personnel may contact Research
personnel to learn more about a particular company, provided that
such communications are held in the presence of internal legal or
compliance staff and are consistent in nature with the types of
communications that an analyst might have with investing customers.
Research personnel and Investment Banking personnel may



communicate with each other, outside the presence of internal legal or
compliance staff, regarding market or industry trends, conditions or
developments, provided that such communications are consistent in
nature with the types of communications that an analyst might have
with investing customers. Any communications between Research
and Investment Banking personnel must not be made for the purpose
of having Research personnel identify specific potential investment
banking transactions.

. In response to a request by a commitment or similar committee or
subgroup thereof, Research personnel may communicate their views
about a proposed transaction or potential candidate for a transaction to
the committee or subgroup thereof in connection with the review of
such transaction or candidate by the committee. Investment Banking
personnel working on the proposed transaction may participate with
the Research personnel in these discussions with such committee or
subgroup. However, the Research personnel also must have an
opportunity to express their views to the committee or subgroup
outside the presence of such Investment Banking personnel.

. Research personnel may assist the firm in confirming the adequacy of
disclosure in offering or other disclosure documents for a transaction
based on the analysts’ communications with the company and other
third parties (including, e.g., suppliers, customers, accountants,
vendors, and regulatory authorities). However:

(1) If Investment Banking personnel are present or otherwise
participate in any such communications by Research
personnel with the company and other third parties, (1) such
joint communications must be for the due diligence purpose
of gathering or confirming information about the company
or otherwise related to the proposed transaction, (2} the joint
communications must either (a) take place after the receipt
by the firm of an investment banking mandate, or (b) in the
case of investment banking transactions other than initial
public offerings, be in connection either with a block bid, or
with a competitive secondary or follow-on offering or
similar transaction where the issuer or selling shareholder
has contacted the firm to request that the firm submit a
transaction proposal, {(3) in the case of subclause (c)(1)(2)(a)



above, such communications are held in the presence of
internal legal or compliance staff, or underwriters’ or other
counsel on the transaction who are knowledgeable regarding
Research and Investment Banking conflicts and the terms of
the Addendum, and (4) in the case of subclause (c)(1)(2)}(b)
above, the firm’s legal or compliance staff reasonably
believes that the firm will not have a meaningful opportunity
to conduct separate due diligence communications with the
relevant parties prior to the award of a mandate for the
transaction and such communications are held in the
presence of internal legal or compliance staff; and

(1) To the extent such communications are later communicated
by Research personnel to Investment Banking personnel,
such communication shall only be made in the presence of
internal legal or compliance staff, or underwriters’ or other
counsel on the transaction who are knowledgeable regarding
Research and Investment Banking conflicts and the terms of
the Addendum.

d. After the firm receives an investment banking mandate, or (in the case
of investment banking transactions other than initial public offerings)
in connection with (1) a block bid, or (2) a competitive secondary or
follow-on offering or similar transaction where the issuer or selling
shareholder has contacted the firm to request that the firm submit a
transaction proposal, Research personnel may:

(1) Communicate their views on the pricing and structuring of
the transaction to personnel in the firm’s equity capital
markets group, which group’s principal job responsibility is
the pricing and structuring of transactions;

11) Provide to personnel in the firm’s equity capital markets
. p . . - q p
group information obtained from investing customers
relevant to the pricing and structuring of the transaction;

(111) Participate with the equity capital markets group, or
independently, in efforts to educate the firm’s sales force
regarding the transaction, including assisting in the
preparation of internal-use memoranda (including



presentations in electronic format) and communicating with
the firm’s sales force, provided that Research personnel may
not appear jointly with management of the issuer or
Investment Banking personnel other than members of the
equity capital markets group in such communications with
the firm’s sales force, and provided that the following
conditions are satisfied:

1} Such oral communications by Research personnel with
the firm’s sales force personnel regarding the transaction
in which a recommendation or view, whether or not
labeled as such, is expressed by such Research personnel
regarding the transaction must have a reasonable basis;

2) Such oral communications to a group of ten or more of
the firm’s sales force must be “fair and balanced”, as
such phrase is generally understood under NASD Rule
2210(d)(1) and after taking into consideration the overall
context in which such communications are made
(hereinafter referred to as the “fair and balanced
standard”); and

3) All internal-use memoranda (or portions thereof)
regarding such transaction that are identified as being the
views of Research personnel (such memoranda or
portions thereof hereinafter referred to as “internal use
Research memoranda’) must comply with the fair and
balanced standard.

[4 through 6 Removed.]

e. Research personnel may attend or participate in a widely-attended
conference or other widely-attended event attended by Investment
Banking personnel or in which Investment Banking personnel participate,
provided that the Research personnel do not participate in activities
otherwise prohibited herein.

f. Research and Investment Banking personnel may attend or participate
in widely-attended firm or regional meetings at which matters of general
firm interest are discussed. Research management and Investment
Banking management may attend meetings or sit on firm management,
risk or similar committees at which general business and plans (including
those of Investment Banking and Research) and other matters of general



firm interest are discussed. Research and Investment Banking personnel
may communicate with each other with respect to legal or compliance
issues, provided that internal legal or compliance staff is present.

g. Communications between Research and Investment Banking
personnel that are not related to investment banking or research activities
may take place without restriction.

11.Additiona] Restrictions on Activities By Research and Investment
Banking Personnel.

[a and b Removed.]

a. After the firm receives an investment banking mandate relating to a
public offering of securitics, Research personnel may communicate with
investors regarding such offering provided that Research personnel may
not appear jointly with management of the issuer or Investment Banking
personnel in such communications, and provided that the following
conditions are satisfied: '

1) Such oral communications by Research personnel with investors
regarding the offering in which a recommendation or view,
whether or not labeled as such, is expressed by such Research
personnel regarding the offering must have a reasonable basis; and

2) Such oral communications to a group of ten or more investors
regarding such offering must comply with the fair and balanced
standard.

[3 through 5 Removed.]

12.Oversight. An oversight/monitoring committee or committees, which
will be comprised of representatives of Research management and may
include others (but not personnel from Investment Banking), will be
created to:

a. review (beforehand, where practicable) all changes in ratings, if any,
and material changes in price targets, if any, contained in the firm’s
research reports;



b. conduct periodic reviews of research reports to determine whether
changes in ratings or price targets, if any, should be considered; and

¢. monitor the overall quality and accuracy of the firm’s research
reports;

provided, however, that Sections 1.12.a and 1.12.b of this Addendum shall
not be required with respect to quantitative or technical research reports.

II. Disclosure/Transparency and Other Issues

1. Disclosures. In addition to other disclosures required by rule, the firm
must disclose prominently on the first page of any research report and
any summary or listing of recommendations or ratings contained in
previously-issued research reports, in type no smaller than the type used
for the text of the report or summary or listing, that:

a. “[Firm] does and seeks to do business with companies covered 1n
its research reports. As a result, investors should be aware that the
firm may have a conflict of interest that could affect the objectivity
of this report.”

b. With respect to Covered Companies as to which the firm is
required to make available Independent Research (as set forth in
Section III below): “Customers of [firm] in the United States can
receive independent, third-party research on the company or
companies covered in this report, at no cost to them, where such
research is available. Customers can access this independent
research at [website address/hyperlink] or can call [toll-free
number] to request a copy of this research.”

c. “Investors should consider this report as only a single factor in
making their investment decision.”

2. [Transparency of Analysts’ Performance — Removed.]

3. Applicability. Except as specified in the second and third sentences of
this Section I1.3, the restrictions and requirements set forth in Section I
[Separation of Research and Investment Banking] and Section II
[Disclosure/Transparency and Other Issues] of this Addendum will only
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apply in respect of a research report that is both (i) prepared by the firm,
and (11) that relates to either (A) a U.S. company, or (B) a non-U.S.
company for which a U.S. market is the principal equity trading market;
provided, however, that such restrictions and requirements do not apply
to Research activities relating to a non-U.S. company until the second
calendar quarter following the calendar quarter in which the U.S. market
became the principal equity trading market for such company.
Notwithstanding the foregoing, Section 1.7 [Coverage] of this Addendum
will also apply to any research report (other than the Independent
Research made available by the firm pursuant to Section III
[Independent, Third-Party Research] of this Addendum) that has been
Jurnished by the firm to investors in the U.S., but not prepared by the
firm, but only to the extent that the report relates to either (A) a U.S.
company, or (B) a non-U.S. company for which a U.S. market is the
principal equity trading market. Also notwithstanding the foregoing,
Section I1.1 [Disclosures] of this Addendum will also apply to any
research report (other than the Independent Research made available by
the firm pursuant to Section 111 of this Addendum) that has been
furnished by the firm to investors in the U.S., but not prepared by the
firm, including a report that relates to a non-U.S. company for which a
U.S. market is not the principal equity trading market, but only to the
extent that the report has been furnished under the firm’s name, has been
prepared for the exclusive or sole use of the firm or its customers, or has
been customized in any material respect for the firm or its customers.

a. For purposes of this Section I1.3, the firm will be deemed to have
furnished a research report to investors in the U.S. if the firm has
made the research report available to investors in the U.S. or has

arranged for someone else to make it available to investors in the
U.s.

b. For purposes of this Section I1.3, a “U.S. company” means any

company mcorporated in the U.S. or whose headquarters is in the
U.s.

c. For purposes of this Section I1.3, the calendar quarter in which a
non-U.S. company’s “principal equity trading market” becomes the
U.S. market 1s a quarter when more than 50% of worldwide trading
in the company’s common stock and equivalents (such as ordinary
shares or common stock or ordinary shares represented by American
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Depositary Receipts) takes place in the U.S. Trading volume shall
be measured by publicly reported share volume.

4. General.

a. The firm may not knowingly do indirectly that which it cannot do
directly under this Addendum.

b. The firm will adopt and implement policies and procedures
reasonably designed to ensure that its associated persons (including
but not limited to the firm’s Investment Banking personnel) cannot
and do not seek to influence the contents of a research report or the
activities of Research personnel for purposes of obtaining or
retaining investment banking business. The firm will adopt and
implement procedures instructing firm personnel to report
immediately to a member of the firm’s legal or compliance staff
any attempt to influence the contents of a research report or the
activities of Research personnel for such a purpose.

5. Timing. Unless otherwise specified, the restrictions and requirements of
this Addendum will be effective within 120 days of the entry of the Final
Judgment, except that Sections 1.5 [Compensation], [.6 [Evaluations], 1.7
[Coverage], 1.8 [Termination of Coverage], 1.9 [Prohibition on Soliciting
Investment Banking Business], [.11 [Additional Restrictions on
Activities by Research and Investment Banking Personnel], and I1.4.a
[General (subpart a)] and IL.7 [Superseding Rules and Amendments] of
this Addendum will be effective within 60 days of the entry of the Final
Judgment, and Sections 1I.1.b [Disclosures (subpart b)] and III
[Independent, Third-Party Research] of this Addendum will be effective
within 270 days of the entry of the Final Judgment.

6. Review of implementation.

a. The firm will retain, at its own expense, an Independent Monitor
acceptable to the Staff of the SEC, the NYSE, the NASD, the
President of NASAA, and the New York Attorney General’s Office to
conduct a review to provide reasonable assurance of the
implementation and effectiveness of the firm’s policies and
procedures designed to achieve compliance with the terms of this
Addendum. This review will begin 18 months after the date of the
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entry of the Final Judgment. The Independent Monitor will produce a
written report of its review, its findings as to the implementation and
effectiveness of the firm’s policies and procedures, and its
recommendations of other policies or procedures (or amendments to
existing policies or procedures) as are necessary and appropriate to
achieve compliance with the requirements and prohibitions of this
Addendum. The report will be produced to the firm and the Staff of
the SEC, the NYSE and the NASD within 30 days from the
completion of the review, but no later than 24 months from the date of
entry of the Final Judgment. (The SEC Staff shall make the report
available to the President of NASAA and the New York Attorney
General’s Office upon request.) The Independent Monitor shall have

the option to seek an extension of time by making a written request to
the Staff of the SEC.

. The firm will have a reasonable opportunity to comment on the
Independent Monitor’s review and proposed report prior to its
submission, including a reasonable opportunity to comment on any
and all recommendations, and to seek confidential treatment of such
information and recommendations set forth therein to the extent that
the report concerns proprietary commercial and financial information
of the firm. This report will be subject to the protections from
disclosure set forth in the rules of the SEC, including the protections
from disclosure set forth in 5 U.S.C. § 552(b)}(8) and 17 C.F.R. §
200.80(b)(8), and will not constitute a record, report, statement or data

~compilation of a public office or agency under Rule 803(8) of the
Federal Rules of Evidence. '

. The firm will adopt all recommendations contained in the written
report of the Independent Monitor; provided, however, that as to any
recommendation that the firm believes is unduly burdensome or
impractical, the firm may demonstrate why the recommended policy
or procedure is, under the circumstances, unreasonable, impractical
and/or not designed to yield benefits commensurate with its cost, or
the firm may suggest an alternative policy or procedure designed to
achieve the same objective, and submit such explanation and/or
alternative policy or procedure in writing to the Independent Monitor
and to the Staff of the SEC. The firm and the Independent Monitor
shall then attempt in good faith to reach agreement as to any policy or
procedure as to which there is any dispute and the Independent
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Monitor shall reasonably evaluate any alternative policy or procedure
proposed by the firm. If an agreement on any issue is not reached, the
firm will abide by the determinations of the Staff of the SEC (which
shall be made after allowing the firm and the Independent Monitor to
present arguments in support of their positions), and adopt those
recommendations the Staff of the SEC deems appropriate.

. The firm will cooperate fully with the Independent Monitor in this
review, including making such non-privileged information and
documents available, as the Independent Monitor may reasonably
request, and by permitting and requiring the firm’s employees and
agents to supply such non-privileged information and documents as
the Independent Monitor may reasonably request.

. To ensure the independence of the Independent Monitor, the firm (1)
shall not have the authority to terminate the Independent Monitor
without the prior written approval of the SEC staff; and (ii) shall
compensate the Independent Monitor, and persons engaged to assist
the Independent Monitor, for services rendered pursuant to this Order
at their reasonable and customary rates.

. For the period of engagement and for a period of three years from
completion of the engagement, the Independent Monitor shall not
enter into any employment, consultant, attorney-client, auditing or
other professional relationship with the firm, or any of its present or
former affiliates, directors, officers, employees, or agents acting in
their capacity as such. Any entity with which the Independent
Monitor 15 affiliated or of which he/she is a member, and any person
engaged to assist the Independent Monitor in performance of his/her
duties under this Order shall not, without prior written consent of the
Staff of the SEC, enter into any employment, consultant, attorney-
client, auditing or other professional relationship with the firm, or any
of its present or former affiliates, directors, officers, employees, or
agents acting in their capacity as such for the period of the
engagement and for a period of three years after the engagement.

. Five years after the date of the entry of the Final Judgment, the firm
shall certify to the Staff of the SEC, the NYSE, the NASD, the
President of NASAA, and the New York Attorney General’s Office,
that the firm has complied in all material respects with the
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requirements and prohibitions set forth in this Addendum or, in the
event of material non-compliance, will describe such material non-
compliance.

7. Superseding Rules and Amendments. In the event that the SEC adopts a

rule or approves an SRO rule or interpretation with the stated intent to
supersede any of the provisions of this settlement, the SEC or SRO rule
or interpretation will govern with respect to that provision of the
settlement and such provision will be superseded. In addition, each of
the SEC, NYSE, the NASD, the New York Attorney General’s Otfice
and any State that incorporates this Addendum (or equivalent document)
into its settlement of related proceedings against the Defendant agrees
that the SEC Staff may provide interpretive guidance with respect to the
terms of the settlement as requested by the firm and that, subject to Court
approval, the SEC and the firm may agree to amend or modify any term
of the settlement, in each case, without any further action or involvement
by any other regulator in any related proceeding. With respect to any
term in Section | or II of this Addendum that has not been superseded (as

set forth above) within five years of the entry of the Final Judgment, it is

the expectation of Defendant, the SEC, NYSE, NASD, New York
Attorney General’s Office and the States that the SEC would agree to an
amendment or modification of such term, subject to Court approval,
unless the SEC believes such amendment or modification would not be in
the public interest.

In addition, in the event of Court approval after the five-year period
referenced above of an amendment or modification that eliminates certain
but not all of the then remaining operative provisions of Sections I and II
of this Addendum A, then upon the earlier of (i) one year following such
Court approval, or (ii) the effective date of new research rules proposed
by FINRA in Regulatory Notice 08-55 (October 2008) if such rules
address the remaining provisions of the modified Addendum A, it is the
further expectation of the SEC, FINRA (which now comprises the former
NASD and the member regulation, enforcement, and arbitration functions
of the NYSE), the New York Attorney General’s Office, and the States
that the SEC would agree to a further amendment or modification of this
Addendum A, subject to Court approval, unless the SEC believes such
amendment or modification would not be in the public interest.
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8. Other Obligations and Requirements. Except as otherwise specified, the
requirements and prohibitions of this Addendum shall not relieve the firm
of any other applicable legal obligation or requirement.
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I11.

Independent, Third-Party Research

1.

Obligation to Make Available. Each year, for the period ending five
years after the effective date of this Section III (as set forth in Section
IL.5 [Timing] of this Addendum), the firm will be required to contract
with no fewer than three independent providers of research
(“Independent Research Providers™) at a time in order to procure and
make available Independent Research (as defined below) to the firm’s
customers in the U.S. as set forth below. The firm may satisfy this
requirement by contracting with a consolidator that provides access to
the Independent Research of at least three Independent Research
Providers. There is, however, no requirement that there be at least
three Independent Research Providers for the Common Stock of each
Covered Company (as those terms are defined below):

a. For common stock and equivalents (such as ordinary shares or
common stock or ordinary shares represented by American
Depositary Receipts) listed on a U.S. national securities
exchange or quoted in Nasdaq (such securities hereinafter,
collectively, “Common Stock™) and covered in the firm’s
research reports (other than those limited to quantitative or
technical research reports) (an issuer of such covered Common
Stock hereinafter called a “Covered Company™), the firm,
through an Independent Consultant (as discussed below) will
use its reasonable efforts to procure, and shall make available to
its customers in the U.S., Independent Research on such
Covered Company’s Common Stock. (If the Independent
Research Providers drop coverage or do not timely pick up
coverage of the Common Stock of a Covered Company, the
firm will not be in violation of any of the requirements in this
Section III, and may continue to disseminate its own research
reports on the Common Stock of the Covered Company without
making available any Independent Research on the Common
Stock of the Covered Company, if the firm takes reasonable
steps to request that the Independent Consultant procure such
coverage promptly.)

i. For purposes of this Section III, the firm’s research

reports include research reports that have not been
prepared by the firm, but only to the extent that such
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reports have been furnished under the firm’s name,
have been prepared for the exclusive or sole use of the
firm or its customers, or have been customized in any
material respect for the firm or its customers.

ii. A non-U.S. company for which a U.S. market is not the
principal equity trading market shall only be considered
a Covered Company if, in the calendar quarter ended
March 31, 2004, or in any subsequent calendar quarter
during the period that the firm’s obligations to procure
and make available Independent Research under this
Section III are effective, the publicly reported, average
daily dollar volume of U.S. trading in such company’s
Common Stock (measured by multiplying the publicly
reported, average daily share volume of U.S. trading
during the quarter by the closing price per share of the
Common Stock on the last day of the quarter), exceeded
$2.5 million, and (b) the outstanding total public float
of the Common Stock as of the last day of such
calendar quarter exceeded $150 million, or, if the data
necessary to calculate the outstanding total public float
is not readily available, the market capitalization of the
Common Stock as of the last day of such calendar
quarter exceéded $150 million. Further, the firm’s’
obligation to procure and make available Independent
Research with respect to such company shall become
effective at the later of: (a) 90 days after the end of the
calendar quarter in which the company met the -
foregoing trading and public float tests; or (b) the
effective date of this Section [II.

b. For purposes of this Section III, Independent Research means
(i) a research report (other than technical research reports)
prepared by an unaffiliated person or entity, or (ii) a statistical
or other survey or analysis of research reports (including ratings
and price targets) issued by a broad range of persons and
entities, including persons and entities having no association
with investment banking activities, which survey or analysis
has been prepared by an unaffiliated person or entity.
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c. The firm will adopt policies and procedures reasonably
designed to ensure that, in connection with any solicited order
for a customer in the U.S. relating to the Common Stock of a
Covered Company, and if Independent Research on the
Covered Company’s Common Stock is available, the registered
representative will have informed the customer, during the
solicitation, that the customer can receive Independent Research
on the Covered Company’s Common Stock at no cost to the
customer (the “Notice Requirement™).

d. Notwithstanding the foregoing, the Notice Requirement will not
apply to (i) the solicitation of an Institutional Customer unless
such Institutional Customer, after due notice and opportunity,
has advised the firm that it wishes to have the Notice
Requirement apply to it (“Participating Institutional
Customer”). Any Institutional Customer who has not so
advised the firm is hereinafter referred to as a “Non-
Participating Institutional Customer”; (i1) orders as to which
discretion was exercised by the firm, pursuant to a written
discretionary account agreement or written grant of trading
authorization; or (iii) a solicitation by an entity affiliated with
the Defendant if such entity does not furnish to its customers
research reports under the firm’s name, prepared by the firm or
for the exclusive or sole use of the firm or its customers, or
research reports that have been customized in any material
respect for the firm or its customers.

e. For the purposes of the notice, confirmation, and account
statement disclosure requirements with respect to orders as to
which discretion was exercised by an investment adviser
pursuant to a written discretionary account agreement or written
grant of trading authorization, the firm must treat the
mvestment adviser as (regardless of whether the investment
adviser is an institutional entity or a natural person): (i) a natural
person, if such adviser has $1 million dollars or less invested in
securities in the aggregate in its portfolio and/or under
management; (i1} a Small Institutional Customer if such
investment adviser has less than $10 million and more than $1
million invested in securities in the aggregate in its portfolio
and/or under management; and (1i1) an Institutional Customer if
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such investment adviser has at least $10 million invested in
securities 1n the aggregate in its portfolio and/or under
management. Notwithstanding the foregoing, nothing
precludes the firm from providing disclosure in addition to the
foregoing required minimum.

. With respect to a Participating Institutional Customer, the firm
may satisty the Notice Requirement by providing the
Participating Institutional Customer with, instead of notice at
the time of each solicited order, annual written notice of the
availability of Independent Research on Covered Companies’
Common Stock. '

. With respect to a Small Institutional Customer, the firm may
satisfy the Notice Requirement by providing the Small
Institutional Customer with, instead of notice at the time of
each solicited order, annual written notice of the availability of
Independent Research on Covered Companies’ Common Stock,
if such Small Institutional Customer advised the firm that it
wishes to receive such annual written notice instead of
receiving notice at the time of each solicited order.

. Each trade confirmation sent by the Defendant to a customer
with respect to an order as to which the Notice Requirement
applies will set forth (or will be accompanied by a separate
statement, which shall be considered part of the confirmation,
that will set forth), as of the time the trade confirmation is
generated, the ratings, if any, contained in the firm’s own
research reports and in Independent Research procured for the
firm with respect to the Common Stock of the Covered
Company that is the subject of the order (the “Trade
Confirmation Disclosure Requirement™).

Notwithstanding the foregoing, the Defendant may provide a
Small Institutional Customer with, instead of trade-by-trade
ratings information on each confirmation, annual written notice
of the website(s) where Independent Research ratings
information and the firm’s ratings information can be found, if
such Small Institutional Customer has advised the Defendant
that it wishes to receive such annual written notice instead of
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trade-by-trade ratings information on each confirmation. With
respect to the Common Stock of a Covered Company, the
website(s) shall make available separate lists setting forth (with
respect to each of the firm’s research reports and each
Independent Research report of each Independent Research
Provider) the date of each research report issued by the firm and
each IRP, respectively, the name of the issuer covered in such
report, and the rating contained therein (if any) over the
preceding twelve months (“Qualifying Website(s)”).

If customers of the firm (other than Institutional or Small
Institutional Customers) have access to the Qualifying
Website(s), the Qualifying Website(s) must also provide access,
via hyperlink, to the full text of each Independent Research
report (regarding the Common Stock of a Covered Company)
of each Independent Research Provider over the preceding
twelve months.

With respect to a Participating Institutional Customer, the
Defendant may satisfy the Trade Confirmation Disclosure
Requirement by providing the Participating Institutional
Customer with, instead of trade-by-trade ratings information on
each confirmation, annual written notice of the Qualifying
Website(s) where Independent Research ratings information
and the firm’s ratings information can be found.

Each periodic account statement sent by the Defendant to a
customer in the U.S. that reflects a position in the Common
Stock of a Covered Company will set forth (or will be
accompanied by a separate statement, which shall be considered
part of the periodic account statement, that will set forth), as of
the end of the period covered by the statement, the ratings, if
any, contained in the firm’s own research reports and in the
Independent Research made available by the firm on the
Common Stock of each such Covered Company (“Periodic
Account Statement Disclosure Requirement”); provided,
however, that this requirement will not apply to Non-
Participating Institutional Customers or discretionary accounts,
and provided further that, with respect to Participating
Institutional Customers, the Defendant may satisfy the Periodic
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Account Statement Disclosure Requirement by providing
Participating Institutional Customers with, instead of ratings
information in periodic account statements, annual written
notice of the Qualifying Website(s) where Independent
Research ratings information and the firm’s ratings information
can be found.

Notwithstanding the foregoing, the Defendant may satisfy the
Periodic Account Statement Disclosure Requirement by
providing a Small Institutional Customer with, instead of
ratings information in periodic account statements, annual
written notice of the Qualifying Website(s) where Independent
Research ratings information and the firm’s ratings information
can be found, if such Small Institutional Customer has advised
the Defendant that it wishes to receive such annual written
notice instead of ratings information in periodic account
statements.

The Independent Research rating(s) disclosed on trade
confirmations and periodic account statements as set forth in
Section II1.1(h) and (i) above shall be chosen by the
Independent Consultant. If only one rating is disclosed by
Defendant with respect to a particular Covered Company, it
cannot be a consensus rating.

. Notice of the availability of Independent Research on Covered
Companies’ Common Stock will also be included prominently
in the periodic account statements of the Defendant’s customers
mn the U.S., in the firm’s research reports, and on the firm’s
website. :

The firm will make the Independent Research available to its
customers in the U.S. using, for each customer, the means of
dissemination equivalent to those it uses to provide the
customer with the firm’s own research reports, unless the firm
and customer agree on another means of dissemination;
provided, however, that nothing herein shall require or
authorize the firm to comply with the Notice Requirement or
make available or disseminate Independent Research at a time
when doing so would violate Section 5 of the Securities Act of
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1933 or the other provisions of the federal securities laws or the
rules and regulations thereunder. If and to the extent the firm is
able to make available or disseminate its own research reports
on the Common Stock of a Covered Company pursuant to Rule
137, Rule 138(a) or Rule 139(a) under the Securities Act of
1933 and in reliance on Regulation M under the Securities
Exchange Act of 1934, then the firm is also authorized and
required to make available or disseminate Independent
Research on the Common Stock of such Covered Company
(even if the Independent Research does not meet the
requirements of such Rule). Notwithstanding this Section
III.1.1, 1if the firm determines, because of legal, compliance or
similar concerns, not to furnish or make available its own
research reports on the Common Stock of a Covered Company
for a limited period of time, it shall not be required to make
available the Independent Research on such Covered Company
for such period of time.

. I, during the period that the firm’s obligations to procure and
‘make available Independent Research under this Section III are

effective, the firm terminates coverage of the Common Stock of
a Covered Company, the firm, through its Independent
Consultant, will make reasonable efforts to continue to procure
and make available Independent Research on the Common
Stock of such company for a period of at least 18 months after
termination of coverage (subject to expiration of the firm’s
obligations under this Section III).

n. The firm will not be responsible or liable for (i) the procurement

decisions of the Independent Consultant (as discussed in
Section 111.2 [Appointment of Independent Consultant to
Oversee the Procurement of Independent Research] of this
Addendum) with respect to the Independent Research, (ii) the
Independent Research or its content, (iii) customer transactions,
to the extent based on the Independent Research, or (iv) claims
arising from or in connection with the inclusion of Independent
Research ratings in the firm’s confirmations and periodic
account statements or on the Qualifying Websites(s), to the
extent such claims are based on those ratings. The firm will not
be required to supervise the production of the Independent
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Research procured by the Independent Consultant and will have
no responsibility to comment on the content of the Independent
Research. The firm may advise its customers of the foregoing
in its discretion.

0. The Independent Consultant will not be liable for (1) its
procurement decisions, (ii) the Independent Research or its
content, (iii) customer transactions, to the extent based on the
Independent Research, or (iv) claims arising from or in
connection with the inclusion of Independent Research ratings
in the firm’s confirmations and periodic account statements or
on the Qualifying Websites(s), to the extent such claims are
based on those ratings, unless the Independent Consultant has
carried out such duties in bad faith or with willful misconduct.
The firm will indemnify the Independent Consultant for any
liability arising from the Independent Consultant’s good-faith
performance of its duties as such.

2. Appointment of Independent Consultant to Oversee the Procurement of
Independent Research. Within 30 days of the entry of the Final
Judgment, an Independent Consultant acceptable to the SEC Staff, the
NYSE, the NASD, the President of NASAA, the New York Attorney
General and the firm shall be named to oversee the procurement of
Independent Research from Independent Research Providers. The
Independent Consultant will have the final authority (following
consultation with the firm and in accordance with the criteria set forth in
Section III.3 [Selection of Independent Research Providers] of this
Addendum) to procure the Independent Research. The Independent
Consultant will not have had any significant financial relationship with
the firm during the prior three years and may not have any financial
relationship with the firm for three years following his or her work as the
Independent Consultant. The Independent Consultant’s fee arrangement
will be subject to the approval of the Staff of the SEC, the NYSE, the
NASD, the President of NASAA, and the New York Attorney General’s
Office. In the event that an Independent Consultant must be replaced, the
replacement shall be acceptable to the Staff of the SEC, the NYSE, the
NASD, the President of NASAA, the New York Attorney General’s
Office and the firm, and shall be subject to these same conditions.
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3. Selection of Independent Research Providers. The Independent

Consultant will seek to procure research reports on the Common Stock of
all Covered Companies from Independent Research Providers.
Independent Research Providers may not perform investment banking
business of any kind and may not provide brokerage services in direct
and significant competition with the firm. In addition, the Independent
Consultant will use the following criteria in selecting and contracting
with Independent Research Providers to provide Independent Research.

a.

whether and to what extent the Independent Research Provider
or any of its affiliates or associated persons is engaged in
activities (including, but not limited to, activities involving
Covered Companies or their securities), or has a business or
other relationship with the firm or any of its affiliates or
associated persons, that may conflict or create the appearance of
conflict with its preparation and publication of the Independent
Research;

the desirability of multiple coveragé of certain Covered
Companies (e.g., by size of company, industry sector,
companies underwritten by the firm, etc.);

the extent to which the Independent Research Provider has a
client base and revenue stream broad enough to ensure its
independence from the firm;

the utility of the Independent Research Provider’s Independent
Research to the firm’s customers, including the inclusion of
ratings and price targets in such research and the extent to
which the firm’s customners actually use the research; and with
respect to surveys or analyses described above in Section
I11.1.b(11), the extent to which the Independent Research
provides customers with a means of comparing the firm’s
research reports to those published by other persons and
entities, including persons and entities having no association
with investment banking activities;

the quality and accuracy of the Independent Research

Provider’s past research, including during the term of the
Independent Consultant’s tenure;
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f. the experience, expertise, reputation and qualifications
(including, as appropriate, registrations) of the Independent
Research Provider and its personnel; and

g. the cost of the Independent Research, especially in light of the
five-year period set forth in Section I11.1 above for the firm to
make Independent Research available to its investing
customers.

4. Disclosure Language. Language substantially to the effect set forth
below may be used by the firm and its registered representatives to
inform the firm’s customers of the availability of Independent Research:

a. {Disclosure to customers as required by Section IIL.1.c
[Obligation to Make Available subpart c] of this Addendum.}

“There is also independent, third-party research available on
this company, which you can get at no cost [from our
website/hyperlink] or by calling [toll-free number], or which I
can arrange to send to you if you would like.”

b. {General website and periodic customer account statement
disclosure as required by Section III.1.k. {Obligation to Make
Available subpart k] of this Addendum.}

“Independent, third-party research on certain companies
covered by the firm’s research is available to customers of
[firm] in the United States at no cost. Customers can access
this research at [our website/hyperlink] or can call [toll-free
number] to request that a copy of this research be sent to them.”

5. Annual Reporting. The Independent Consultant will report annually to
the Staff of the SEC, the NYSE, the NASD, the President of NASAA,
and the New York Attorney General’s Office on its selection of
Independent Research Providers, the Independent Research it has
procured, the cost of the Independent Research it has procured to date,
and the Independent Consultant’s fees and expenses to date.
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