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UNITED STATES D I S T R I C T  COURT 
SOUTHERN D I S T R I C T  OF NEW YORK 
_ _ _ _ _ _ I _ - - - - - - - _ c c  -x 

SECURITIES AND EXCHANGE COMMISSION, : ORDER 

P l a i n t i f f ,  

- aga ins t -  : 03  C i v .  2 9 3 7  (WHP) 

BEAR, STEARNS & CO.  INC., 

Defendant. 

SECURITIES AND EXCHANGE COMMISSION, : 

P f _ a i n t i € f ,  

-against- : 0 3  Civ. 2 9 3 8  (WHP) 

JACK BENJAMIN GRUBMAN, 

Defendant .  

SECURITXES AND EXCHANGE COMMISSION, : 

P l a i n t i f f ,  

- a g a i rr s t .- ; 03 C i v .  2 9 3 9  (WHP) 

J.P. MORGAN S E C U R I T I E S  I N C . ,  

De fendan t .  

SECURITIES A N D  EXCHANGE COMMISSION, : 

P l a i n t i f f ,  

- a g a i n s t -  : 0 3  C i v .  2 3 4 0  (WHP) 

LEHFAN BROTHERS I N C .  I 

Defendan t .  
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UNITED STATES DISTRICT COURT 
SOUTHERN D I S T R I C T  OF NEW YORK 
1 _ 1 _ - - - _ - - - - 1 4 - - _ -  -X 

S E C U R I T I E S  A N D  EXCHANGE COMMISSION, : 

P l a i n t i f f ,  

-against - : 0 3  Civ. 2 9 4 1  (WI-1P) 

MERRILL LYNCH, PIERCE, FENNER & 
SMITH INCORPORATED 

Defendant .  

-X 

SECURITIES  AND EXCHANGE COMMISSION, : 

Plaintiff, 

-against- : 03 C i v .  2 9 4 2  (WHP)  

U . S .  BANCORP PIPER JAFFRAY I N C . ,  

De fendan t .  

S E C U R I T I E S  AND EXCHANGE COMMISSION, : 

P l a i n t i f f ,  

- a g a i n s t -  : 0 3  C i v .  2943  (WHP) 

UBS WARBURG LLC, 

Defendant .  

-X 

SECURITIES AND EXCHANGE COMMISSION, : 

- _ _ - - - - - - - - - - - - - - _  

P l a i n t i f f ,  

-against - : 0 3  Civ, 2 9 4 4  (WHP)  

GOLDMAN, SACHS 6 C O . ,  

D e f e n d a n t  . 

-X - - _ _ - - - - - - - - - - - - - -  
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UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 

-X 

SECURITIES AND EXCHANGE COMMISSION, : 

_ _ _ I _ - - - - - - - - - - - - -  

P l a i n t i f f ,  

-against- 

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

Defendant .  

: 03 C i v .  2 9 4 5  (WHP) 

- -x 
SECURITIES A N D  EXCHANGE COMMISSION, : 

Plaintiff, 

-aga ins t  - 
CREDIT SUISSE F I R S T  BOSTON LLC, 
f/k/a CREDIT S U I S S E  FIRST BOSTON 
CORPORATION, 

Defendant. 

_ _ _ - _ - - - - - - - - -  

S E C U R I T I E S  AND EXCHANGE COMI! 

Plaintiff, 

- a g a i n s t -  

H E N R Y  McELVEY BLODGET, 

Defendant, 

: 0 3  Civ. 2 9 4 6  ( W H P )  

- -x 
ISSION, : 

: 0 3  Civ. 2 9 4 7  (WHP)  

3 



06/02/.03 15:42 FAX 2128056390 HON WILLIAM H PAULEY 111 

UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 

-x - _ - _ - - _ - - - - - - - - - - _  

SECURITIES AND EXCHANGE COMMISSION, : 

Plaintiff, 

- a g a i n s t -  . : 0 3  Civ. 2 9 4 8  (WHP) 

MORGAN STANLEY & CO.  INCORPORATED, 

De 5 e n d a n t .  

-X 

WILLIAM H. PAULEY 111, District  Judge:  

_ _ _ - _ - - - - - - - - - - - - -  

O n  A p r i l  28, 2 0 0 3 ,  the S e c u r i t i e s  and Exchange 

Commission ("SEC") f i l e d  c i v i l  a c t i o n s  to redress violations of 

t h e  Securities Act of 1933 and rules of NASD, Inc. and the New 

Y o r k  S t o c k  Exchange,  Inc. a g a i n s t  ten sepa ra t e  investment b a n k s :  

Rear  S t e a r n s  and C o .  I n c . ;  C i t i g r o u p  Global M a r k e t s  I n c . ,  f/k/a 

Salomon Smith B a r n e y  Inc.; C r e d i t  Suisse F i r s t  Boston LLC f / k / a  

C r e d i t  Suisse F i r s t  B o s t o n  Corpora t ion ;  Goldman, Sachs and Co. ;  

J . P .  Morgan Securities I n c . ;  Lehman Brothers Inc.; Merr i l l  Lynch 

Pierce Fenner  & Smith, Incorporated; Morgan Stanley & C o .  

Incorporated; UBS Warburg LLC; a n d  U.S. Bancorp P iper  J a f f r a y ,  

Inc. T h e  S E C  alleged that the investment banking  g roups  at these 

banks  exer ted inappropriate influence over research a n a l y s t s  t h a t  

compromised t h e i r  o b j e c t i v i t y  and spawned conflicts of i n t e r e s t .  

Simultaneously, t h e  SEC filed c i v i l  a c t i o n s  against t w o  former 

research a n a . l y s t s :  J ack  Benjamin Grubman,  f o r m e r l y  employed by 
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Citigroup G l o b a l  M a r k e t s  Inc.; a n d  Henry McElvey Blodget, 

formerly employed by Merri l l  Lynch Pierce Fenner & Smi th ,  Inc. 

This Cour t  has conducted a pseliminary review of the 

proposed f i n a l  judgments (collectively, the "consent judgments"). 

I n i t i a l l y ,  an administrative concern  s u r f a c e d  r e g a r d i n g  the 

consent judgments' provision requiring payment to the C o u r t  

R e g i s t r y  Investment System ( " C R I S t t )  and the creation of a C R I S  

Distribution Fund Account and a CRIS Tnvestor Education Fund 

Account  for each investment bank and d e f e n d a n t  E3lodget.l More 

s p e c i f i c a l l y ,  the consent judgments p r o h i b i t  the investment banks 

from d e r i v i n g  any  direct or i n d i r e c t  b e n e f i t  from the f u n d s  

d e p o s i t e d  in the CRIS accounts, I n  this regard, the consent 

judgments themselves c rea t e  a potential c o n f l i c t  of interest 

since an  a f f i l i a t e  of de€endant  J . P .  Morgan Securities I n c .  

manages CRIS a c c o u n t s  for the U n i t e d  S t a t e s  Courts and derives 

c e r t a i n  fees  f o r  those activities. Accordingly, this Cour t  

contacted o f f i c i a l s  at the Federal Reserve B a n k  o€ New York 

("FRB-NYtf)  to explore the possibility of establishing accounts a s  

an alternative to the CRIS system to f a c i l i t a t e  implementation of 

the settlements. T h i s  C o u r t  suggests the establishment of 

accounts at the FRB-NY pursuant to S 15 of the Federa l  Reserve 

Act in p l a c e  of t h e ' C R I S  accoun t s  contemplated by the consent 

Defendant  Grubman's payments are to be deposited i n  r h e  i 

C R I S  Distribution Fund Account for the Citigroup Global M a r k e t s  
action. 
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judgments . 
F u r t h e r ,  the consent judgments authorize the C l e r k  "to 

deduct from the income earned on the money in the Distribution 

Fund [ and  the Investor E d u c a t i o n  Fund] a f e e  equal to ten (10) 

percent of the income earned" on said f u n d s .  While t h i s  i s  the 

statutory charge for the Clerk's services, rigid economy of 

administration would be appropriate considering the t o t a l  sum to 

be tendered and o t h e r  relevant factors. T h i s  Court suggests t h a t  

the SEC petition the Director  of the Administrative O f f i c e  of the 

United S t a t e s  Courts under  2 8  U . S . C .  5; 1914 to aggregate t h e  

d e p o s i t s  f o r  purposes of calculating the s t a t u t o r y  commissions. 

If a u t h o r i z e d  by the Director, aggregation would reduce the 

statutory commission and inc rease  the funds available for 

distribution to victims o f  the s e c u r i t i e s  f r a u d  and f o r  education 

of the i n v e s t i n g  public. Efforts to maximize t h e  recovery f o r  

investors hazmonize w i t h  t h e  Congressional mandate of the 

Sarbanes-Oxley Act of  2 0 0 2 ,  P u b .  L .  107-204. 

Moreover, the Distribution Fund Administrator and 

Investor E d u c a t i o n  Fund Administrator i ndemni f i . ca t ion  pEovisions 

of the consent judgments seem too broad- Specifically, the 

c o n s e n t  judgments pIovi.de that: 

The Distribution Fund Administrator [and the 
Investor Educa t ion  Fund Administrator], his 
a g e n t s ,  a t t o r n e y s ,  and all p e r s o n s  a c t i n g  on 
h i s  behalf, shall be held harmless against 
all liabilities, claims and demands, whethei 
civil, criminal, administrative or 
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investigative arising from or relating to any  
act of omission to ac t  in t h e  c o u r s e  of 
performing his duties . . . . 

While t h i s  C o u r t  appreciates the need to indemnify the 

"Administrators", it declines ta approve any decree indemnifying 

or hol .d ing  harmless a n y  Administrator, a g e n t ,  a t t o r n e y  o r  other 

person acting on h i s  behalf, from criminal liability. 

T u r n i n g  to t h e  substance of  t h e  consent judgments, 

f u r t h e r  e x p l i c a t i o n  is required.  The parties are t h e r e f o r e  

d i r ec t ed  to respond to t h e  Court by June 16, 2003,  addressing t h e  

Eollowing i s s u e s :  

1. T h e  consen t  judgments are labeled "final", y e t  t h e  
p l ans  t o  weturn  maneys to investors, educate the 
investing public and fund  independent  research are 
seemingly i n c h o a t e .  The c o n s e n t  judgments speak  
i n  abstractions and de fe r  the formulation of 
specifics to unnamed l fAdrn in i s t . r a to r s ' l  or, in the 
case of independent  research, to unnamed ' 

"Independent  Consultants". 

2 .  

3 .  

The consent judgments contemplate future, but not 
necessarily assured, acceptance by the f i f t y  
states, the Distr ic t  of Columbia and P u e r t o  R i c o .  
I f  one or more S t a t e s  r e j ec t  the " S t a t e  Settlement 
O f f e r "  or challenge one or more of the consen t  
judgments, what f o l l o w s  therefrom? Is there a n y  
time frame f o r  acceptance by t h e  s t a t e s  of t h e  
"state Settlement Off'";''? 

Wha are the intended beneficiaries of the 
D i s t r i b u t i o n  Fund? Fire there ca tegor ies  of 
i n j u r e d  investors excluded by t h e  consent 
judgments from claims a g a i n s t  t h e  Distribution 
Fund (for example, shareholders in mutual f u n d s ,  
investors i n  derivatives or purchasers of e q u i t y  
securities who r e l i e d  on canflicted research b u t  
d i d  n o t  p u r c h a s e  the s e c u r i t i e s  thEough any of t h e  
defendant i nves tmen t  b a n k s ) ?  If so, what  are t h e  
r e a s o n s  for such e x c l u s i o n s ?  
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4 .  The consent judgments r equ iEe  the "Federal 
Payments" to be designated as a p e n a l t y  and 
disgorgement i n  equal proportions. W i l l  t h a t  
a l l o c a t i o n  be a f fec t ed  by the s t a t e s '  acceptance 
of the "State Settlement Offer"? What are the t a x  
ramifications of this aErangernent? 

T h i s  Court may r a i se  additional matters as its review continues. 

The C l e r k  is di rec ted  to f i l e  copies of t h i s  Ordez in 

a l l  of  the related a c t i o n s  bearing the following docket numbers: 

0 3  C i v -  2937, 0 3  C i v .  2938,  0 3  Civ. 2939, 0 3  Civ. 2940, 0 3  Civ. 

2941, 0 3  C i v ,  2942,  0 3  Civ.  2943,  0 3  C i v .  2944,  0 3  C i v .  2945, 0 3  

Civ. 2946, 0 3  Civ. 2947 and 0 3  Civ. 2 9 4 8 .  

Dated: June 2 , 2 0 0 3  
New Y o r k ,  N e w  York 

SO ORDERED: 

!k I ww /q 
WILLTAM H. PhULEY 111 

u .  s.  D. J. 
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Copies m a i l e d  to: 

James A. Meyers, Esq. 
United States Securities 
and Exchange Commission 
4 5 0  F i f t h  S t r e e t ,  N . W .  
Washington, D . C .  20549-0911  

Dennis J. Block, ESq. 
Cadwalader, Wickersham & T a f t  LLP 
100 Maiden Lane 
New York, New Y o r k  10038 
Attorney f o r  Defendan t  B e a r ,  S t e a r n s  

Lee Richards, E s q .  
Richards  Spears Kibbe & Orbe 
One World F i n a n c i a l  Center 
New York, N e w  York 10281 
Attorney f o r  D e f e n d a n t  Jack Grubman 

Mark G .  Cunha, E s q .  
Simpson T h a c h e r  & B a r t l e t t  
425 Lexington  Avenue 
New York, New Y o r k  10017 
Attorney f o r  Defendant  J. P .  Morgan Chase 

Mark F. Pomerantz, E s q .  
P a u l ,  Weiss, Rifkind, Wharton & Garrison LLP 
1285 Avenue of the Americas 
New York, N e w  York 10019 
Attorney fox Defendant  Lehman Brothers 

Audrey S t r a u s s ,  E s q .  
Fried F r a n k  Harris S h i v e r  & Jacobson 
O n e  New York  P l a z a  
N e w  Y o r k ,  New York 1 0 0 0 4  
Attorney f o r  Defendant  Merxill Lynch 

Dean M. J e s k e ,  Esq. 
F o l e y  & Lardner 
330  N o r t h  Wabash Avenue, S u i t e  3300  
Chicago, IL 60611-3608 
Attorney f o r  De fendan t  US Bancoxp 

Mitchell A. Lowen thaL ,  E s q .  
C l e a r y ,  Gottlieb, Steen & Hamilton 
One L i - b e r t y  P l a z a  
New York, N e w  Y o r k  1 0 0 0 6  
Attoxney f o r  D e f e n d a n t  UBS Warburg  
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David B r a f f ,  E s q .  
Sullivan & Cromwell LLP 
1 2 5  Broad Street 
New York, N e w  York 10004 
Attorney f O K  Defendant G o l d m a n ,  S a c h s  

Robert B .  McCaw, Esq. 
Wilmer, Cutler & P i c k e r i n g  
3 9 9  Park Avenue  
New York, New York 10022 
Attorney f o r  D e f e n d a n t  C i t i g r o u p  

C a r e y  R .  Dunne, E s q .  
Davis, Polk & Wardwell 
450 Lex ing ton  Avenue 
New Y o r k ,  New York 10017 
A t t o r n e y  f o r  Defendant  C r e d i t  S u i s s e  

Samuel J. Winer, E s q .  
Fo ley  & Lardnex 
3 0 0  K St ree t ,  N.W., S u i t e  5 0 0  
Washington, D.C.  20007-5143 
Attorney f o r  D e f e n d a n t  Henry Blodget 

James P. Cusick, E s q .  
Morgan S t a n l e y  & C o .  Inc .  
1221 Avenue of t h e  Americas 
N e w  York, New York 1 0 0 2 0  
Attorney f o r  Defendant  Morgan Stanley  
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