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Honorable William H. Pauley |l

Daniel Patrick Moynihan

United States Courthouse

500 Pearl Street, Room 2210 (Courtroom 11D)
New York, NY 10007

VIA FACSIMILE without Enclosures

VIA OVERNIGHT MAIL with Enclosures for Electronic Docketing
Re: Reseérch Analyst Conflict of Interest Cases, Nos. 03 Civ. 2937 et al.
Dear Judge Pauley,

We just learned of your May 29 order through our regular review of the docket as we are
not on the service list and were not provided a copy. Our prior request is noted as a
bullet point on page 6 of the Report attached to your Order. We had planned on sending
you an update on the work of our clinics. The need, both for our services and for
funding, we set forth in our prior submissions (copies attached for the Court's
convenience as exhibit B), still exists. As to the interest payments and the small claims
paymenis we note that anytime investors can be made whole it is a good thing. That is
precisety what our clinics strive for.

In reviewing the report we note that there will still be $65 million available for distribution.
The various investor protection clinics only seek a portion of those funds. As we noted
previously, FINRA Educational Foundation guidelines do not allow for any of the
Foundation monies (or the monies this Court has previously awarded the Foundation) to
be used to fund ongoing clinical activities. While FINRA is thinking about changing the
guidelines to allow for the startup funding of new clinics in underserved areas, those
changed specify that existing clinics will not be able to obtain support. [f this Court is
willing to consider using some of the remaining settlement funds to support our clinics
we will quickly prepare for the Court a detailed proposal as to proposed amount and
guidelines as well as any other factors the Court wishes. We would be happy to work
with Professor McGovern to prepare such a report.

| also attached recent articles concerning some of the clinics (attached as Exhibit A). As
to our own clinic, we are busier than ever. As Northwestern takes cases from around
the country | can assure the Court that the plight of the small investor continues
unabated. Each of our clinics has experienced situations like those described in the
attached articles. Our clinics are about the only place small investors, primarily the
elderly, can go for redress. As one client recently wrote the clinic at Fordham:

Northwestern University School of Law
[nvestor Protection Center

357 East Chicago Avenue

Chieago, Ilinois 60611-306%9

312.503.0210; fax 312.503.8977

Bluhm Legal Clinic: 312.503.68576
Investor-Protection@law.northwestern.edu

www. law.northwestern.edu
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I offer my sincerest gratitude to Fordham Law School for offering the Fordham
Law Clinic. This service offers hope to those that are unable to afford the
substantial cost of legal representation. If it weren't for this service | couldn't
afford to dream of any form of civil justice for myself. The professionalism and
carefui attention that | receive from the studenis and professors is second to
none. | won my judgment so that says a lot about their work. | have been
awarded more than | could have ever imagined due to their hard work. | highly
recommend this resource to anyone in need of help.

Best,

Paul

| also thought | would share with you a portion of one of my graduating student's
journals. [t describes in a nutshell the benefits our clinics provide:

Self-Evaluation

Working at the clinic this year has been such a rewarding experience. | was
unsure of what the experience would be like when | signed up at the beginning of
the year, but | think this semester proved how much you can iearn (not only
about law and the arbitration process, but also about yourself) in such a short
period of time. | learned a lot about securities law, the arbitration process, and
how FINRA operates, which will certainly help me in my career since | intend to
work in securities law. | also learned how to hone my client skills and manage
difficult, needy clients effectively.

It is amazing for me to think that in one year, | was able to successfully negotiate
and arbitrate for three clients and claim victories on their behalf. Those are real
wins for real clienis-it's something | will never forget because it's the first time |
was able to put my lawyering skills into action and come out on top. It is truly
remarkable knowing that | was able to help people wha would otherwise have
been without any hope of recovery for their losses. The clinic provides such an

amazing opportunity for students to hone their lega! skills and gain real-life

expertience while stilt in law school.

Aside from legal skills, the advancement of my- client skitls was aiso a benefit of
the clinic experience. Even after working in a client-service field for five years
before law school, it is still difficult to deal with clients who are needy or unruly.
Unlike my previous work experience, lawyers have a stringent billing system and
for this reason, allowing a client to take up too much of your time is
unacceptable. It was difficult at first learning the best ways o control these types
of clients, but | found that once | established a routine schedule to communicate
with them, all of our lives became a lot easier. | was able to get more work done
and they still felt like they were in the [oop on the progress of their cases. Such a
learning experience is invaluable since it can be too late to learn this while billing
actual hours at a law firm.

Overall, the clinic experience has given me a lot more self-confidence in my
capabilities as a future lawyer, I've learmned that | have the compassion and
diligence to handle difficult situations, to think creatively about client complaints,
and to overcome obstacles to generate a positive end result. | didn't realize how
valuable such practical experience could be-how "hands on" learning could prove
to be as important as (if not more important than) case books.
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I'm so glad 1 decided to be part of the clinic community during my time at law

school. It was just the thing | needed to open my eyes to the reaiities of the iegal
practice before graduating and entering the workforce.

We hope you will consider giving favorable consideration to our request.

cc: All counsel of Record

Very Truly Yours,

J. Samuel Tenenbaum

On behalf of the Securities
Investor Protection Clinics










Law.com - FINRA Faces Blitz of Claims

Juest

Page 1 of 3

Law.com Home Newswire Lawlobs CLE Center
LAW.CK
dse

Dl lexy »

FIMNRA Faces Blitz of Claims

Arbitration cases jump due to unrest

Marcia Coyle
The National Law Journal
March 30, 200%
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Accused of lax oversight in the wake of recent financial frauds, FINRA, the
targest nongovernmential regulator of securities firms, is now facing an
explosion of arbitration claims stemming from troubles in the capital
markets.

Moving some of those claims into the FINRA arbitration process are about
a dozen law school securities arbitration clinics across the country, which,
say their directors, are fielding numeraus requests for heip, often from
elderly investors,

"It's really gone crazy in the last month,"” said Professor Curtls Pew,
director of the clinic at Hofstra University School of Law. "We literally are
getting a call a day, and from all over the country. Our funding limits us to
people who are linked to our area. at the time the claim arose or who are
here presently. I just wish T had more money.”

FINRA -- the Financial Industry Regulatory Authority -- oversees nearly
5,000 brokerage firms, 173,000 branch offices and 659,000 registered
securities representatives. It describes its chief role as protecting investors
by malntaining the fairness of the U.S. capital markets.

The agency recently reported that the number of new arbitration claims
fited in January and February was 20 percent more than the number filed
inn the same period in 2008: 1,065 through February 2009, as compared to
561 through February 2008.

"We don't have official projections for 2009, but if the frend continues,
we're probably looking at a high that will match what we saw in '03 and
'04," said FINRA spckesman Brendan Intindola.

Arbitration cases filed in 2003 and 2004 -- the largest number in 14 years
-- almost reached the 9,000 mark and were driven by the bursting of the
dot-com bubble and the subsequent decline in the equity markets. In
2007, slightly more than 3,000 cases were filed, and in 2008, nearly
5,000.

Lawyers who represent customers and industry members generally belteve
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that FINRA will be able to manage the dramatic increase in its arbitration
workload, but they are divided on whether its arbifration panels -- charged
with industry bias in the past -- now provide a level playing field to those
using the process.

"The general perception is it is very tilted,” said one practitioner who
asked for anonymity. "Even if enly one-third of the panel is from industry,
that's the person with alleged expertise and who has disproportionate
sway on the panels.”

FINRA has taken small steps fo begin to ensure falrness, sald other
practitioners, but, one added, "It's moving in the right direction, but it's
not there yet."

MARKET TURMOIL
Individual and institutional customers can require a FINRA member to

arbitrate disputes. Practitioners explain that most securities broker/dealers
wilf refuse to do business with customers who do not agree to arbitrate
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disputes. Dispuies between FINRA members may also he submitted to arbitration.

K&L Gates partners Clare Tanner and Paul Donahue recently noted the high stakes that are present in some FINRA arbitrations as well
as the speedy resolutions. A FINRA panel earlier this year ordered Credit Suisse Securities USA LLC, a brokerage unit of the Swiss

bank, to pay $400 million to its customer STMicroelectronics N.V., a European semiconductor maker,

Neg sreBiratiog cases
Fifef woledy the Finaaeigd
Failipsiry Fagricdoloris
Anfliewing in dnnesoory aid

Fohewary, SO07-20800,

120E -

£y

RN -~
o !ﬂﬂ%ﬁ*ﬁ&ﬁé:'
B804 - Caos
3331

480

a0 -

Sregie FIAEA

The entire arbitration process, including 28 hearing sessions, took just under a year. "Any court proceeding would undoubtedly have
taken far [onger,” they wrote int a firm analysis. "Nonstheless, STMicroelectronics, according to the award, incurred more than $4

million in legal fees during that time.”

The agency’s arbitration rules generally require a three-person panel to arbitrate customer disputes -- one industry member and twoe
"public® or independent members. But a new FINRA rule raises to $100,000 from $50,000 the size of claims that can be decided by

single arbitrators.

FINRA's Intindola echoed the experiences of practitioners as to what is driving the dramatic increase in claims -- market turmoit,
aspecially as it relates to the subprime mortgage crisis -- and as to what types of securities are most involved: derivative securities

and auction-rate securities, particularly the latter,

Auction-rate securities basically are long-term bonds or preferred shares whose interest rates are set at weekly or monthly auctions
run by broker-dealers. Many investors holding auction-rate securities suffered when outside bidders disappeared and investment

banks that ran the auctions refused to buy the securities.

handAwww law.com/isn/article.isp?id=1202429509831
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"To me, the primary reason for the dramatic increase in claims is the stock market,” said Professor Jili Gross, director of the Investor
Rights Clinic at Pace Law School. “If you chart cut the pérformance of the Dow and flip the chart on its other side, it almost exactly
tracks the arbitration docket at FINRA."

The most prevalent complaints by customers, according to FINRA and practitioners, involve misrepresentation by broker-dealers,
unsuitability of the products baing sold for a client's age or financial condition, omission of facts and breach of fiduciary duty.

“Thare are also new products out there, and it takes a whiie until people catch on that they are not what they claim to be,” said
Gross.

"t may be a particular fund or annuity or CMOs and CDOs -- we're seeing a lot of those claims.”

CDOs -- collateralized debt obligations -- are packages of securities backed by bonds, mortgages and other loans. CMOs are
collateralized mortgage obligations, B

"We're seeing a lot of bread-and-butter suitabllity cases and a lot of cases which I've seen only periodically over the last few years,”
Gross added.

|1 |

"For exampie, the client was elderly and banked with the iocal bank for years. They go to the bank to renew a CD or savings bond
and suddenly they're directed to a mutual fund which they know nothing about. There has been this blurring of functions -- banks are
also broker-dealers and in the same branch, you will have a CD desk and a broker desk. Elderly, unsophisticated investors don't
understand the fundamental difference between a savings preduct and an investment product.”
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- Small Investors Get Hel
Clinics |

As investors endured another market meltdown last week, 14 law school clinics devoted to helping small investors with claims against thefr brokers are
tracing for an expected onslaught of daims from small investors with big problems.

The schools have married the needs of smail investors, whosa Josses are not big enough to make It feasibie to hire lawyers, and law students, who gain
experience in research, argument and legal writing on real cases that may range from $3,000 to $25,000 in losses.

NEW YORK ROOTS
The bulk of the dlinics begaﬁ in New York with funding from former Attorney General Elict Spitzer, generated from fines levied against Walt Streat

axacutives, according to Gary Pieples, director of the Consurmer Law Clinic ab Syracuse University Coliege of Law. Others have popped up in California,
Illinois and Pennsylvania. :

At Fordham University School of Law in New. York, students at the Securities Arbitration Clinic, founded in 1998, have seen an uptick in casas among smail
investors who bought auction-rate securities on the promise that they were liquid and not very risky, according to Paul Radvany, director of the dinic.

Fordham's closer proximity to Wall Street may put it out front with claims, Law schoo! clinics at the University of San Francisco in California; Cornell
University in Ithaca, N.Y.; and Duguesne University in Pittsburgh have not seen big jumps vet, but are expecting calls to start coming in faster by the end of
the year,

"Our clients are generally seniors or disabled,” accarding to Robert Talbot, head of the University of San Frandisco School of Law's Investor Justice Project.
Generally, claims arise from brokers who make unsuitable investments because the risk is too great for the age or assets of the customers, he said. The
dlinic, founded in 2001 by Talbot, had 33 new cases waiting for his six [aw students at the start of the school year, he said.

Cornelt Law School's Securities Law Clinic began in January with a mix of second- and third-year students, It pravides a mix of heip for small Investors,
public education programs and public commentary on rule-change propesals by the U.S. Sacurities and Exchange Commission and the Financial Industry
Regulatory Authority (FINRA). "We have filed a dozen comment ietters on rule proposals, including FINRA arbitration-rule propesals,” said William Jacobson,
diractor of the diinic. “We've been very, very busy in just the two semesters of operation.”

Alice Stewart, diinic diractor at Duguesna University School of Law, said she expecis (o sea calls for help begin to pick up in January and February for the
small investors her eight students represant in arbitrations before FINRA,

"We've seen churning, guite a bit of misrepresentation and unauthorized transactions and a number of unsuitability claims," she said. Stewart expects to see
2 rise in unsuitability claims, which refers to investments that are unsuitable for the custerner aither because of their age, resources or risk tolerance.

ne: fwehmail chihak som/exchange/stenenbaum/Inbox/Emailing:%20Law.com¥%20-%20...  6/4/2009
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Law students help small investors

BY PHYLUS FURMAR
DALY NEWS BUSINESS WRITER

sty 45th 2008, 4:00 AM

Even though she believed she had
been wronged by her stock broker,
retired schoal teacher Arline Jacoby
naver considared caliing a lawyer.

“| find lawyers are very costiy,” said
Jacoby, wha lives on Roosevell
Islzand and retired 20 yaars ago.

In 1938, Jacoby's broker
recommended that she bBuy 2
variable annuity for $50.000. At the
time, her net worth was $230,000,
naving lost half her pension in a
divores,

Saoon after, the anrality, which was
tied to rliaky investments, plummated
n value to $25,000. For yaars,
Jacoby did nothing until she heard
abeut free legal advice cfiered by
New York Law School's securilies
arbitration clinic.

Taams of third-yaar law students
supervised by the clinic's co-director,
Howard Mavers, taok on her case.
Recently, they reached a seitlemant
with the brekerage firm that sold
Jacoby the annuity, and a check
arcived in the mail. (She didn't want
1o disclose the amount.}

| fwel rather proud of myself," Jacoby
zald. "l was glad | was able to gt

samething back.” o’

aska

For investors whose cases might be too smali for lawyers to take on. there is an
attemative roule to uslice.

Seven New York-area lew schools, ncluding New York Law School, Brooklyn Law

Schnot and Benjamin N, Cardozo Scheol of Law, cater lo peaple of low o moderate

ineome who ofhenwise might choose to forgo legal pelp.

The role of these free dinfcs could become mare impartant now glven the stock

markat's volatifity, Over the last two manths as the Dow has tanked, the clinic at New

York Law School has seen inquiries surge by 50%.
“They are faniastic resources for investors," said Kenneth Andrichik of the Financial

Industry Regulatory Authority, "They are trying to help people of modest means who

caitt otherwiss find represertation.”

For studenits, the clinics offer first-hand work sxperience beyond the classroom. "it's
a great fealing o apply what you have lzarned and help someone out,” said third-
yaar New York Law student Lucas Charfeston, 26, of Red Bank, N .J., who worked
an Jacoby's case.

Securities lawyers who represent investors are generaliy paid on a contingency
basis, meaning they get & portion of the award or seltiement, usually one third, in
Jeciding whether lo take a cass, (hey figure out whether the potential recovery is
worth their me, Thal lsaves many smalt investors in the cold

The clients of New York Law School's armitration clinic generally earn less than
$75,000 2 year. The damages in their cases often range from 33,000 to $75,000,
though there are no imts,

e eyalugte each clisnt on a cass by case basis,” Mayers said. "We're axiremely
cautious - we wor't take frivolous suits™

Students may act as lawyers [n securities £ases, daing everything from drafiing
complaints to negotialing settiements, due w0 an order issued by the aposilata
division of the state Suprema Court. Much of the funding for the ciinics comes from

sebtsmants former Atormey Genaeral Tliot Spitzer won prosecuting Wall Street firms,

Even though 1t ofien takes on powerful brokerage firms Hke Merrill Lynch and Smith
Barney, New York Law School was able to seitie six out of six cases last year.

Brogklyn Law School's sacurities arbitration olinic selttes between 75% and 80% of
the cases it takas on, said its director, Karen van ingen. In one recent case, the
clinis law studants wers able to recover 80% of their client's [osges.
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Free advice for those who lost money
Fricday, Dagember 05, 2008 | 6:48 PM
2% By Art McFarland
NEW YORK (WABC) -- Students at New
York Law School are both studying
and practicing securities arbitration.

The Securities Arbitration Clinic at the
school gives free representation to people
such as Arline Jacoby, who lost
thousands of dollars due to bad financial
advice,

"t was hard on myself that | could have let
this type of thing happen or have so much
trust in someone, but it was a hard time in
my life," Jacoby said. .

Ms. Jacoby is 84-years-old. A broker she
considered a friend had coaxed her to
invest in annuities. The ¢clinic was able to
win a parial setilement.

Story continues below

"Based on the investment that she was
sold, she would have had to live another
25 years just to break even on her
investment," New York Law Schoal
Professor Howard Meyers said.

The volume of pecple who have come
into the Securities Arbitration Clinic has
increased by a whopping 50 par cent
since October. 1t is no surprise to anyone
that the spike in the number of people
needing help is directly refated to the
downturn in the economy.

"In an economy such as this, where there
are so many losses that people are
experiencing, people are more alert and
more aware of what's going on with their
accounts and they're monitoring them
much closer," student Robert Zecher said.

e dlahelnnal on camfamhe fotnrr Pesrtinn=nen

Students feel their work in the clinic will
help in their careers.

"A ot of being & lawyer, especially a
lawyer in {itigation, is interacting with
clients and learning how fo respond to
their needs, and that's something you
can't learn in a classroom," student
Magdalena Kadziolka said.

The clinic is thought to be good training

for students studying "any' field of the law.

More information is available:
Securities Arbitration Clinic:

http:/fold.nyls edu/pages/3185.asp
Professor Howard Meyers at
212.431.2892, Ext. 3.

Consumers can also learn if there are a
significant number of complaints abouta
specific broker by visiting the website:

www finra.org.

Click here for more New York and Tri-
State News

Report a typo || Email Education Unit ||
Send news photios/videos

(Copyright ©2009 WABC-TV/DT. All Rights
Reserved.)
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Study,
" But aftar a r_ru:lﬂcss 5 b hlmt i
" the Epited ‘States, ha tuI:le h.ls
- sights to East Asia. :
Following a ¥isit o the. Chingse
University of Hong Xong, he.ap-
plied.on 2 whim —~and: promptly
Tandad 2 high- paying wmme track

A pnsmnn in - theoretical: compu‘ter :

ed Stares, Mr: Bogdanov's chles Waym pnmdem af the Cuy
Continned on Page Al 8 .ai Bﬁzmxde,He hopaa' 15 Itre 200 new prafes.scrs;o  jain fiim.

L N N

o o,fHangKong wwas recruited last fall from the U, ofTenne&me .

Peruv. Yale:
A Battle
Rages Over
Machu Picchu

: mmm_ GLEIR

N CEARLY 19:6, the legends:
Yale University aschagologist B
ram Bingham Il comgleied b

ﬂm‘d and final expedition in sout

ern Pers. He shipped home 74 bo

‘es"af artificts from Machu P:c"hu.

© spectacular site in'the Andes that
"heheved to have been the:last waj

< serflement of the Taca empire.

- Those boxes were spposed to |
on zcmpmry foar and sent back
Peru by Tuly 1917, according ta 1

" -governmint. decree that authorize

thieft expoTL

* Bt tobrard the gnd of 1916, Bin,

| - ham, who would scon be pulled in

gervice as a pitot In Wordd War, o

- ‘gawlo worry that be would not has

- time to smdy the, atifsets, nale

*terto a colleagne, be confessed th

hehadthnught_ﬂbau:cheauuv ontil

", deal, “Tam almost tempted to let o

" Peruvians wmst!efar " he wrob

The. Peruwa.us are whistling for

. Baw,

holds thou.an.ds af cbjects from
three of Bingham’s Mactm Picch
expeditions; the: government of Per

Brmmmmca_ﬂ
®U UrricH doesn’t pretend o be
é & financial-planning expert.. Bat .
 when 2n ‘elderly couple mrmed to
“his Iaw scheiol's Investor Justice Clinfe for
- help; he'knew znuugh {0 beoutvaged.
The second-year law student at the Uni-
versity-of San Francisco is trying to help
- the’ couple Tecover a significant huak of
<. thefrnest #gg, which disintegrated whena
‘broker talked them into investing $100,000
of iria nskybcnd.s ihatwuuldntmamm

‘ite hsd plomymeted to 575000, Panicked
“ahout the possibility of losing amy more
- of their JHe savings, the couple sold the
" bonds.

‘Worling under a law professor’s super-

A}Iﬂ _ Dmmtum'- Law Students_ Gwe Aggneved Envestors aDayim Court

- tharelderly and disadvantaged penple are

aleda federal lawsm:aga.mstx.he un
versity in-Décember, just aves a yet
- after the parties appeared to have se
visian, Mz, Ulrich helpad file an arbiivation " tled the dispate. Yale now has move
clatm wiH ihe Financial Indostry Regula-. -t dismiss the case, saying that Pai
tory Auhority in February, seeking to re- filed inl the wrong court and thst §
cover the money the couple had ended up Continugd on Page A
losing. L.
“The more the commuzity atla:ﬂclzarns

being taken- advantage of, the more Hkely it . B
mtha:we’llgcrsamns:musovmxgbrand LA
regnlation,” he says of the pendiog claim..
The University of San Francisco Schaal :
of Law.is one of at least a dozen law
sciidols in the United States where stu-
dents repredeut small investars ficing hig
headaches, often ‘because -thefr brokers
were mare interested in maxiesiziag theix Appiying for Studsnt Ald
own commissiohs thanin giving sound ad- . Simplify, Simplify .
vice, Snpervised by law professors, isams - Advocates warit [o mzke the
of simdents file motions, interview clients, - federal application easier to fill
Conrinued on Poge AI7  out, but it Isn"t-that simple: A1S

AI"'LllDB' thet Yalg. imoroperi -

I S

r
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STUDENTS.

witpy//chronicle.com/studants

HEATHET HUINT, W OF 2AN FAANCECT
Cm Ulrich, a law smdzn:az‘rﬁe I.' cfSan Frazwuca, w:fh his clisnts, Edwm‘d and Jean Marnei'l. “The more.the community at large learns that
elderty end d?.mdvmmged people are bemg rakmg advm:tage o z&e more 11.-:21) i !s that ws’[l getsome Smou.s‘ auersrmnmd reguiarzon.

a,W—Sch ool Chmcs Are. Seemg an Eﬁﬂux of Aggqeved Investors

Continned Fram Page Al

zand make theis cases in hea:mgﬁ befcre arli-

tration panels.
Chnics thar used o rac‘:ve ‘A couuie af
calls 2 week have fielded dozens in recent

wasks, ag i:.we.stozs realize e exrens of theixr-

losses in the ecoromic downiurn., Many can-
not afford to hire a Iawyar, ar thel.r claia is
100 small to interest ope.

Most of the clinics starzed in D \iew Yotk ’

State, with sapport from settlements that 2
former staie attorney-general, Eliot Spitzer,
won prosecating Wall Street firms. Mere than

a half-dozen law schools in the state, inclnd-

ing those at Fordham Univergity and Pacé
Umvcrsxty and New Yorlk | Law Schuol, now

offer free clinies for smail- -time, mves‘tors_ .

Stmilar clinies are operdting 3t Dugliesne
and Northwestern Universities.

The case that Mr. Ulrich & working op is.
. typical. Edward and Jean Marnell, both in

their mid-80s, sold their house in Stockton,
Calif, several years ago and moved-into a

moebile home. In'2003- Lhey turzed to an ad--

viser with Morgan Stanley for tips on how to
generate income from their $100,000 profie
on the sale. .

Despite the fact thar \lrs Marneil - had
Alzheimer’s disease aund the couple’ peaded

immediate zecess to their money, the broker*

tatked them into- investing their savings in
fonr 30-year corporate bonds, &t Jeast three
of whick were in the’ aufomobile indnstry,
“These corporate bonds were set to ma-
tore when the Marnells wonld be nearly 120
years old, and in the meantime, they needed
ihe maney to Yive off of and pay their medical
bills,” says Mr. Ulricly “We're.not alleging
that the-broker intentionally lost our cHent’s

money. Eut it-does make me quesuon wher.h~
er he was incompetent.?

A Morﬁ:m Stanley spokesworman, r.unt,:lct-'_
ed by The Chranicle, said the company “de
nies the allcaauon.s i the staiement of claim;

and mtends to confest them.” -

4 VERY DIFFICULT TRIE
n a tasking market, pa.rt of the l:ha.'t—

. lenge for the stud.em lawyers and -clinic

seaff meatbers is demonstrating that the

omcome would have been defer::nuf the E

ad they waich me economy collapse,” says”
- Mz, Brand. “They’re sightly concemned gbout .

" their well-being, Tr's important 1o ‘provide
" them a-mesns to Feed theit mouths, but.also
tc nourish their souls and'spixits.”

Robert B. 1albm:, a law pmfessor who

hr:ads the Investor Jusuca Chmc SaFS-IALY

'_ of its Elderly clisnts fall prey to telephane
- [niches “4 lotof these peop]aate lonely, and,_

. th callers ait charming,” he seys. “They get
into,a trosting staie znd buy the product, and

At Cormell, “there’s no guestion we're af ca-

" pacity,” says Mr. Jacgbson, dizector.of £ the. Se-

_curities Eaw Clinde, which opened last year 2nd
“has received shout three dozen calls from i imves-
tors this acacenic ysar: The clinic can take ozly

" ahendfil of cases—many have 19 be rejecred
i becau.se they arg from out of state—and the
" ‘ones they select iend to be time-consaming,

Lastvear Duquesne’s law-clini¢ handled four

. cases, but as of this March it had taken on pire.

. The Securities Arbitration Clinic, at Ford-
“ham's law Schaol, recently won $23.000 in

broker had suggﬂsted a"wisgr inve tment .

STaiegy.
The team womng on the Maraells’ case

desermined that if the money. had been in-

vestsd.in a safer, more!diversified. manner,
‘the portfolio wanid probably bave grown
$2,000 during thattime,

- William A, Jecobson, director of Cornell
T_mve:sny s Securities Taw Clinic, says His

_smdents take.d similar agproach to cajcular

ing how theit clients” portfolios might have

pecformed. “Even in this horribls market, you -

‘might have been down,” he says, “bat ot by
30 to 60 percent.”

Generally, wher people open brakr_r"gc ac- -

counts; they siga an agreement that they wilt

handle any coriflits through a dispate-reso-
ution panel. Bat investors wiio iy to handls
“zages thempselves ane often overwhelmed by

legal and financisl jargon,

“Obviously, in this period oficoilapse, that
clinic is a beacon,” says Jeffray 5. Brand, dean
of the San Francisco Iaw schoal Business has

also picked up at the school's other clinics, .

snek: as those dealing with clatins of predatary
lending and employment discrimination.
“This is z very dificult dme for stedents

Clinics that used fo recerve
a couple of calls & week now
are ﬁefdmg dozens,

s mgiestors realize

the extent of their losses.

“then all of 2 sudden there’s a financizl down-
- mrm and they've lost the money.”

SMALL POTATOES, BIG THEILL

Law-school clinics take on-cases that pri-

vate-practice lawyers won't bothar with be-

“eanse the potential for r2covery is too smalll

“Maybe someone lost $40,000 of their life
savings of $80,000, and they 'ialk to- & few
lawvers who-won't take it,” Mr. Talbot says.
He says that with idealistic, snergetic. sm-
is 'tHrilled™ 1o take om such cases:

]

who have nowheie elseto nira sarely :nmp}am.

smhacascummﬂymksinngm‘b-_ -
:ausesmd.entsalﬂlea:mngunme job, tmt cliens |

com tory damages and $44,000-in pu-
nitive damages for an elderly couple who had

. been defrauded out of 525,000, Their broker
irad “bagieally stolen” their money by maik- -

ing phony investments wik it, says Paul B.
Radvany, 2 clinical assaciate profassor who

- directs the clinic. Ten smdents juggie about o

dozen cases thers now.

Kate Moore, a second-year student, is one
of four studenis praparing a cise for arbl-
tration in April. Their client gave a family

- friend $50,008 to invest in a.vennme-capital
deal that rarned out to be fraudulent. The cli-
ent had told the friend that she hoped to make

. -egough money to help her sister pay for col-

lege. He Dad assured hex, she said, that even
in'a worst-case scenario, shie would get all of
her mvestment back, Tustzad she has received
only $6,000 back from the defendant and his
partner, both-of whomn have heen failed on
fraud convictions related to the cHmic’s case;

“*"You hear about s0 Ay 655eS that are -

" eled by greed, with family friends sven steal-

ing from close acquaintances.”says s, Moore.
“When ¥m reading about people like Bermie
Ma.dofﬁ fcan feel that Tm doing sometiing
good to help semeone who has beea & viedm”

T

B
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Retiree Grace Purnia
was able to win back
much of her modest life
savings in a dispute with
her broker thanksto .-

a school legal clinic,

By Karur M. KzisTor
Tmes Stajf Writer

After the last dollar was
drained from Grace Purnia’s in-

© vestment aceount, the Td-year-

old retiree responded ta a sectui-
ties lawyer's telavision advertise-
ment that offerad {o get her
morzey back

There was just one problem
with her case agalnsé her Luvest-
ment advisor: Purnia Jidn’t lose
enough money.

The former. file clerk from
Fontana had lost her ife savings,
but. that atueunted to less than
353,000, The TV atiorney she
consulted sajd she had a strong
case, but politely declined o
help, ‘

FThal'z a comimon oCCUITERCe,
exparts say, for even clear-cut se-

curities cases. They cancosttens

of thousands of doliars to taks

thwough arbitcation, the most.

common wey to resolve serious

legal dispules between brokers

and thely cllents.

With surveys showing that
the average American has less
than $50,000 ssaved, those who
Iose It all'may not have lost
engugh money to inferest a sect-
ritles lawyer.

“rPhere are a tot of ordinary n-
vestors who can't get an attomey
o represent them because their
losges are too small,” said John
Nester, a spokesman for the Ses
curities and Exchange Commis-
sion. "But no matier the dollar
amount, when you Jose your fife
savings, it's devastating.”

Investors can  represent
thernselves, but those who are
not intimately familir with sa-
curities laws =re at a disadvan-
{age, said Margaret M. Fiint, ex-
gantive direcfor of the John Jay
Legal Services clinic at Pace Uni-
versity's School of Law in White
Plaing, N¥.

“Even though arbitration is
less formal than cours, the play-
ing fleld is nat level when the se-
curities firms are represented by
lawyers but the plaintifs are

———ot," she said.

Forfunately for thousands of
investors like Purnia, there 5 an-
other alternative.

Anhout & dozen.law schools
around the country offer securi-
ties arbitration and mediation
clinies. The clinies, Arstlaunched
in New York less than a decade
ago, take small cases like Pur-
niz’s free of charge.

The arbltration cases are pre-
pared by second- and third-year
jawr students, under the supervi-
slon of seasoned lawyers. In
some cases, the students repre-
sent the investor at hearings. In
others, they complete the case
through written fllngs,

Law Students to the

‘The clinics have no interest in
competing withi the securitles
lawyers who represent investors
for a living, Flint said. They aim
to help oniy low- ané moderate-

Income individuals whose losses [

are too smnali to interest & securi-
ties lawryer,

“The John Juy clinie, for exem-
ple, worrt handle a case for any-
one earnlng mere than $75,000
ammelly or whose securifies
claims exceed $50,800.

Giher sehools, such as Nortn-
western Unlversity's School of
Law in Chieago, take clients with

" ag much as $100,000 in Kcome

and caims of as much as
$104,000, Bome waive Income lim-
its for clieniz who have been
turned awey by other lawyers.

Several cther umiversities,
such as thg Universily of San
Francisco, where Purnia sought
help, have even lower limits. USF
seys it taltes only coges that io-
volve losses of less than $25,600.
Its clients should eatn less {han
$508,000.7 o

But thal Umilt is locse, said
Robert Talbot, a law professor
who heads USF's Invesior Jus-
tice Project. Puwmla's case ex-
egaded the limit but met all the
cther criferia.

The {ougher standard to
meet Is determining whether the
clent has Dbeen the vietim ef
wrongdoing, he said.

“It's not enough %o lose |

moeney,” Talbot sald. “We go
through cases, analyze them and
deckie whether the lnvestors
rights have been violated. Some-
times we won't take & case he-
cause even though the nvastor
lost money, o one did anyihing
wrong”

To seek an arbitration awasd

- for a securities violatien, inves-

tors generally must prove thatb

their  broker lgnored thelr

wishies, put them in unsuitebie

investments or traded solely to

generate comumissions for- the
broker rather than profits for the
investors, Talbot said.

Purnia’s situation filled the
Bill,

. She reklred from a $i2-am- -

houz Job at Eaiser Permanente
in 1926, wiien she was 65,

Kaiser cashed out her retire-
ment aceount, sending
her a check for
$63,078.99. She had

never before invested Thkna O‘W

but had no other

escue

She said that she didn't under-
stand but that she'd trust him.
The maintenance fee for Pur-
nia's accotni went from $40 au-
nuglly o more than §500 every
three months, the complaint
sald, Worse yet, the broker
switched her cut of the staid
fxed-income  Investmaents into
growih stocks, which quickly

‘lest three-gquarters of thelr value.

Unbeknownst to Purnia, her
monthly stipend of $60¢ amonth
was then belng generated by the
sale of her securitles, not from
the invesiment in-
come earned on her
account.

“The account wag

sowree of Income. She - t}zere are Purniz satd. The bro-

contacted Smith Bar-

ker's secretary “called

mey, the brokerage @ffier people me up and said, real

arm of Citlgroup

apologetic, ihat they

Global Markets Inc, WO WAERLL0  werejust going to have

on the reconumendea-
tion ofafriend.

did exackly what she

asked, according "io b{ICk. ’

her complzini. She

gettheir
Initially, her broker money

to cash me oub.”
Without her nvest-
ment income, Purnia
has hiad fo live the Tast
three years on Social
Security, Her son, 2

said she needed $600a  @race Pumia,  plumber, heiped her

month to supplement . retiree and make ends meet by
her monbhiy Soclal Se- investor paying her utllity bills.
curity check. And she “Gyace lterally lost
told the broker thalb everything,” sald Brett

she had no ebility te sbsotb &
loss.

The broker put her meoney in
Bond mutus? fands and mogey
market accounts that paid 5500
to $650 a month. Purnia'psid an
upfrent fee to get into the bond
funds, and the only other cost
wes a $40 snnual maintenance
charge.

in 2060, the broker convinced
Purnia thaf she ought to give
him dlscyetionary trediog au-
tharity and switch to & “wrap”
aceount, ki which he would do
everything for a set annual fee.

Alcala, & San Mateo, Califl, law-
ver whe represented Purnia at
the arbitratlon hearing. “She
had $22 in ber checking account
when we were sitting in that
hearing. She lost her entire re-
tlrement nest egg.” . .

The students at TSF belleved
thaf thers was Serious wWrcag-
doing in how she lost her money.
The school ignored s nte about
taking only cases warth $25,000
orless and filed a clainy for more
than $72,000 — the value of Pur-

. nlg’s investment, plug Interest.

The school has ne budget to

just dwindling awsy,” -

) TRTAN EHAN Lot Angales Times
PLAINTIFF: Orace Purnia of Fontana lost less than $63,000 in {nuestmants. Securities lawyers
declined o take her small case, but San Francisco law studenis kelped her recover some funds.

to court, however, so it con-
tracted with Aleala to take the
case to arbifration. Purnia

franted Alcals permission to be’

peid & partion of the damages if
she won the case.
And she did. The settlement,

- awarded this year, was aboub

$60,006, . After court costs and
fees, Purnia will gel jusk over
$33,000.

A spokesman for Siith Bar-
ney said the company wes dls-
pleased by the arbltration dect-
sion. "We disagree with the result
and don'%s belleve the declsion
was supported by the faets”
spokesman Alexander Samuel-
son sald,

{It's worth noting thab inves-
tors in New York state are often
represented in hearings free of
charge because stata Atly. Gen.
Eliot Spitzer used securilies sei-
tlement noney to fund ihe
state’s legal clinfes. As a result,
the majority of such clinics oper-
ate ln New York. And the stale’s
legal climics have the budget o
send students to hearings. USF's
law school gets no such funding
in Caldornla, Tallbot said.)

Purnia said that although she
would have liked to win back
averything, she was relfeved toat
least get a partial recovery. Gei-
ting some monthly income from
her hest egp will take pressurz o
Ther son, she said,

=] know there are other peo-.

ple who waxt to get thelr money
back,” she said. "F'm not the only

one.

Kathy M. Kristof welcomes
your commenis. Wrile fo Fer-
sonal Finence, Business Section,
Los Angeles Times, 202 W. 15 5t.,
Los Angeies, CA 90012, or e-mail
kathykristof@iatimes.cont. For
previons columns, visit latimes
.comfkristol
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Law School Clinic
Helps Sendor Citizens
Protect Against
Securiiies Scams

By Rebecca Beyer
Daity Journal Staff Writer

SAN FRANCISCO — Some

of the have walkers or wheel-
chairs. Even with hearing aids
and glasses, they can't hear of see
H very well. They are grandparents
1 and greatgrandparents, widows
| znd widowsrs.
i Apd, as senjor cifizens, they
|| are particularly vulnerable to
1 finapcial scams and unsuitable
|

inyestments.

Tn response, a clinic at the Uni-
versity of San Francisco School of
Law that helps people wilo have
disputes with their securities bro-
kersis reaching out o seniors with
seminars across San Francisco.

Peopie older than 65 belong lo 2
powerful demographic force, They
are expected {o double their aum-
bers in California to 6.4 million by
202¢C.

Attorneys who represent them
2 are part of a growing practice
area. Flder financial abuse cases
is — wrhich can range from a family
member or neighbor swindling 2

H

e ————

senior out of his or her life saviugs
1o the sale of unsuitable financial
products — are also on the rise,
and for good reasom Semiors

| hold more than two-thirds of
the nation's wealth, according to
n statistics.
Professor Robert E. Talbot
El started the Tnvestor Justice Clinic

at the University of San Francisco
s School of Law in 2002. Most inves-
tors sign arbitration agreements
with brokers when they become
clients, so Talbot and his students
handle arbitrations for clients who
canpot afford a private attorney.
The clinic does nat charge for its

| Reducing the Risk for Elder

Attorney Brelt Alan Adcala, University of San Francisco Schoat of Law professor Robert Talbot and
nswer questions after giving a presentation 1o sanior

Efizabath Falk of Finance Outsource (leftlo Fight} a
Lifelong Learming Genter in San Francisco.

sifizens on avoiding investment fraud at the Osher

services.

Tatbot said the effort to reach
out fo seniors is in response to a
growing concern about finaticial
products that are pushed upon se-
mors even when they don’t male
sense for thelt needs. - t

"Everybody sees senlors 28 2
vulnerable population,” Talbot
said. "A Tot of [securities sales]
are done hy cold-calling. Most
telemarketers get hung up oa, but
very often sensers whe wast sorme-
body to talk to will tallk io them.”

Talbot's clinie, the only one
recognized on the West Coast by
the Financial Industry Regulation
Authority, helps people who have
foat less than 325,000 and whose
incame does not exceed §50,000.

Tim Ulen, a second-year law stu-
dent at the University of San Fran-
cisco, worked in the fnancial in-
dustry for four years and acquired
a few securities licenses before
deciding to go to law school.

"My flem was very conserva
tive,” he said. “But ] was always on
the Toolcout for making sure repre-
sentatives were placing clienis in
the best investraents.”

Certain sovestments, Ulen
said, are just “red flags for older
people.”

Ulen said he joined the clinic
hecanse it seemed like 2 Eood way
to get "hands-on experience” in &
field with which he was familiar.

Brett A. Alcala, a San Mateo at-
torney who handles securities cas-

Abuse in Finance

TAHRA MORTUN / Fur lhe Daily Jourual

es, refers people to the clinic when
he can't take them as clients.

“Tye talted to hundreds of
people over the years who have
very sad, compelling stories,” fie
said. "As 2 practicing attorney,
it's difficult to help them if their
Claim is so small it doesn't make
economic sepse. It's nice to have
2 resousce like the clinic to refer
clients to.”

Talbot said most of the clinic’s
cages come from situztions where
2 senjor whose investments should
be tajjored for wealth preservation
are instead geared for growth and
placed in funds with high commis-
siong or fees.

Kathryn A Stebper, of San

See Page 2 —LAW

Sheppard Mullin Strengthens Corporate Group in Los Angeles

152

lar

By Rebecea U. Cho
Daiy tournal Stafi Writer

LOS ANGELES — Eric A. Klein, the former
co-chair of Katten Muchin Rosenman’s West
Coast corporaie practice, has taken his substan-
tial book of business to Sheppard Mullin Richter

! & Hampten, where he will start today 2s a part
{ ner in Century City.

Jolm J. Molley I, who was also a corperate
lawyer at Katien, has moved with Klein, and
joins the firm as special counsal.

Klein, 48, said to have a boolt of business in
excess of §5 million, cited a desire to grow nis
oractice as motivation for his move. He said Los
Angelesbased Sheppard Jiulkn's corporate de-

| partment has been seeing 2 rapid expansion in
Californiz and firmwide. !

“Fatten has not seen the same growth on the

{ West Coast that Sheppard has,” Klein said. "My

practice is continuing to grow and needed a bet
ter platform.” .

But Gail Migdal Title, Katten Muchin's Les
Angeles co-managiig partner, insisted that
the firm is strong on the West Coast. She said
the firm recently added Roseann Stevenson, an

environmental lawyer who had her own private

practice, and who was formerly with Morgan,
Lewis & Brocldius.

While Title szid she wishes Klein well, she
said his leaving was by joint assent.

“By mutual agreement, Exic Klein and the firm
decided to part ways,” Tifle said. "As far as Mt
Melloy goes, he came to the firm with Eric. He's
worlsad with Eric for many years. So, we under-
stand his leaving with Eric.”

[Clein and Molloy joined MNew Yorkbased Kat-
ten Muchin in 2003, from what was then Shaw
Pittman.

Klein, who specializes in health care and Hife

sciences, said hie expects to bring His entire ook
of citents, which includes Plymouth Health and
WSA Global Holdings.
In 2007, Klein represented Plymeuth Health in
its purchase of Alvarado fospital in San Diego.
Jon Newby, a corporate partner in Sheppard
Mullin's Century City office, said Klein brings
strepgihs in areas in which the firm has been
trying fo grow: health care and technology.
“We're very excited,” Newby said. “Many of us,
including me, have known Bric for many years
and have worked with Eric. He's a greal corpe-
rate lawyer, very well known in the community.”
Klein received his law degree from Boston
University Schocl of Law in 1985,
" Molloy graduated from the USC Gould School
of Law iz 1972, His corporate practice focuses on
entrepreneurial and iddle-market companies.
Lepal recruiting firm Watanzbe Nason
Schwartz & Lippman brokered the deal.
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Advocates Push
To Reinstaie
HMOQO Patienis

Watchdogs Slam
Regulators for
Rescission Inaction

Blue Cross Woes

By Evan George
Diaily Journal Siaff Weiter

10S ANGELES — Though
state regulators fined Blue Cross
43 million tast year for improperly
dropping policybolders after they
sell ill, they slopped short of helning
patients pet their coverage back.

Now, consumer advocates are
urging state regulators to force
Blue Cross to reinstate at feast 90
patiénts. They also are challenging
reglators to show legal Jusiifica:
tion if they refuse to do so.

Wrongful Cancellations

In 2007, when state regulaiors
investigated Blue Cross, they ran-
domly selected 90 cases from 1,000
complaints. All 90 were deemed
wrongful cancellations.

One year later, those %0 patieuts
—. apd the theusands move who
complain  Blue  Cross itlegally
dropped them — are still waiting
iur the reinsiatement ol el meds
cal coverage.

Tn & letter Thursday, advocacy
group Consurmer Watchdug asked
the state Department of Managed
Health Care, which regulates
MO, to force Blue Cross to el
state the 90 patients it decided were
wronglully dropped.

Although the depariment fined
Blue Cross 81 miilion last year for
the 90 vioations, it stopped short of
offering any individual velief to pa-
Hents. Blue Cross is in the process
of appealing that fine.

This month, the company also
changed its pame from Blue Cross
of Califernia fo Anthem Blue Cross,
advertising itself as "an old friend
with 2 new name” Despite the
switch, the company's legal woes
continue.

Tocky Steps In

Today, City Attorney Rocky Del-
gadillo is expecied to announce he
is suing Blue Cross for a slew of
vialations relating to policy cancel-
lations.

In addition, two major class
actions agamst Blue Cross over
rescissions, which partly spurred
imvestigations of the company inthe
first placs, are the subject of new
setflement negotiations this week.

The push to reinstate consiumers

who had their coverage revoked is-

+he lakest tussle between advocates
for tougher sanciions oil HMOs and
Sea Page 2 — ADVOCATES

les Schwarzenegger, Lets Killer Out on Parole

San Diega Tuesday
Wwarzenegger and

1¥ele

of a man who
ntine’s Dy In

By Robert lafolla
Dailly Journat Staff Writer

LOS ANGELES — After pros-
ecutors testiied they did not rely on
imrnupized statements to discredit

R e

Judge Denies Pellicano Mistrial
After Prosecutors Take the Stand

Armeson has admitted to supply-
ing private defective Pellicano with
information from law enfercement
databases, but claimed he did so for
vahable tips to bust criminals, aot
personal profit. Arneson, Pellicano
and their thiee co-defendants fece

T
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challenged the USDA to impose
a total ban because downers pose
a greater risk of illnesses such as
mad cow disease.

Afier the video's release, the
Humane Society sued the USDA to
seek a total ban, calling the current
palicy a loophole that should be
closed to protect consumers and
ensure the humane freatment of
“animals. The suit says the Chino

Ut u TG Juns il W te
hibition, which was put in place by
the USDA following the first case of
mad cow disease in the U.S. He says
tightening the ban would further
depress dairy farmer income.

The USDA's Food Safety and
Inspection Service, which oversees
the nation’s slaughterhouses, says
it does not keep numbers on how
many downers enter the food sup-
ply affer they've been re-inspected

Law School Helps Flders

Reduce Their Financial

Caontinued from page 1

Francisco’s Stebner & Associates,
focuses on physical and firancial
elder-abuse cases. She does not
take securities cases because of
the arbitration requirement. But
she said securities are one area, like
many other areas, where seniors are
targeted for high-commission sales
and therefore need representation.
She said sepiors who may have a
great deal of money tied up in their
home or investments often try to
free up cash for living expenses.
“Theyre afraid of not having

.. money.and, of having to depend on.

soraeone else,” she said. “So they
" buy ‘these products. Then, theyTe
too embarrassed to tell their family.”

Stebner said the clinic provides a
great service.

“A lot of seniors don't know who
to reach out to,” she said.

Having an attorney and law stu-
dents say “you didn’t do anything
wrong; I'm here to help,” is impor-
tant, she gaid.

Talbot said the clinic doesa’t add

isk

an elder-abuse claim in an arbitra-
tion unless someone has lost his
or her entire life savings or the
breach of duty to the investor was
“extreme.”

He remembers -one elder-abuse
case the clinic seitled in which he
applied to have the arbitration fees
waived because the woman had
only $17 to her name. She had lost
more than $40,000 in an unsuitabie
investment.

At one recent seminar at an
assisted-living facility in Saa Fran-
cisco, Ulen and another student
addressed about two dozen seniors
under Talbot's supervision. . .

At the end of their hourlong
presenfation about what to ook
for, including excessive trading or
unnecessarily high fees, they gave
each senior a large-print copy of
their notes and told them to call
with any questions.

One woman didn't wait that long.
She approached Ulen right away to
make an appointment for the follow-
ing week.

Judge Denies Pellicano Mistrial
After Prosecutors Take the Stand

Continued from page 1

make cannot be used against them
in any criminal proceedings.

In 1999, a co-worker claimed
Arneson received Department of
Motor Vehicles photos that were
unrelated to his unit’s casework and
that he was frequently making data-
base inquiries, even though he was
assigned to beach patrol at the time.
That triggered an internal investiga-
tion and Arneson gave immunized
statements in his successful defense
againat the allegations.

On Friday, Assistant US. Attor-
ney Daniel A. Saunders brought up
the investigation during a blistering
cross-examination of Armeson.

"And you beat that internal af-

until it was entered into evidence in
Tuesday’s hearing.

Lally said the tape was not used
in preparation for Arneson’s cross-
examination. Hummel asked why
Saunders probed on the topic of
the 1999 investigation if he had not
usedit.

“That’s because your client got up
here and told the most outrageous
story, and any good prosecutor would
build on that,” Laily answered.

Saunders testified that he had no
idea the prosecution had immunized
statements about the investigation,
since Lally had not told him. If given
a second chance, he said, ke would
not go info that area, knowing what
he knows now.

wopre G -

s s s ol UdS resist
a total ban in part because of opp
sition from the dairy and packer |
dustries, “which want to make eve
last dollar on these animals, Als
the USDA and the industries ha
the same basic attitude about the
animals as commodities — withe
any regard for the animals’ welfy,
and consideration for consumer
health and ethical sensitivity.”

Baur also argued that a clear,
ban on downers would provide ;
incentive for dairy farmers to tal
betier care of their animals.

“These cows should not }
pushed beyond their capabilitieg
he said. “They shouldn’t be key
on the farm until they're milked 1,
every last drop.”

Agriculture Secretary Ed Schag
said he was limited in what he coy
‘'say on the isstue because of the |
mane Society lawsuit.

Panel Overry

Continued from page 1

is not whether some evidence sy
ports the governor's reasons f
denying parole, but whether som
evidence indicates relzase unre
sonably erdangers public safety.

Other courts have rejected th
standard and looked o the facis.
the crime itself.

“Until our high court resoly
this uncertainty,” wrote Associa
Justice James A. McIniyre, “we b
lieve the appropriate inquiry is o
whether there is some evidence 1
support the individual suitability «
unsuitability factors,” but rather s
analysis of the societal risk factors

iray, then 27, had been drin

ing too much at a nightch
and had been proveked by victi
Victor Gonzales Cacha, accordin
to parole board records quoted i
Tuesday's decision. On the danc
floor, Viray felt intimidated whe

Advocates Urg

Continued from page 1

state regulators,

Jerry Flanagan, health polic
director of Consumer Watchdoy
said the Depariment of Manage
Health Care is legally obligated t
intervene.

“Not only is the rescinded patier
left uninsured and often hundred
of thousands of dollars in medic:
debt, but he is also virtually uzir
surable in the individual market
Flanagan wrote in a letter to the de
partment’s directar Cindv Fhnex
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USF law students help investor

Ivizy Chang spent several weeks study-
ing variable annuities, and she still
woulds’t put her own money into thess
ftrvestment vehicles — they're too compli-
cated.

The third-year student at University of
San Francisco School of Law has spent
the setmnester helping people wha were less
hesitant. .

Chang is tne of the smdents at the law
school’s Investor Justice Clinic helping
people get some monsy back throngh ar-
bitration. Through this
month, the students have
also been holding educa-
tional seminars targeted at seniors about
the wouble they can find themsslves in if
‘hey don't understand what their broker or
banker is selling them,

“This semester we’ve gotien a Jot of
variable annuities cases,” Chang said.
“People aren’t very good at explaining it.”
Calcufations of the fees and pepaliies are
befuddling, she said, and there are = lot of
hidden costs. .

USH law professor Robert Talbot opened
the clinic in 2002 in response to z different
firancial ctisis than the one rocking the’
sconomy right now. In the weke of Enron
and other sccounting scandals, Talbot said,
he watched people Jose money on compa-
ny stocks while the executives built muld-
million-doflar homss In sunshine states. “H
you lost under $100,000 i would be im-
possible to get an atiomey even if you had
a2 good case at the time,” he said. T wanted
to do something with law students.” The
clinic at that time focused on small inves-
tors who lost less then $25,000, represent-
ing them i arbitration against brokers whe
sold them securitfes.

These days, Talbot said, the clinic is
focusing on seniors, “ihe most yulnerable
and casiest to fall for certain types of sales
taetics.”

Students siudy the workings of broker-
ages and the rules that apply to them, as
well as the laws applied during arbitration,
“It’s pretty techmical,” Talbot said. “An av-
erage practicing lawyer that hasn’'t special-

Y TR
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Lid
TIMEIY PRACTIGE: Professcr Robert Talbst, founder of the USF law schools Investor
Justice Ciinic, answared questions Friday at one of the educational seminars tha clinic has

hosted to heip seniors bumed by investments.

ized in these cases would not understand”
the documents and financial staterents
involved.

This semester the clinic has handl=d
about 20 cases. With the stock market’s
volatitity aow, Talbot said, he expects the
volume of cases to go up.

One of Chang’s clients is a woman who
took $50,800 that she received from her
father to the bank. Representatives there
persnaded her to invest in variable annui-
ties, Chang said. That was in 2000. Today,
she has $1,000 left, Cheng said, adding
that she believes the loss is partly a result
of her client's lack of understanding, and
partly of the bank employees’ inabifity to
explain. Chang has been steering her cli-
ent through every step of the arbitration
process, coordinating communications
with the Financial Indnsoy Regulatory Au-
thority, o FINRA, end studying all docz-
ments. Currently, she's helping ber client

prioritize the Tist of 10 arbifrators sent to
her from FINRA, But there js a problem
witl: the six-year statte of limjtations hav-
ing run out. “I'm hoping for a sympathetic
arbitrator,” Chang said.

— Petra Pasternak

Split bet for Coughlin Stoia

San Diego-based Coughlin Stoia Geller
Rudman & Robbins is putting the chips
down on its new intellechaal property prac-
tice —- and it's betting on a sphit in the IP
bar.

John Herman, the Atlanta-based head of
the IP practice at 2 firm known for securi-
ties class actions, said general counsel at big
companies are starting to push their outside
Jaw firms not to represent patent plaintiffs,
Tike inventors or so-called “paient golls.”
That could mean more work for Coughlin
Stoia, whick wants © do contingency fee
work for wronged patent holdsrs on the

s through downturn

plaindf side, be said,

“Hor whatever reason, IP has been one
of those areas that GCs have given their
outside counsel a pass -— if you look at
other areas you don't see that,” said Her-
man “[GCs] are going to put more prassure
about not being on both sides””

As evidence of the split, Herman poiated
to Amn Law 100 fime Howrey, which receit-
ly swore off representing “patent teolls” in 2
provocative firm brochure that called irolls
a scourge on legitimate businesses.

At least one patent lawyer isn’t excited at
the prospect of more polarization in patent
CASES.

“Historically, the patent bar has worked
hoth sides of the fence and I think it's 2
very healthy phenomenon,” said A. Jainzs
Tsbester, a patent Jitigator with Berkeley's
Ishester & Thackray. “You can’t take out-
landish positions because you'll have to cat
them tomomow.”

Othex parts of the law have long been
separated like i} ond vinegar betwoen
piaintiffs and defense firms, such as em-
ployment lawsuits ar securities class ac-
tons.

Melvin Goldman, a veteran of the sscuri-
Hes bar at Mormison & Foerster, said a split
makes sense on a legal level in bis field
bhecause with evolving securities law, he
wouldn’t want t advance Taw that might
hust clients in the long run by arguing on
both sides.

Of course, some of the securities split
ust comes down to the realities of law fim
business. “A large part of il is contingent
fes and noncontingent fee work and suits
against corpotations or defending corpora-
tions,” Goldman said.

So, while some of the cleavage in the
1P bar may be philosophical — between
thoss who favor the rights of patent hold-
15, egardless of who they are, and those |
who disdain so-called irolls — sconomics
is peraps more powerful. And as usual, the
divide is between firms that like their clients
to pay by the hour and firms that take con-
tngency fees.

— Zusha Elinson
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A program of the Bliuhm Legal Clinic
Investor Protection Center

J. SamuEL TENENBAUM, DIRECTOR

September 27, 2007 =

Honorable William H. Pauley II1 2
Daniel Patrick Moynihan

United States Courthouse

500 Pearl Street, Room 2210 (Courtroom 11D)
New York, NY 10007

Re: Research Analyst Conflict of Interest Cases, Nos. 03 Civ. 2937-03 Civ. 2984; 04 Civ.
690904 Civ. 6910, United States District Court, Southern District of New York

Dear Judge Pauley,

We — the imnvestor protection clinics — recently learned that on September 12,
2007, the Court held a status conference about the excess funds in the Research Analyst
Conflict of Interest Cases settlement. As I hope you recall, we appeared before the Court
on July 7, 2006, and at our appearance, we requested that some of the excess funds be set
aside for investor protection legal clinics. We believe — then and now — that this would
greatly enhance the mission of investor protection clinics of providing legal assistance fo
those investors who cannot otherwise obtain it.

To further support our request, I have enclosed a letter from Professor David
Ruder, former chairman of the Securities and Exchange Commissions to the current
chairman, the Honorable Christopher Cox. Also enclosed are certain attachments to that .
letter as well as a letter we provided to Research Analyst Fund Administrator Francis
McGovern. We would be more than happy to attend any further court hearings on this
request and/or answer any questions that the Court may have. If the Court has any
questions that it would like us to address in writing, we would be more than happy to do
$0.

Sincerely,

<
S

7

o
i P
~3 ~

J. Samuel Tenenbaum
Northwestern University School of Law

Investor Protection Center

357 East Chicago Avenue

Chicago, llinois 60611-3069

312.503.0210; fax 312.503.8977

Bluhm Legal Clinic: 312.503.8576
Investor-Protection@law.northwestern.edu

www law northwestern.edu



NORTHWESTERN UNIVERSITY SCHOOL OF LAW

David S. Ruder Phone:  (312) 503-8444
1 itlians W Gurley Memorial Prafessor of Law Fax: {312y 503-5950
E-mail: d-ruder@law. northwestern.edu

September 11, 2007

The Honorable Christopher Cox

Chairman '

United States Securities and Exchange Commission
100 F Street, NE

Washington, D.C. 20549

Re: Research Analyst Conflict of Interest Cases, Nos. 03 Civ. 2937 — 03
Civ. 2984; 04 Civ. 6909 -- 04 Civ. 6910, United States District Court,
‘ S_outhern District of New York

Dear Chairman Cox:

As a former Chairman of the Securities and Exchange Commission and as a
member of the Advisory Board of the Investor Protection Clinic of the Northwestern
University School of Law, T write to urge the Commission to support the submission of
Investor Protection Chinics of Northwestern and other law schools asking that the funds
remaining from the Global Research Analyst Settlement (the Settlement Funds) be used
to establish a permanent endowment to both mifiate and mamtain investor protection
clinics.

This matter is of current importance because The Honorable William H. Pauley
1L, the judge presiding over the Settlement Funds will be holdimg a hearing tomorrow,
September 12, 2007, to determine disposition of more than $80,000,000 in Settlemnent
Funds remaining after payment of all claims by investors entitled to payments from the
funds. At that hearing the Clinics will renew their requests for use of the remaining
Settlement Funds. (A copy of the Clinics' prior submission is attached).

The Investor Protection Clinics provide free legal assistance to investors who
have arbitrable disputes with their securities brokers or brokerage firms, but who are
unable to obtain legal representation because of the size of their claims and lack of
resources, The Clinics maintain that use of the Settlement Funds for Clinics is consistent
with the goals of the settlements to provide investor education and benefits, including the
need to inform and assist investors regarding their rights and remedies in securities
disputes and to assist them in obtaining recoveries.

357 East Chicago Avenue * Chicago, Hlinois 60611-3069

www. law.northwestern.edu
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The Honorable Christopher Cox
Page 2
September 11, 2007

On September 11, 2006, the Commission sent a proposed order to Judge Pauley
opposing the Clinics' for use of the Settlement funds request, stating that: "funds for the
goals of independent research and investor education have been adequately provided for
by other portions of the settlements in the above-captioned cases." (A copy of the
Commussion's proposed order is attached). -

The Commission is in error in reaching the latter conclusion, since it appears to be
relying on the Court's September 2, 2005 order transferring Investor Education Accounts
and subsequent payments resulting from the settlements to the NASD Foundation
Investor Education Account. (A copy of that order is aftached). The NASD's Grant
Guidelines attached to that order clearly show that the transferred funds may not be used
to support existing organizations, so that the NASD funds cannot be used either to create
or to maintain an Investor Protection Clinic.

T

In his order of September 22, 2006 regarding the Settlement Funds (attached),
Judge Pauley authorized payments to late filing claimants and authorized additional
oufreach to seek additional compensable claims. He did not decide what disposition
should be made of the remaining Settlement Funds and did not accept the Commission's
proposed order.

FiNT

Significantly the Settlement Funds are not funds from Investor Related Accounts,
but are unexpended funds originally intended to compensate investors. The Clinics
believe that their suggestion for use of the remaining Settlement Funds for the creation
and maintenance of Investor Protection Clinics 1s the only solution to the use of those
funds that has been presented to the Court that is consistent with the purposes of the
settlements, to benefit investors. (Attached is a copy of a letter to Francis McGovern,
Funds Administrator, intended for transmission to the Court and containing precedent for
use of settlement funds.)

If the remaining Settlement Funds are not used for the benefit of investors and
instead are remitted to the U.S. Treasury for general purposes in support of the U.S.
government, I believe that the Commission will have lost a major opportunity to fulfill its
mission to protect investors. I urge the Commission to abandon its prior position and to
support the submisston of the Clinics.

Sincerely,

Lgnd ff Wader—

David S. Ruder

ce: Commissioner Paul S. Atkins
Commissioner Roel C. Campos
Commissioner Annette L. Nazareth
Commissioner Kathleen L. Casey



Mr. Michael J. Halloran
Mr. Luis R. Mejia
Ms. Linda Chatman Thomsen

357 East Chicago Avenue » Chicago, Illinois 60611-3069

www.law.northwestern.edu
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July 14, 2006

Francis McGovern, Fsq.

Global Research Analyst Distribution Funds, Administrator
201 S. Lyndale Ave. Suite S-3, P.O. Box 1779

Fairbault, MN 55021

Dear Professor McGovern:

We enjoyed meeting you and making our presentation at the recent Settlement
Funds hearing. We are directing this letter to you for delivery to the Court
because we are not sure how we should communicate follow-up points.

The hearing reinforced our opinion that nothing in Judge Pauley’s orders
precludes using a portion of the residual funds for investor education. We are,
therefore, very much in agreement with what you said at the hearing: that it is
within Judge Pauley’s discretion to determine how to utilize excess settlement
funds.

The hearing made it clear that the intent of the parties was that residual funds be
used for investor education. At the hearing, various defendants’ counsel said that
was what the residual funds would be used for. Furthermore, despite the SEC’s
wish to subsume the funds into their general budget, the SEC did not dispute the
defendants’ version of the negotiations. Additionally as I pointed out, the only
language regarding residual funds provided for them to be used for investor
education, albeit in the form of the now defunct foundation. Contrary to the
SEC’s position, nothing in the Court’s recent order changes that intent.

We feel establishing permanent endowments for investor protection programs best
serves the interests of investors as a whole. As we stated at the hearing, the
current investor protection programs level the field for small investors, but are
experiencing a severe funding crisis.

I am sure the Court will take into consideration how other courts in similar
situations have successfully transferred excess settlement funds into programs that

L A




benefit educational activities. The Public Interest Law Initiative (PILI), the
University of Chicago’s Mandel Legal Aid Clinic, The Legal Aid Bureau of
United Charities, University of Illinois College of Law, Loyola University of
Chicago College of Law, Chicago Volunteer Legal Services, AIDS Legal Council
of Chicago, Chicago Lawyers’ Committee for Civil Rights, Legal Assistance
Foundation of Chicago, the Berkley Impact Fund, as well as other legal assistance
organizations all have received funds in this manner, enabling them to continue
their pro bono endeavors. (see attached.)

Sincerely yours,

J. Samuel Tenenbaum
Investor Protection Center, Director
Northwestern University School of Law
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"For additional support, please see:
(Cases)

In Re “Agent Orange” Product Liability Litigation, 818 ¥.2d 179, 185 (2d. Cir. 1987)
(concluding, among other thing that “a district court may in order to maximize the
beneficial impact of a settlement fund on the need of a class set aside a portion of the
settlement proceeds for programs designed to assist that class™).

Jones v. Nat'l Distillers, 56 F. Supp. 2d. 3553, 359 (acknowledging that “courts have
approved charitable donations of unclaimed settlement funds to support non-profit
provision of pro bono legal services”).

Superior Beverage Co., Inc. v. Owen-Illinots, Inc., 827 F. Supp. 477 (N.D. 11, 1993)
{concluding that “the doctrine of cy pres and courts' broad equitable powers now permit
use of funds for other public interest purposes by educational, charitable, and other public
service organizations, both for current programs or, where appropriate, to constitute an
endowment and source of future income for long-range programs to be used in
conjunction with other funds raised contemporaneously™).

Nelson v, Elliot, 802 F.2d 405 (11th Cir. 1986) (allowing unclaimed damages to be used
as a fluid recovery system).

New York by Vacco v. Reebok Int’l, 96 F.3d 44, 49.(2d Cir. 1996) (concluding “district
court did not err in approving distribution to the states and no-profit entities to be used in
providing and improving athletic equipment due to unlikelihood of individual net
recovery”). '

Pray v. Lockheed Aircraft Corp., 644 F. Supp. 1289, 1302 (D.D.C. 1986) (holding that cy
pres allowed court to distribute part of settlement fund to a charitable organization).

State v. Levi Strauss & Co., 715 P.2d 564 (1986) (discussing acceptable forms of fluid
TECOVery).

Superior Beverage Co., Inc. v. Owen-Ilinois, Inc., 827 F. Supp. 477 (N.D. 11. 1993)
(concluding that “the doctrine of ¢y pres and courts' broad equitable powers now permit
use of funds for other public interest purposes by educational, charitable, and other public
service organizations, both for current programs or, where appropriate, to constitute an.
endowment and source of future income for long-range programs to be used in
conjunction with other funds raised contemporaneously”).

(Law Review Articles)
Susan Beth Farmer, More Lessons from the Laboratories: Cy Pres Distributions in

Parens Patriae Antitrust Actions Brought by the State’s Attorneys General, 68 Fordham
L. Rev. 361 (discussing unused funds after distribution in consumer class action cases).
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David Pai, When Congress Gives You Lemons: Alternatives to Legal Services
Corporation Funding in the Quest to Provide Access to Justice, 2 Hastings Race &
Poverty L. J. 83, 93 (stating that “in such cases [of excess settlement funds], outright
grants to public interests organizations are made to ensure that the defendant does not
enjoy a windfall as a result of his legal conduct”™).
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

SECURITIES AND EXCHANGE COMMISSION, : Civil Action No.

Plaintiff, : 03 Civ. 2937 (WHP)
— against —
: ORDER REGARDING
BEAR, STEARNS & CO. INC,, : INVESTOR EDUCATION
; PLAN
Defendant. :
____________________________________ x_

SECURITIES AND EXCHANGE COMMISSION, :
: Civil Action No.

PlaintifT,

03 Civ. 2938 (WLIP)

— against —
JACK BENJAMIN GRUBMAN,

Defendant.

SECURITIES AND EXCHANGE COMMISSION, :

Civil Action No.
Plaintiff,

03 Civ. 2939 (WHP)
— against —

JP. MORGAN SECURITIES INC,,

Defendant.

SECURITIES AND EXCHANGE COMMISSION, :
Civil Action No.
Plaintiff,
_ 03 Civ. 2940 (WHP)
— against —
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LEEHMAN BROTHERS, INC,,

Detendant.

-SECURITIES AND EXCHANGE COMMISSION,

Plaintiff, 5

— against — :

MERRILL LYNCH, PIERCE, FENNER & :
SMITH INCORPORATED, :
Defendant. :
____________________________________ X
____________________________________ X

SECURITIES AND EXCHANGE COMMISSION, :

Plaintiff, :

— against — :

U.S. BANCORP PIPER JAFFRAY, INC., :
Defendant. :
____________________________________ X
____________________________________ X

SECURITIES AND EXCHANGE COMMISSION, :

Plaintiff, :

— against — :

UBS WARBURG LLC, :
Defendant. ;
____________________________________ X
____________________________________ X

SECURITIES AND EXCHANGE COMMISSION, :

Civil Action No.

03 Civ. 2941 (WHP)

Civil Action No.

03 Civ. 2042 (WHP)

Civil Action No.

03 Civ. 2943 (WHP)

Civil Action No.
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Plaintiff,
— against —

GOLDMAN, SACHS & CO.,

Defendant.
____________________________________ X
SECURITIES AND EXCHANGE COMMISSION, :

Plaintiff, 5

— against — :
CITIGROUP GLOBAL MARKETS, INC., F/K/A
SALOMON SMITH BARNEY INC,, :

Defendant. :
____________________________________ X
____________________________________ X
SECURITIES AND EXCHANGE COMMISSION, :

Plaintiff, E

— against — :
CREDIT SUISSE FIRST BOSTON LLC, :
F/K/A CREDIT SUISSE FIRST BOSTON :
CORPORATION, :

Defendant. :
____________________________________ X

SECURITIES AND EXCHANGE COMMISSION,
Plamtiff, :
— against —
HENRY McKELVEY BLODGET,

Defendant.

03 Civ. 2944 (WHP)

Civil Action No.

03 Civ. 2945 (WHP)

Civil Action No.

03 Civ. 2946 (WIIP)

Civil Action No.

03 Civ. 2047 (WHP)
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SECURITIES AND EXCHANGE COMMISSION, :
: Civil Action No.

Plamtift,

03 Civ. 2948 (WHP)

— against —

MORGAN STANLEY & CO. INCORPORATED,

Defendant.

SECURITIES AND EXCHANGE COMMISSION, :
: Civil Action No.

Plaintiff,

04 Civ. 6909 (WHP)

— against —

DEUTSCHE BANK SECURITIES INC,,

Defendant.

SECURITIES AND EXCHANGE COMMISSION, :
: Civil Action No.
Plaintiff, _
04 Civ. 6910 (WHP)

— against — :

THOMAS WEISEL PARTNERS LLC,

Defendant.

SUBMISSION BY LAW SCHOOL INVESTOR PROTECTION CLINICS PURSUANT

TO COURT’S ORDER OF JUNE 13, 2006

1. Introduction

The Investor Protection Clinics for Northwestern University School of Law, Pace

University School of Law, Fordham University School of Law, and the University of San
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Francisco School of Law respectfully submit to the Court these Comments pursuant to
the Court’s Order of June 13, 2006 soliciting recommendations from interested persons
as to the dis‘_tribution or use of the remaining Funds.

The Investor Protection Clinics request the Court to consider using a porﬁon of the
remaining Funds té establish a permanent endowment for existing investor protection
legal clinics and for creating investor protection legal climics in underserved geographic
arcas. As described below, the recommended endowment not only is consistent with
both the Final Judgments and the Original Distribution Plan but would also be the best

use of a portion of the remaiing Funds.

2. A Brief History and Explanation of Investor Protection Clinics

Due to the advance in technology, more people than ever are entrusting their
savings to the stock market. Though the regulation of the stock market has improved
throughout the twentieth century, small private investors, especially the elderly and
novice investors, are still much more likely to be both targeted and taken advantage of by
unscrupulous brokers and investment firms. Furthermore, since many of these small
investors are not investment savvy, they often believe the losses they suffer are a natural
condition of the market or their own fault, rather than a result of broker misconduct. In
fact, a 2003 NASD Investor Education survey revealed that ninety-seven percent of small
investors realize they need to be better informed about investing. Even when small
7 private investors do realize they have a potential claim, fh¢y lack the resources to obtain

legal expertise.

n
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Investment Protection Clinics (IPCs) are clinical law programs in which students,

for academic credit and under the supervision of law faculty, provide free legal assistance

to investors who have arbitrable disputes with their securities brokers or brokerage firms,
but who are unable to obtain Iegal- representation because of the size of their claim and
lack of resources. TPCs close the gap in legal representation by providing access to
Justice for small investors. These clinics attempt not only to better educate private
investors of their options but also provide them with legal representation that most
private investors otherwise could not afford. IPCs ensure equal protection for women,
the elderly, and novice investors in both mediation and arbitration. While providing
investors with these resources, these clinics also are providing law students with the
means to gain practical legal experienbe while still in law school.

The first clinics were started in the late 1990s after the publication of empirical
studies showing that “win rates” in arbitration — as well as the percentage of claimed
losses awarded — were significantly higher where claimants were represented by counsel
than where the claimants pursued their claims pro se.

At the same time these studies were published, then-SEC Chairman Arthur Levitt
attended a series of town meetings around the country and heard complaints about the
difficulty or inability of small investors to retain adequate and affordable counsel to assist
them in their efforts to pursue their claims. Smali investors’ claims are too small to make
it cost-effective for a lawyer to take the case, and, this, coupled with the fact that those -
with legal counsel fare far better in the arbitration process, leads to built-ih bias against

small investors in securities arbitration. Chairman Levitt engaged in discussions with law
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school deans, convinced that the vehicle of the law school clinic could be used to
overcome this bias and deliver legal services to small investors.

Various deans and professors agreed with Chairman Levitt, and within two years,
four new IPCs had been created at Pace, Fordham, Brooklyn, and Buffalo. To date,
eleven IPCs have been established. These are: Pace University School of Law, Fordham
University School of Law, Brooklyn Law School, State University of New York at
Buffalo, Syracuse University College of Law, St. John’s University School of Law,
Benjamin N. Cardozo School of Law, New York Law School, Duquesne University
School of Law (Pittsburgh), Northwestern University School of Law (Chicago), and the
University of San Francisco School of Law, though this last is a mediation center only.

IPCs serve those small investors that meet the clinic’s eligibility standards. These
standards vary from IPC to IPC, but all of them require that potential clients have some
sort of claim cap (usually in the range of $50,000 to $100,000). However, most clients
do not ever reach the set claim cap, and claims are often less than $10,000. Despite the
small monetary amounts involved, to those the IPCs serve, it is often the vast majority —
if not the entirety — of their life savings. Clinics also have financial standards potential
clients must meet. (See e.g. Exhibit A)

Once students have determined that a potential client meets the clinic’s eligibility
standards, students then initiate a detailed investigation of the client’s claim to evaluate
both its legal viability and its evidentiary strength. This investigatioﬁ typically includes
telephone and in-person interviews of the client, factual and legal research, a review of

account documentation, and, when appropriate, witness interviews. Typical claims
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include, but are not limited to; churning, unauthorized trading, misrepresentations, theft,
and unsuitable recommendations by brokers. |

If the IPC determines that the claim has merit, the IPC offers its services to the
prospective client, making certain the prospective client understands that IPC students
will be their legal representatives and that the prospective client 1s comfortable with this
arrangement. Throughout the case, the IPC faculty provides guidance fo the students,
reviews all student work, and makes certain that the case is moving forward at an
appropriate pace. The supervising faculty members, however, give the students
considerable latitude in the decision-making process. Faculty members also are present
at any significant discussion involving the case (e.g., the initial meeting with the
prospective client, settlement discussions With opposing counsel, the pre-hearing
conference with arbitrators, and the arbitration hearing itself), but their primary function
is advisorj rather than an active participant in the case.

Beyond providing legal counsel, IPCs attempt to educate not only their students
(who may well later practice in this area) but also the general public. IPCs take initiative
in creating a more investment-savvy public. Most [PCs either run or are in the process of
running securities seminars, panels, and/or publications for the public-at;large. These
seminars, panels, and publications feature experts from both the legal and financial
professions who offer their advice to the would-be small investor. Although this
dissemination of information is no sure guarantee that small investors will avoid the

numerous pitfalls of investment, it at least offers them a measure of added proteciion.

3. The Current Crisis in Investor Protection Clinic Funding
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The need for close faculty supervision keeps IPCS small. Professors must first
provide students with a thorough background in both securities arbitration and then teach
the actual practice of the law, two subjects unfamiliar to students. Besides providing a
crash course tc; their students, faculty must closely critique every aspect of the students’
work, and so the number of students and, consequently, the number of cases an IPC may
handle remains limited. Despite their small size, in-house legal clinics are the most
expensive form of legal education, both in terms of time and actual monetary funds.

it is also very difficult to raise funds for IPCs. Some law schools prohibit their
clinics from chargiﬁg clients any attorney’s fees. Even if it is permitted, the small size of
the claims makes it impossible for IPCs to self-fund through contingency fees. After all,
IPCs take claims that are too small for practicing attorneys to profitably take, and the idea
of taking a fee from those that have lost the whole of their slight savings is challenging at
best. When a person has lost slightly less than $100,000 and all an TPC is able to recover
is $10,000 — and this is now all that remains of that pérson’s retirement — an IPC is hard-
pressed to ask for a fee. Therefore, IPCs must look elsewhere for a source of funding.

* These facts are currently being documented in a study the IPC at Northwestern
University School of Law is doing pursuant to a grant provided by the NASD Investor
Education Foundation.

New York - where the bulk of IPCs may be found - initially provided funding for
its [PCs through a grant from the Office of the New York State Attorney General. The
Attorney General settled an TPO case against five communications companies; however,
his Office was not able to determine who was entitled to restitution. Therefore, the

Office decided to use these settlement funds for'public securities education. These so-
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called Spitzer Grants allowed many law schools to expand the services of existing IPCs
or create new ones, including those IPCs at Albany, Cardozo, New York Law, St. John’s,
and Syracuse.

Spitzer Grants, however, rﬁn out. Many IPCs are reaching a critical period in
funding; Albany already has closed its IPC due to its inability to obtain alternative
funding after the exhaustion of its Spitzer Grant. The NASD Tnvestor Education Fund
created by this Court offers grants that may be used for research purposes; however,-
NASD Investor Education Fund guidelines prohibit the continued funding of clinics.
Therefore, older clinics such as Pace and Fordham — cannot apply for NASD funding to
continue their programs. The IPCs at Syracuse University College of Law, Benjamin N.
Cardozo School of Law, and State University of New York at Buffalo School of Law are
in such a fund crisis that they are seriously considering closing their doors. Besides the
NASD Investor Protection Fund and state grants, however, there are few organizations
with either the capacity or the inclination to provide the funds IPCs require to remain in
operation.

Newer [PCs, such as the one at Northwestern University School of Law, can and
have applied for a NASD Investor Education Fund grant. However, Northwestern’s
NASD Investor Education Fund grant was not granted to the [PC at Northwestcfn to
establish a new clinic but rather study how Investor Protection Clinics are both
established and operated. In the course of fulfilling the NASD Investor Protection Fund
orant mandates, the IPC at Northwestern has discovered that both new and old clinics
suffer from the same funding crisis. Moreover, there is no guarantee that the NASD

Tnvestor Education Fund will ever accept a grant proposal to establish a new clinic. The
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same may be said of staté agencies: there is a need for clinics in such states as Florida,
Arizona, Texas, and California, and despite dialogue between concerned professors and
state securities commissioners, no new 1PCs have been created. Although Pepperdine
University School of Law has had several serious discussions about creating its own IPC,
a lack of funding has been one of the main reasons why a Pepperdine IPC has yet to be
established. Similarly, in Florida, both Nova Southeastern University Shepard Broad
Law Center and St. Thomas University School of Law have been interested in creating
IPCs and yet funding remains an issue to overcome.

In an attempt to keep funding to a minimum, some IPCs, such as the one at San
Francisco University School of Law, limit their legal counsel to mediation rather than the
more costly arbitration. This, however, also limits the help an IPC can provide to small
investors and, therefore; can be a VCI'}‘/ damaging trade-off.

The geographic scope of IPCs is extremely limited. Due to state bar unauthorized
pracﬁce limitations (which usually includes out-of-state legal students), IPCs generally
cannot represent an investor arbitration hearing in a state other their home state. Yet at
present, outside of New York, only three other states have an IPCS: (1) Nllinois, through
the IPC at Northwestern; (2) Pennsylvania, through the securities arbitration practicum at
Dugquesne University School of Law in Pittsburgh; (2) California, through University of
San Francisco Investor Justice Clinic (mediation only). Northwestern is the only clinic
currently taking cases outside of its home state. This situation drastically hurts small
investors’ chances of successfully ox}ercoming the biases in our current arbitration

System.
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4, The Continued Need for In?estar Protection Clinics and Concluding

Remarks

Although the current state of IPCS'is much stronger than when Chairman Levitt
made his initial proposal to the law communiﬁy, the demand for IPCs far exceeds the
supply. On average, IPCs can only accept about one out of every four potential clients.
Some of these potential clients are rejected for such reasons as not having a meritious
claim, but many of them are rej ectéd because an IPC has more cases than it can handle.

However, despite this, intra-clinic and inter-clinic studies have shown that TPCs
are a roaring success. They are popular among law students, as evidenced by the fact that
more studenté seek admission into TPCs than there are spaces available. The arbitration
forums of both the NASD and the NYSE have been very helpful to and suppo_rtive of
IPCs, and numerous mediators and expert witnesses have volunteered their services
without charge. There are now several hundred attorneys and soon-to-be att.omeys who
know a great deal about the securities arbitration and mediation process, and — most
importantly — there are numerous small investors who have managed to overcome the
built-in biases against them in the securities arbitration process and regain at least a
portion of their losses.

For example, Pace Law School's Securities Arbitration Clinic represented a retired,
disabled firefighter who was on fixed income. The client alleged that his broker made an
unsuitable recommendation that he purchase a deferred variable annuity in his account.
After settling a portion of the claim against the firm, the client proceeded with the
remaining claim for damages against the broker in an NASD Simplified Arbitration.

After a hearing on the papers, the single arbitrator issued an award for Pace’s client in the
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amount of $13,841.01 (plus interest). This award amount made Pace’s client whole by
ordering the broker to repay the entirety of his out-of-pocket damages. Although the
broker attempted to have a state court vacate the award, he was unsuccesstul, and an
appellate court affirmed the lower court's confirmation of the award for Pace’s client. A
different client of Pace’s clinic — an elderly couple who obtained a sizable seftlement
from a suitability claim against a major financial advisory firm — wrote: “I cannot find the
words to fully express our gratitude as this settlement has not only been such a wonderful
help to us ﬁnanciallly but also a great help to me, emotionally.. ..Each morning when I
awake, I offer my thanks for our blessings which includes the seitlement....”

Another success story comes from the IPC at Northwestern. The IPC recently
recovered a college-savings bond for a Chicago college student. One of the TPC students
discovered that the college-savings bond had been given to the college student’s
guardians despite the fact that the student had turned twenty-one and had Waméd the
agent paying out the bond that her custodian would likely steal it. The IPC was fully
prepared to file in state court against both the agent and the custodian, but the same [PC
student negotiated an eleventh-hour settlement with the custodian. The custodian agreed
to return the full amount of the bond to the college student. This is the sort of case that
would be refused had the student sought traditional legal representation due to the small
size of the claim. Had she represented herself, her chances of recovery would have been
drastically reduced — as she was wary of confronting her former guardians without thé
authority of legal couns.el behind her. The presence of an IPC in Chicago, however,

allowed the college student a “level playing field.”
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Another example comes from the IPC at Fordham where Ms. B, a seventy five
year old grandmother with a high school education and still working as a secretary at a
job she had held for the last thirty years, transferred her retirement savings of less than
$50,000 to a brokerage firm. Although she did not know what a margin was, her broker
opened a margin account for her and purchased securities on margin. When her account
at the firm was finally sold out, she had lost 40% of her retirement savings and this was at
a time when the Dow Jones Industrial Average gained 60%.

Her broker transferred to a new brokerage and Ms. B transferred her account to
her at the new firm and continued to lose money.

Her broker then transferred to a third brokerage firm and brought Ms, B’s account
with her again. The broker continued to purchase securities in Ms. B’s account that were
far more risky than her financial condition warranted. Further, the broker churned the
meager amount left in her account and, needless to say, she continued to lose money.

Fordham’s IPC filed a claim against both the original firm and the broker and
settled on behalf of both, receiving a substantial portion of her initial losses. The Clinic
next filed a claim against a subsequent firm as well as the broker. This firm settled on its
own behalf, and Ms. B. continued her claim against the broker. An NASD arbitrator
awarded Ms. B. the full amount of her claim. The Clinic is hoping to confirm the award
and pursue further claims on behalf of Ms. B. against the remaining firm.

A former Fordham IPC client had this to say: “The Clinic provides a vital service.
In addition to providing students with some hands-on experience in the Securities area, it
also provides the opportunity for someone like myself, who because of losses

inappropriately incurred, has no resources left to hire legal representation.” This same
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client ends his thank-you letter o the IPC by expfessing his gratitude towards everyone
involved because they have helped him “get back on [his] feet after a really horrible
financial experience.”
Beyond helping individuals, however, IPCs serve as community-building
exercises between a law school, the greater legal community, and the general public.
Northwestern University School of Law’s strategic plan outlines what 1t expects

from its clinics:

Northwestern's nationally recognized clinical program has been a leader in
teaching about the law in action in three ways. simulation of trials and negotiations,
actual client representation, and exterﬁship work in a variety of legal practice settings.
Novthwestern's clinical program also has served as a unique model of linking pedagogy
to legal reform through programs such as the Children and Family Justice Center, which
has been instrumental in reforming the delivery of justice to juveniles. We will pursue
other opportunities 1o link teaching and institutional reform. Our clinical faculty, while
taking on some of the most challenging cases and social issues, has gone beyond
teaching the practice of law to uniquely contribute influential scholarship toward the
resolution of key social issues, to improve c.linical trial practice, and to lead in the
development of new clinical pedagogy. We will build upon this strong foundation to

create a clinical program second 1o none.

These words serve as a beacon not only for Northwestern’s Investor Protection Clinic but

all IPCs, be they already established or still in the planning. A representative of the
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NASD has stated: “[The] NASD believes strongly that the clinical programs provide an
excellent service for small investors who may not be able to afford counsel. In addition,
the clinics create 0pp0rtﬁnity for students to gain practical experience.”

In short, IPCs provide a range of much-needed services to the public that the
clinics increasingly éannot afford to maintain.

Therefore, the Inv';stor Protection Clinics respectfully ask the Court to set aside a
portion of the unused settlement funds for investor protection clinics. The Investor
Protection Clinics would like an opportunity to formulate a detailed proposal for
permanent endowment for both existing clinics and the creation of new clinics in
underserved areas of the country. When it comes to investor education, providing access
to justice to a needy population of small investors is one of the best ways that the

Remaining Funds can serve the public good.
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EXHIBIT A (IPC ELIGIBILITY STANDARDS)

1. NORTHWESTERN UNIVERSITY SCHOOL OF LAW

Eligibility standards include:
Client's household annual income generally cannot exceed $100,000
Client's claim generally cannot exceed $100,000

Investors living in the United States may seek help from Northwestern Law's Investor
Protection Center. However, the center is limited in the help it can provide to nvestors
residing outside of Illinois.

2. PACE LAW SCHOOL

JILS can consider representing only those investors who meet these eligibility standards:
1. Your household’s annual income cannot exceed $75,000.

2. Your claim cannot exceed $50,000.

3. You cannot have any major assets except your home and your car.

4. You must have consulted three attorneys, who have declined to represent you because
of the amount or nature of your claim, or a legal referral service that certifies you are
unlikely to obtain representation on a contingency basis.305. You must be a resident of
New York State.

3.ST. JOHN’S UNIVERSITY SCHOOL OF LAW

SAC can consider representing only those investors who meet the following eligibility
standards:

1. Your claim cannot exceed $100,000.
2. You cannot have any major assets except your home and your car.

3, You must have consulted three attorneys, who have declined to represent you because
of the amount or(nature of your claim, or a legal referral service that certifies you are
unlikely to obtain representation on a contingency basis.

4. You must be a New York State Resident.

17
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5. Preference will be given to senior citizens.

6. Your annual income and net worth must be within a certain range. SAC will exercise
discretion and flexibility based upon individualized circumstances regarding annual
income, claim amount and net worth.

18
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SECTRIPIES AND ENCHANGE COMMISSION
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ORDER REGARDING INVESTOR EDUCATION PLAN

O October 31,2003, this Court approved and entered the Final Judgments i these
refated actions resolving the SECTS complaints against ten nuajor investment banks and bwo
individuals cune.‘crning cquity research analyst practices in the fate 19905, At that time. thes
Court entered an Order Regarding Investor Education for cach of the seven investment bank
defendants contributing invester education funds {“Investor Education Orders™) Section B ot
the Investor Pducation Orders regquired the SEC w brc;»pu.»w an lnvestor Fducation Plan for the
Court s consideraiion and approval. The SEC submitted s plan on Febroary 13020040 The
Court appron -;c.l Ut plan by Oreder dared March 252004,

On Seprember 240 2004 this Court appraved and entered o Final fudament resolving the
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SECTs compiaint agamst Deutsche Bank concerning equity vescarch analyvst practices. That Vinal
ledement reauired Deutsehe Bank o conteibute investar educuation funds pursuant o the plan
approved by the Coort on Muarch 23, 2und

Ry application dated Mav 40 2003 the SEC proposed @ new nvestor education plan that
worhd dissoive the Tnvestor Dducadion enuty {lnvestor Bdueation Fating 7y established pursuant
o ihis Court™s March 25 200 Order, and Tali the investor education objectives of the Fiud
Jedoments py chartimg o dilterent conrses Inits My 402005 nlan. the SEC proposed
distributing the investor education funds on deposit at the Federal Reserve Bank of New York o
the NASD Investor Uducadon Foundation (UNASD Foundution™).

On Jane 9, 2003 this Court conducted o hearing o consider the merits of the SEC s new
mvestor education plan. Prior w the hearing, this Court received submissions objecting o the
SECTs proposal. Having considered the SECTs motion as welt as the submissions of interested
nartics and the presentations of counasel, this Court grants the SECTs application on the following
s,

This Order supersedes the Court’s hnvestor Education Orders dated October 3102003 and
modifies the Deutsehie Bank Fuwl Judement dated Seprember 240 2004, The Tovestor .‘-‘.ducmiun
Plasy approved by the Murch 230 2004 Order isrescinded,

A Bissalution Of Iuvestor Edueation Entity

i The nvestor Bducaiion Eatity established pursuant o this Court’s March 25
260 Order 1s directed o take all necessary steps to wind down s ai¥airs and lerminate is
COFPIITALY CX IO,

s Within thirty dass of entry ot this Orders the Investor Education Entiny shall e
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with the Court an application for pavinent ol reasonable and necessary feess costss and expenses
incurred by the entity. The applivaton mav include fegal fees, costs and expenses assoviated
with the lermination of the Investor BEdueation Entitey. At Teast friteen day < hetore muking sueh
apphication o the Court, the Investor Edueation Entity shall xubmic the application w the SEC,
and the SEC shall advise the Court whether ithas amy objection. Upon approvad of any sueh
sppdication by the Conrt the Cowrt by an taplementing order sl aumthorize the pavment of the
appros ed tees and expenses,

Ry Adlnotices, reparts, and other information required o be subnutied w the SEC
wnder tiis Order shadl be sent 1o the attention of Sasan [ Waederko, SEO Offiee of nvestor
Pducation and Assistance, 100 F. Street, NoEL Washington, 020349,

4. The income wax reporting requirements relating o the investor education tunds on
depasit at the Federal Reserve Bank of New York (CFRBNY Investor Education Accounts™)
shath be the respansibilite of Damasco & Associates, which is appointed the Internn Fax
Administrator of the l"'!"\’l"i.\i\’ Fvestor Fdueation Accounts purstant e wrms set forth in
Section Foofthis Ceder. After the funds ars tansierred o the NASD Foundation. any tax
reporting requirements relating w any income carmed on such funds shall be the sole
responsibilitn of the NASD Foundution Tor the period during which the NASD Foundation
adminysters the Tunds.

5. SMoenies inthe FRENY [nvestor Fducation Accounts are intended wo be “qualified
settlement funds" purseant o Secton 46813(0) of the Internal Revenue Code und regulations
thereunder. Monies in the FRENY Invester liducuiim‘. Accounts may b tsed Lo pay any tases

onineome varned By such accounts. The expettses referved o in © A2 ol this Orpder shafl be
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abfiaations of and shafl be paid from the qualificd setlament funds and not the Investor
Education i

&, Phc resignativis of the Investor Bducation Bt s board menshers and ol fleers
Charles B LS. Geerae o Daly Sheita O Baie, Toseph UL Dionpe, Carab L E ooimis, Bionel T
Sowell HL Reboecn W Rimel, and Jay Vivian will be etlective upon the receipt by the entit of
aleriitenre of Dissodution ssued by the Staie of Delaware, Caunsel Tor the entiey shall provide
avapy obthe Certilivate of Dissoluton o ihe Court and the SEC.
B. The Distribution OFf The Investor Education Funds

L Alb of the funds in the FRBNY Tnvestor Bducation Accounts and all fture

mvestor education installment pavments required of defendants Beuar Stearms & Col Ine.

Citigroup Global Markets, Ine. k7 Salomon Smilﬁ Barnev, Inc.. Goldman. Sachs & Col 1P,
Morean Sccurities, Ine. Lehman Brothers: Ine Mernill Lyvnch. Pierce. Fenner & Smith
Incorporated, UBS Warburg LEC and Deutsehe Bunk Secursties. Ine (less the wses and
approved fees costse and expenses deseribed in ¥ A2 A and FLE-3 of this Order. and any
outstanding amount due for the administrative court registry tee as required under € A2 ot the
Fral fudumenis), shiall be distributed 1o the NASD Foundation by an implementing order of this’
Court. For the period during which the NASD Foundation administers these unds, the wenms off
this Order shall apply o the NASD Fowndation. These funds, and any in!c't‘_csl thereun. shall be
miintined by the NASD Foundation in a seeregated aceount {the "NASE Foundation Investor
Fducaton Account™ o be used exclusively o effectuate the purposes of this Order. Fhe Tunds
iy the NASD Foundation Investor Education Account shadl be vivesied iy money nnoker tunds

or securitios with maturitios ol loss than six months and backed by the full anth and credit ot the
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LN covernment.

o The feture imvestor education nstaliment paviments of the defendants deputied i
< B ol this Order. required W be paid annually on o besore the month and dioy ol entry of the
Final Judgment mcach case, shall be made divectly to the NASD Foundation. The NASD
Poundation shall provide these defendants with paymentiwire instructions for deposit o the
seprenated account relerred o In @ B ahe NASD Foundation v estor Education Avcoun), und
detendunts shall provide the Court and the SEC with contemporaneoas prood of the pavments,
e NASD Foundation shall keep secount records safficiont o document whether cach
defendant identified in € B of this Order has made dimely and complete payments.

The NASDH Foundation shail use the funds in the NASD Foundation Investor
Education Account e award grants porsuant to the guidelines of it grant program. appended tor
peforenve as Lxhibit AL The funds in the NASD Foundation Tnvestor Education Account shall be
wiilized for new or expanded education initdatives. The NASD Foundation Investor bducation
Avcount s not imen.dcd to replace current NASD funding of the NASD Foundaion. Al a
mintimum, stich NASD funding should continte m the same proportion as such funding bore o

the NASD s overal 2004 budeet during the period the NASD Foundation {nvestor bducation

Acotnt exists.

4. As applicd to the grantees of grams awarded by the NASD Foundation frony lhe
NASD Foundation investor Bducation Account. such griunts shall oot be used:

CAg o benedit directhy orindivectly:
person invelved i the

i hevond any payvments suthorized by the Courto any

review or approval of applications for arantssamd any entty that employs

R
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such w person:

(23 Defendants, their predecessorss suceessors, or their subsidinries, s

Hites,
prescint or farmer officers, directors. or thewr employees. ar Uiose i1 active
concert or participation with them through subrogation or otherwise:

t3 any person who hag been convicted of o crime subsiantialhy related toany
act or practice. ar the tvpes ol @ots or practices. i{lcmiiiu! in the
Complaints in the eaptioned actions:

i-h army person who has been enjoined by a court or sancuoned by the
Commission or zny other reeulatory authority for any act or pi'uctic&. or
the tepes ol acts or practices, identificd in the Complaints in the captioned

dotions: or

(3 anv person mimed as o delendant in a pcmling‘hxlcml criminal or civil
enforcement action for any act or practice, or the types of acts or pracuces,
identitied in the Complains inthe captioned actions:

(B o promote, dircetly or indirectly. the investment products or services of any

single firm orentin: provided, however, that monies from the NASD Foundation
tvestor Fducation Account may be directed exclusively o the NASD Foundation

For use and disposition i accordanee with this Order:

() for anvy uniawiul or unethical purpose: or
Dy forany non-educational or non-rescarch purposce,
3 [Uis the intention of this Order that the Tunds in the NASD Foundation favestor

Fdueation Account will not be used as a permanent endowmient. The NASD Foundation shall
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e s hest ofTorts o disiribute these funds inan expeditions manner, consistent at afl tmes with
the rerms of this Order. and by no later then ten years irom the date of this Order: ';ws'u\-idcd.
however. that the NAST Foundation shall have the richt o seck the Cowrt's permission to
Moty ihis a]g:t{!linu oil natice o the SEC

b, Members of the NASD Foundution Board of Directors will be selected by NASND.
aabiect ks the relevant NASD Foundation By-Laws and the provisions of this Ovder. The NASD
Wl consuit with e SEC about proposed NASD Foundation Board appaintments, and agrees 1o

appoint persons acceptable w the SEC. The NASD Foundation Byv-Laws shall be amended w

require that at least a majority of the Board of Directors of the NAKD Foundation shall consist of

members of the public who are not emiploved by a seeurities rcgufamr and who have no material
business relationship with the securities industry. provided that a “material business
relationship™ dues notinclude an educational or research entity that is unalfiliaed witl the
sevuriies Hudusir.

7. Fhe NASDH Foundation mas use a portion of e funds in the NASD Foundation
Investor Bducation Account Lo cover the reasonable and necessary expenses associated with
distributing crant awards from the funds in the NASD Foundation Investor Plucation Aceount
and conpiving with the terms of tis Order,

. he NASD Foundation shall provide the SEC with quarterly reports that deseribe
the use of Tunds in the NASD Foundation Investor Lducation Account in the preceding quarter
as wetas NASD Foundation™s strategic plan for use of the funds in il'w upeoming quarter. The
SEC <hall Hile acopy of cach NASD I-'::nms_l:.uinn quarterhy report with this Courte Bach report

il at s minimum, ddentify both approved and non-approved erant applications stee the fast
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guarterly report. fneach case. a report will identily the party seeking the arani. desertbe the

Hiterded use of the vrant, the vrant amount. the project weem, and the 1ype ol grant feducation,

research. or combination educationsrescarchl, The report should detail ail expenses incurred in
distribusing crant awards from the NASD Foundation Investor Bducation Account. Buch report
shadtabso inclide an aceounting ol reccipts wnd expenses i reasonable detil The NASD
Fosdation shatl also provide the SEC with an annuad report setiing forth the NASD
Fotndiation s strateeie plan for the dpeoming vear regarding the e ol tunds i the NASD
Foundation fheestor Education Accounts the Tourth quarter report wilh be included in the annual
eeport, The SEC shall file cach NASD Foundation annual report with the Courtl.

i, An annual audit of the NASD Foundation shail be perfarmed by an independen
third party. The resubts of the audits will be provided to the SEC and the SEC wiil fite them with
this Court,

Hi I the event ol a proposed dissolution of the NASD Foundation. the SEC shali file
an appiication with the Court setting forth a plan for the disposition of any remaining Funds in

the NASD Foundition Investor Fducation Account.

. Amendments To Fiad Judgment Against Merrill Lynch
b Fhe tollosing paragraphs in Seciion C ol this Order apply to the Final Hudanmient

entered apainst Merrill Lynch, Plerce. Fenner & Smith. fncorporated Covterril D ovneh Binal
Judgment).
o Section [V, Paragraph A2 of the Merrill Evnch Final Judgment is amended to

delote the relerence 1o an “Investor Education Fund.™ as that term was defined as o depositary

aecount of the prior investor educntion entity. Section [V, Paragraph A2 of the Merrith Famch

-
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isal fJudement is further wnended o deleie the fast three sentences that require the deduction
from the vestor cducation Temds of an administrative court regisiry fee.
Section IV, Paraoraph BT of the Merrift vneh Final Tudament iy amended 1o

delote rthe reforence tooan “Investor duvation Fund.”

4. Section PV Paragraph B2 ol the Mot Lyneh Final fudgment s amended o

delete the requirenient that the tnvestor education funds be used o help establish anews e
cwept non-prolic erant adminisiration organization. and is tarther amended to defete references
ty the term T hnvesios Fucasion Fand.”
3. Section 1V, Paragraph C ol the Merril Ly nch Final Judenient s amended to
delete the relvrences o an “Investor BEducation Fund,”

. Section 1V, Paragraph D of the Merrill Lynch Final Judement is amended 1o

delete the reforences 1o an “havestor Bducstion Fund.”

n. Amendments To Finalb Judgment Aguinst Deutsche Bank
i The followine paragraphs in Section [ ol this Order appiy w the Final Judgment

cutered auninst Deutsehe Bank Sccuritios, ine. ¢"Reutsehe Bank Final Judgment™).

Section [N, Paragraphs AL and A2 of the Dewsche Bank Final Judgment is
amended 1 delete the reference toan “Investor Education Fund.” as that tenm was defined in
Section INL Paragesph A2 as a depositary sceount of the prior investor education entity.

RN Section [N, Parngraph A2 althe Deutsehe Bank Fmal Judgment is amended
detere the last tree sentences that reguire the deduction from the investor education funds ol an
adiministrative court registry fee

4. Section TN, Paraeraph 3.1 of the Dewtsche Bank Final Judument is amended o

-1 -
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ot the reterence tooan Chn eswor Bducanon Pund.”

=

A Section 1IN Parnaraph 3.2 of the Deutsche Bank Final Judgment i amended o
defere the reguirement that the investor edaeation funds be used 1o help establisi o new tan-
excmipt. nen-prolit grant adannistration organizazion. wnd s further amended e deleie references
o the tenm hnvestor Pducauon Fund.”

6. Paracraph O of the Deatsehe Bank Final Judemenst which mirrared o provision
af Tnvestor Bducation Ovders now superseded.is defeted. The provision, as amended. s set forth
i this Order.

Jaragraph C2 ot the Deutsche Bank Final Judgment. which mirrored o provision
of Investor Fducation Orders now superseded. is deleted. The proviston. as amended. 1s set

farth i this Order.

hS Pavagraph D of the Deutsehe Bank Finab Judement is debered.
2 Paragraphs Fo L F 20 and 1.3 of the Deutsehe Bank Final hudgment are deleted.

as these provisions applicd to the creation and continued operation of a new investor education

H. Paragraphs .30 P40 F.00 F. 7 and G of the Deutscle Bank Final Judgment. which
mirrered provisions of Investor Education Orders now superseded. are deleted. The provisions.
an mnended are provided tor in this Order.

k. Amendments To Final Judgments Against Other Defendants Requived To Make
Investor Edueation Pavments

L Fhe following paragraphs in Section £ ot this Order apphy w the Final Juduments
\

entered ngainst detendants Bear Stearns & CooIne. Cltigroup Global Markets Ine. PR

Salomen snsith Bamney, fne Gobdman, Sachs & Col 1P Morsan Securities, Ine Lehman

]
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Hrothers, Ine and HBS Warburg 110
z Section ENC Paragraphs AL and A2 of the Final Judements wre amended o defere
the reference wan oy ester Pducation Fund.” as thas torm wus defined in Section [N Puraeraph

L

A2 s depositany aceount of the prior mvestor edacation entity.

iR Sectivit XL Paragraph A2 of the Final Judgments B amended o delete the fust
three seatences that redutre the deduction from the investor education funds of an administrative
court resisiey e,

4. section TXL Parngraph B of the I-'irn:zi Judgments is amended w delete the
reference o an hivestor Education Pund.”
3 Section INL Paraoraph 3.2 of the Final Judgments is amended 1o delete the
requirement that the investor education funds be used to help establish o new tax-exempt. non-
srofil crant administration ergantzation, and is further amended to delete references o the erm
“lrvestor Fducation Fund.”

. Sevtion [N Paragraph C ot the Final Judgments is amended o delete the
references 1o an ~investor Education Fund ™

7. Section [N Paragraph 12 ofthe Final fudements is amended to defete the

references o an Cinvestor Fdocation Fund ™

i Appuintment OF Interim Tax Administrator
I Damasco & Associales is appeinted as tnterim Tax Administraior o execute all

Heome lax reporting requirenents. including the preparation and fHling of Tax returizs, With
respoct o funds i the FRBNY Investor Education Accounts. Damasco & Associates witl not

has e s administrator responsibilities for any nceme carned on these funds after they are

[:1] K|




pransicered toothe NASD Foundation,

2. Pramasce & Associates shatl be desienated the imterim administrator o the

Code (IRCY 26 US.CL 83081 o), and related regulations. and shall satisiy the administrative
requiraments imposed by those regulations, including but aot bmited o tad obwining o taxpayer
pientilication number. (b Bling applicable federall stases and focal w returns and paying tixes
repoarted thereon vt of the Investor Edecation Fund Accounts.and (o) satstving any
ilermation. reporting, or withholding reguirenments inposed on distributions frem the FRENY
Dyvestor Bducation Accounts.. The loterimy Tax Administrator shatl contemporunecusty provide
copies ot all such Blings w the SEC

RY The Tnterim Tax Administrator shafl, at such times as the Interim Tax
Administrator deems pecessary o bl the yx oblizations of the FRBNY {nvestor Education
Avcowls, request that the SEC Gle swith the Court o motion, supported by the Interim Tax
Administrater’s dechration of the amount of tnes due, w transter funds rom the FRBNY
Investor Education Accounts o pay any lax obligations of the Accounts.

4. The Interim Tax Administrator shall be entitled o charge reasonable Tees i'm‘.m.\‘
comphance services and related expenses in accordance with it agreement with the SEC dated
Februars 23, 20050 The fnerim Tax Admenistrator shalloat such thnes as the Interim Tax
Ldministratar deems approprinze. submit a declaration of Tees and expenses to the SEC for
sibmission wthe Court for approval and for pavment from the FREBNY Tavestor bducation
Accaunts. Ne Tees or expenses my be paid absent the Court's prior approval.

i} At least ten (10) davs belore any maotion to pay fees and expenses is filed with the
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Court, the taterim s Administror shall provide the SEC with @ dratt ol the supporting

dechuration for reyiew. the SEC st has any corrections or objections 1o the declaration. the
nterim Tas Administeater aind the SEC salfshall atempt o reselve them on aconsensuad basis

[ consensual resolution is net reached. the SEC muay submit with the motion any ohjections

along with the Interim Tax Adminisirator’s response thereto.
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NASD Investor Education Foundation
Grant Guidelines

ished 1 2003, the NASD Investor Education Foundation S a nalural outgrowth of the NASDY
on 10 protect indestors and uphokd the integrty of the markets. Invesiors need 3 betier sense
A; tre Foundaton, we meel this nead by funtdng innovative research and educatonal §roiest

ubic wio could henefit from additonal resources.

SD Investor Fducation Foundation Mission
a0l

Eligibility

Tra Foundavon will award grants 1 entifies desionaied as tax-exempl according (o Inwrnat Revenue Code

264ick 31 and siale and olher public colleges anc unversities. The Foundation acsepts grant proposals from persons
o any race color, oreed. age. sex. disablity. and rational of ethnic ongm

Pz Foundatior sl not awars granis e
o lpdeeideals

o Organzalions affiiated with a current direcior, officer or staff member of the Foundation

s Organzaiions affibaied wih any person invored i the review of approval of granis or the organization thal
amoloys such a pereon

«  Orgarzations afftkated wilh a current member of the NASD Board of Governars
«  Securties fimns regutated by MASD

.+ Oiganizations afffiated with 2 secuntiss firm or individual reguiated by NASD. such s a faurdation
astatiished by a securities firm

o Sacurities reguiators, self-regulalory organizations or secunties indusiry lrade associations

s Organizalions thal are "disquaiified persons” pursuant to Article 1. Section 3(d) of NASD By-La

L

a i

rganizations proni wed from receiving grants pursuani 1o the Order dated August _ 2005 n SEC vs.
509

oar Stearns & Co, Inc, et al, Cait Aclion Nos. 03 G, 2837 - 2945 (WHP) and Civil Azion Nos. 04 Cn
Fa0% - 284G 1 vh

(_I 3

L'.F;

o Organizations that discrimmate on the basis of age, color, disability, marital siatus, national ongin, race
rehiglon, sex, semai orieniation, or valeran siaws

Grant Priorities
0f particu 8 interes! 10 the Foundation are projacis ihat

«  Eupand the body of knowledge andior provide practical matertais thal wil have 2 positive Irinact a0 EveEsior
adusation ¢f proteckon

o Pesearch metnods 10 imorove disciosurs 10 investors aboui investments and financial serviess
o znoourags investors io cneck the background of financial professiona’s prior 10 doing busingss wih them

s =mpower the nation's yﬂlf“.a neopie inat ace ahoul to enter the worklorce to peter prepare for refirement
" and 1o mest other £nancial goals

o Seher srepare older Amencans for handling their inances dunng retirgment

s Engourage women and nunonty cepulations o take contral of theie finzncial fulure tnrough nvestor
gducation

1= T8
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s Sdvance praclice, ooficy, and thaught in the fields ol investor education and rotection

Types of Projecis

sundaton seeks 12 fund ore

ieots thal advancs Hs mission frought

s Educational projecis or pragrams, Funding is for programs hat respand 1o a0 unmalovesion BHUSEen
or protection nesd for a targef audienca,

s+ Research Furding is for research that axpands the dcdy of snowledge a
of investor education and prelection.

< Combination of rescarch and educational program. Fundng is for nibatives that 'cad with @ research

slement and infiow with a igh-smpact invesior education or inveslor oretection profEct based upon th

itg of the research,

vd offers solutions i the beld

M

i3S

Types of Funding

The Foundation provises for res types of lunding:

»  Directed
These grants are awarded lo jund projecls iniialed by the Foungation in response 1o spacilic mvestor
aducation of protection needs identified oy the Foundation. In this case, the Foundation conceptualizes the
sroject, and locates the groups or indivicuals whose knowiedge and experence gualify them ta pursue he
orgject, and then provides the furding necessary 1o accomohsh (he project objective. Directed grants may
ne awarded st any lime, as projects retated 1o the Foundaton's funding priorities are dentfied

s Reguests for Proposals : .
Ths Foundation i35uUes requests for propasals that seek to address the Foundation's funding pdarities. A
request for proposais may ientify a specific issuz o target audience or may be general in nature.

= lUnsoficited Proposals

Tnese granis typically are awarded in response 10 snsoliciled funding reguests from ehigible orgamizations
‘or sef-nitiated crojeets thal suppon the Foundation’s mission

= Targeted Projects
The Egundaien may inwate sducational profecis of research in response to specific mvestor aducalion
ar nrotection neads denufied by tha Faundation. In this case, the Foundation conceplualzas the
sioiect, and uses a combination of Foandation-managed programs and directed grants o reach a
speciiic target audience of 1o address an unmat need in investor educauon. The Foundation provides
the funding necessary 10 accomplish the project objeclive, Targeted projects may be mitizted at any
“ma. as unmet nesds reiated to fne Foundation's funding prionties are wentified.

A orams proposals and targeted projests are subjest e evaluation by the Foundation's Beard of Direciors A
reauest to submit a grant proposal does not guaraniee that a grant will be awarded

General Grant Criteria
Tne Saundaton seeks rondsels At advance its mission and aisc
»  DProsent a oraciica and detailed slan for disiibulng the proect deliverables

s Field test promising eas and evaluale resufts Of take proven ideas and approaches 10 scaie

o oymive strategic collaboration with pariners, including hinsg in the non-profit, puble or forprofit ¢

o Are sustanable once Foundation funding ends

=]
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¢ Tareasily be sxpanded or replicated by slher organizations

]

«  se lechnology whersvar possibie to reduce the cost and increass availabity,
+  Cxpandor !ma,rnga— oregrams of matenals deveiopad or supportad by NASD. the Foundaion, NEFE or the
{ s and Exchange Commisgion

«  Presort 2 orolect based on research attesting 1o lhe relevance of the intendad dediveralbles

=)

A } 3 behaviorai change in the target audience 15 necessary ‘or ihe prainel's success ord, !
50. how that change wili be identfied, achieved. and measurad

«  Suhstantiale the abity to develop the projest on lime and within tne requaested budget

_J

B CGRSiter 0rposals 1o fund:

° was that are nol direcily related 16 the proect for which funding 18 sought
«  Saianzs of permanent staff ( rexamﬂ"e wrorated satares of administrative and executiva parsonnel. o

aversight and cnurdir tion activities of a project pringipal)  {Note that modest amcunts for relase ime of
university professors ars accepiable.)

o Capital costs such as building and construglion ar equipment such as computer hardware and office
furniure

»  Pass-through fundieg—for example, if the 501{c){3} organization plans 1o turn over the funding fo a
proprietary ocrganizalion or consuliant

o Projects wi patentiat cenflict of interest {for example where fundad lechnicat support or experise might
he provsde" I)f a hoard member of the 531(0){3) organization)

o Confererces and similar activilies that f2il to provide a long-temn solution or sufficiently troad outreach

s Disiribuiion methodologies that require crgoing manienance when 1he abifity 10 perform upkeep withouw
sontinued funding is Guestionable. Far example, materials with a short "shlf life” that would require ongoing
funtting for frenuent updating

= Pioiocts with proprietary glemen’s, such as for-profil actwities, use or purchase of sapyrighted or
trademarked malerizls, and propriclary research

o Lobbying, political contributions, fund-raising events, or othar sinilar activities dasigned to nfluence
legisfation of imarvene in political campagns

. Donatons, endowments. challerge grants, matching funds, and olher similar programs

s Direct of matching paymenis 'o members of he public. such as schelarships, assistance with personai and
family firancial difficuities. registration fees for conferences and training. or simidar aclivities

Gran% Amounts

Hare 15 10 S8t MINmUMm or MAaxuTum grant amount.
arpiect are the primary fosus

in

considering grant equests, the ments of the proposed

Distribution of Grant Funds

Award of funding is contingent upon successiul negotiation of a grant agreement & within a reasonabic hme

# a granize and fhe Foundation cannot successiully regodate a grant agreement within a reasenable tme 25 Jetemmined
Foundation, the funding wil not be refeased  After a grant agreement s executed, funds wilt e awarded mn

insiatiaeris contingent upon cerformance and acal expenses. nol to excead the grant amaunt

by the

v
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AITES DISTRICT COURT
! %é’rmcr OF NEW YORK
i

e X
ND EXCHANGE COMMISSION, -

Plaintiff,

— ?gainst -
i

ARNS & CO. INC,

Defendant.

SECURITIES AND EXCHANGE COMMISSION, :

Plaintiff, :

— against —

JACK BENJAMIN GRUBMAN,
Defendant.
____________________________________ <

SECURITIES AND EXCHANGE COMMISSION, :

_ Plaintiff,

'SECURITIES INC,,
.Eh ?{F
HE Defendant.

Civil Action No.
R

03 Civ. 2937 (WHP)

[PROPOSED] ORDER
REGARDING UNEXPENDED
DISTRIBUTION FUNDS

Civil Action No.

03 Civ. 2938 (WHP)

Civil Action No.

03 Civ. 2939 (WHP)
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SECURITIES AND EXCHANGE COMMISSION, :

Plaintiff, :
THERS, INC., :
Defendant. :
_______________________ X_
________________________ x
{AND EXCHANGE COMMISSION, :
i .
Plaintiff,
—fagainst;
'NCH, PIERCE, FENNER &
PORATED,
| Defendant. ;
| N X

‘ SECURITIES AND EXCHANGE COMMISSION, -
Plaintiff, l
— agginst —
U.S. BANCORP PIPER JAFFRAY, INC.,

Defendant.

Civil Action No.

03 Civ. 2940 (WHP)

Civil Action No.

03 Civ. 2941 (WHP)

Civil Action No.

03 Civ. 2942 (WHP)
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SECURITIES AND EXCHANGE COMMISSION, :

Plaintiff,
— against —
UBS WARBURG LLC,

Defendant.

SECURITIES AND EXCHANGE COMMISSION, :

Plaintiff,
S
] Defendant
1 x
el X

Plaintift,

‘ il agamst -

FIGROU ! GLOBAL MARKETS, INC., F/K/A
LOMO I%MITH BARNEY INC,,

Defendant.

,T\ID EXCHANGE COMMISSION

Civil Action No.

03 Civ. 2943 (WHP)

Civil Action No.

03 Civ. 2944 (WHP)

Civil Action No.

03 Civ. 2945 (WHP)

L./ T i S




ST | R ,
CURITIE S,A‘TND EXCHANGE COMMISSION, :

| Plaintiff, :

I —%against-— :

EDIT SUISSF FIRST BOSTON LLC, :
FK/A CREDIT SUISSE FIRST BOSTON :
CORPORATION, :
Defendant. :
———————————————————————————————————— X
____________________________________ X

SECURITIES AND EXCHANGE COMMISSION, :

Plaintiff, :

— against — :

HENRY McKELVEY BLODGET, :
Defendani. :
____________________________________ X
.................................... %

L:S

ECURITIES AND EXCHANGE COMMISSION, :

HRGAN &7

J , :
§= i Plaintiff, :
NLEY & CO. INCORPORATED, :

. Defendant. :
L LR L L X

CURITTH

'S AND EXCHANGE COMMISSION, :

Plaintiff,

Civil Action No.

03 Civ. 2946 (WHDP)

Civil Action Nao.

03 Civ. 2947 (WHP)

Civil Action No.

03 Civ. 2948 (WHP)

Civil Action No.

e




_ 04 Civ. 6909 (WHDP)
= against —-

| DBUTSCHE{BANK SECURITIES INC.,

Defendant.

M .. X
Ay :
UJRITI SIAND EXCHANGE COMMISSION, :
I | w : Civil Action No.
| 1 Plaintiff,
, 04 Civ. 6910 (WHP)
[-{against —
DMAS WEISEL PARTNERS L1.C,
N Defendant.
—————— ﬁx

On April 22, 2005, this Court approved the distribution fund administrator’s plan
proposed by Francis McGovemn. Pursuant to that plan, aé of May 15, 2006, approximately
$282.8 million of the distribution fund has been disbursed to eligible claimants. The remaining
funds are approximately $172 million, including accrued interest and uncashed checks. On May
23,2006, this Court directed the distribution fund administrator to make a proposal regarding the
disbursement of the remaining funds, and also directed the SEC and defendants to subinit
proposals. On July 7, 2006, this Court held a hearing regarding the proposals.

The SEC, in consultation with the distribution fund administrator, has requested thgt the

Court approve certain options proposed by the distribution fund administrator that relate to the

|
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g
35
e
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claimants already identified in the above-captioned cases. This Order provides for the
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payment of late claims, additional outreach efforts to reach eligible investors who haveé not

responded, and payment of pre-judgment and post judgment interest to eligible claimants. In

addition, this Order provides that administrative expenses of the distribution fund admiuistrator

incurred after July 7, 2006 shall be paid from interest accrued on the distribution funds.

L

The distribution fund administrator shall pay late claims, consisting of those

claims filed between July 29, 2005 and September 30, 2005.
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;:The distribytion fund administrator shall engage in additional outreach efforts to
: it
¢s and clalms from eligible investors who have not responded to prior notices and

|
J y the distribution fund administrator.

hglble claimants, as defined by the plan approved by this Court on April 22,

hose who have already received payments, shall be paid pre-judgment and post-

teht on the payments. The interest period shall be calculated beginning with the

date of the relevant equity security and ending with the date of the payment check.

] e.:'ést shall be the statutory post-judgment interest rate set forth at 28 U.5.C. 1961,

antually.

l%he administrative expenses incurred by the distribution fund administrator after

Jul]y 7, 2006 shall be paid from interest accrued on the distribution accounts on deposit at the

Federal Reserve Bank of New York. Payments from each distribution account shall be made

according to the same proportionate share calculation set forth in Section IV.B of the Final

Tudgments entered against defendants.
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6.

fSEhould any distribution funds remain after steps 1-3 above are completed the

; nd administrator, after consultation with the SEC, shall submit a proposal to the

osition of remaining funds.

The Court denies the requests for funds made by the research firin of Credit Sights

and the Investor Protection Clinics, as the distribution funds are iniended for eligible claimants

and funds for the goals of independent research and investor education have been adequately

provided for by other portions of the settlements in the above-captioned matters.

Dated: New York, New York

, 2000

WILLIAM H. PAULEY 111
UNITED STATES DISTRICT JUDGE
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/ ephone: (202) 551-4481
L",/ facsimile:  (202) 772-9245
L : E-Mail: Mejial@sec.gov

September 11, 2006

Honorable William H. Pauley HI

United States District Judge, Southern District of New York

Daniel Patrick Moynihan United States Courthouse

500 Pear! Street, Room 2210

New York, New York 10007 ‘i: -\\,{ <

Re:  Research Analysl Conflict of Interest Cases, Nos{03 Cw 2937 —)03 Civ. 2948,
04 Civ. 6909 — 04 Civ. 6910

@;

Dear Judge Pauley:

After consultation with Francis McGovern, the Distribution Fund Administrator in the
‘above-captionied matter, the SEC requests that the Court issue an Order to permit Professor
“McGovern to begm the following steps as they relate to the distribution of unexpended
disttibution funds:
1. ‘ ‘Payment of late claims, consisting of those claims filed between July 29, 2005
o " ‘and September 30, 2005.

' ;2 ; iAdditional outreach efforts to reach investors who did not respond Lo previous
{ l{mallmgs
3. ngment of pre-judgment and post-judgment interest to claimants, at the statutory
bst-judgment rate compounded annually.
The ahmmstratwe expenses incurred by Professor McGovern after July 7, 2006 should

e gllocated to and paid from accrued interest in each scparate settlement fund. A proposed

© Order is attached Should funds remain in any fund after these steps are completed the SEC will
consult with Professor McGovern regarding the submlssmn of a plan to the Court for the
disﬁosmon of such funds.

Respectfully,

Luis R. Mejia

ce! Francis McGovern, Counsel Of Record
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