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- UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

*. 100 F STREET, N.E.
WASHINGTON, D.C. 20549-5041

DIVISION OF ¥ M. ALEXANDER KocH
ENFORCEMENT , ) ASSISTANT DIRECTOR
‘ DIRECT D1AL: (202) 551-4762

FACSIMILE: (202) 7729227

E-MAIL: KOCHA@SEC.GOV

June 7, 2010

VIA OVERNIGHT DELIVERY

J. Michael McMahon, Clerk of Court ;

United States District Court for the Southern District of New York
Daniel Patrick Moynihan United States Courthouse

500 Pearl Street

New York, New York 10007-1312

. Re: SECv. Bear, Stearns & Co. Inc., No. 03 Civ. 2937 (WHP)
SEC v. Jack B. Grubman, No. 03 Civ. 2938 (WHP)
SEC v. J.P. Morgan Securities Inc., No. 03 Civ. 2939 (WHP)
SEC v. Lehman Brothers Inc., No. 03 Civ. 2940 (WHP)
SEC v. Merrill Lynch, Pierce, Fenner & Smith Incorporated, No. 03 Civ. 2941 (WHP)
SECv. U.S. Bancorp Piper Jaffray Inc., No. 03 Civ. 2942 (WHP)
SEC v UBS Warburg LLC, No. 03 Civ, 2943 (WHP)
SECv. Goldman, Sachs & Co., No. 03 Civ. 2944 (WHP)
SECv. Citigroup Global Markets Inc., f/i/a Salomon Smith Barney Inc., No. 03 Civ. 2945 (WHP)
SEC v. Credit Suisse First Bosion LLC, f/i/a Credit Suisse First Boston Corp., No. 03 Civ. 2946 (WHDP)
SECv. Henry M. Blodget, No. 03 Civ. 2947 (WHP)
SECv. Morgan Stanley & Co. Incorporated, No. 03 Civ. 2948 (WHP)
SECv. Deutsche Bank Securities, Inc., No. 04 Civ. 6909 (WHP)
SEC v _Thomas Weisel Partners LLC, No. 04 Civ. 6910 (WHP)

Dear Mr. McMahon:

Enclosed are the original and fourteen copies of Plaintiff Securities and Exchange
Commission’s Notice of Filing of Report from the FINRA Investor Education Foundation (Fourth
Quarter and Year End 2009). Please file the original in the Bear;, Stearns action (03 Civ. 2937
(WHP)) and one copy in each of the other above-referenced actions as if it was an original.
Enclosed is an additional copy, which we request be date and/or time stamped and returned in the
enclosed prepaid envelope. Thank vou for your assistance.

Sincerely,

M. Alexander Koch

- Enclosures
cc: Hon. William H. Pauley III (w/encl.); Counsel of Record (by e-mail, w/encl.)
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The FINRA Investor Education Foundation supports innovative research and
educational projects that give investors the tools and information they need to better
understand the markets and the basic principles of saving and investing.




FINRA Investor Education Foundation
Report to the SEC of the Globhal Settlement Funds
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Executive Summary

During the fourth quarter of 2009, the FINRA Investor Education Foundation Board of Directors
(Board) approved 38 new granis in the amount of $5.4 miilion and an additional $8.2 million for
targeted projects, for a total of $13.6 miilion, of which $9.5 million is payable from the Global
Seftlement Funds (the Funds). The approved amount for targeted projects included $3.7 million
in additional funding to continue the Military Financial Education project, $4.1 miliion for the
Investor Protection Campaign and $0.4 for the Teen Financial Literacy Proiect. The Foundation
continued to distribute funds related to previously-approved grants and targeted projects. In the
fourth quarter, the Foundation incurred $2.3 million in grant and targeted project expenses and
$0.1 million in general and administrative expenses payable from the Funds.

Since the receipt of the Funds by the

Foundation, the Board has approved and or - ORemaining ®Approved @incurred
committed $28.1 million of the $55.0 million, 100%

excluding interest, in total Global Settlement 90%

Funds. Of this amount, $15.0 million has been

disbursed from the Funds to pay grantees and 80%

project partners and $1.2 million to pay general 70%

and administrative expenses, which consist of

program related {(e.g., grant administration, 80%

symposia, etc.) and other costs of operating the 50%
Foundation. A balance of $11.9 million remains 40%
currently approved and committed by the

Board. Additional general and administrative 30%
expenses will be incurred on an ongoing basis 20%

each quarter. 10%

0% L
Global Settlement Funds

&

Cumulative Expenses and Commitments from Global Settlement Funds

Expenses incurred Total Expenses
December 31, 2009 and other reductions ' Remaining Approved and Commitments
{Dollars in thousands)
Grant Programs $ 6,824 $ 6,116 3 12,940
Targeted Projects’ 8,156 5755 13,911
General & Administrative 1,214 - 1,214
Total 3 16,194 5 11,871 $ 28,085

T Other reductions reflect the adjustment for either early termination of a grant or successful completion of a project for less than the
original approved grant.

Targeted Projects include the following: the Military Financial Education Project, the Investor Protection Campaign and the Teen
Financial Literacy Project.
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l. Summary of Activity in Preceding Quarter

The Foundation continues to support both grants and targeted projects. The Foundation Board
convened twice during the fourth quarter—October 7 and December 1—to consider grants and
projects for funding. '

Grant Programs

Throughout the fourth quarter, the Foundation reviewed proposals to the General Grant Program, as
well as those submitted to the Smart investing@your library, Financial Education in Your Community.
and Investor Advocacy Clinic grant programs. In sum, the Board approved 38 grants in the fourth
quarter of 2009 for a total of $5.4 million, as detailed below:

+ General Grant Program ~ The Foundation offers rolling deadlines for the submission of
project concepts to the General Grant Program. Applicants whose projects most closely
align with the Foundation's priorities are invited to submit a fuil grant proposai for
consideration at one of the Foundation’s Board meetings. During the fourth quarter,
Foundation and National Endowment for Financial Education (NEFE) staff reviewed and
evaluated ten full proposals received for consideration at the October meeting. At the
meeting of October 7, the Board approved three general grants totaling $1,357,478.
Throughout the quarter, the Foundation also continued to accept and review new General
Grant Program project concepts for consideration in 2010. :

+ Smart investing@your library — The Foundation's grantmaking collaboration with the -
American Library Association (ALA) is designed to support community-level investor
education and assistance through pubiic libraries and library networks nationwide. During
the fourth quarter, Foundation and ALA staff finalized review of the 55 applications received
in the second quarter. After a technical review and initial revisions to project plans, 30
proposals were forwarded to the peer advisory committee, which is comprised of practicing
business-reference librarians who have provided guidance to the program since its
inception. Following peer review, the Board approved at the December 1 meeting 19 Smart
investing@your library grants totaling $1,522,122.

¢ Financial Education in Your Community — The Foundation has partnered with United
Way of America (UWA) on a new grant program to build the capacity of regional and locali
community-based organizations to meet the financial education needs of underserved
working individuals and families. The project review committee—composed of Foundation
and UWA staff and other outside experts—finalized analysis of the 81 applications received
in response to the new program. At the December 1 meeting, the Board approved 12
Financial Education in Your Community grants totaling $1,496,398. '

*» Investor Advocacy Clinic Program — The Investor Advocacy Clinic Program provides
start-up funding and assistance to law schools that are well positioned to establish clinics
- offering legal advice and other heip for underserved investors. The program advisory
committee—composed of Foundation staff, FINRA Dispute Resolution staff, and Lisa
Catalano, director of the Securities Arbitration Clinic at the St. John’s University School of
Law—prepared recommendations to the Board from among the five grant applications
received by the July 20 deadline. After finai review, the Board approved on October 7 four
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investor protection clinic grants totaling $1 miilion to establish securities arbitration clinics in
Boston, Los Angeles, Southern Florida, and Washington, D.C,

Further, the Foundation closely managed more than 50 active grant projects. Five grant project
successfully concluded in the quarter. Resources and research resulting from Foundation-funded
projects are publicly available on the Foundation website, www.finrafoundation.org.

Targeted Projects

The Foundation supports four previously-approved targeted projects: the Military Financial
Education Project; the Investor Protection Campaign; the National Financial Capability Study;
and the Teen Financial Literacy Project. In the fourth quarter, the Board approved an additional
$8.7 million to support these projects, as follows:

* Military Financial Education Project — The Foundation’s model of research, educational
programs and partnerships and outreach efforts was subjected to a comprehensive year-
long evaluation to assess the project's impact. The third-party researcher found the model to
be successful in delivering high-quality financial information and tools to support the
Department of Defense (DoD) and the services in their efforts to help servicemembers and

 their families improve their-personal financial capabilities. In response to the resulting
recommendations to further strengthen the program, staff began to conduct outreach
activities to stakehoider groups. :

In early October, we hosted a reception for some 500 senior spouse leaders of the Army's
Family Readiness Groups in conjunction with their mandatory training at the annual
convention of the Association of the United States Army. The Foundation’s project was
pubiicly recognized, and the SaveAndInvest.org logo was evident on the t-shirts that all
attendees wore the entire day at the convention and throughout their tours of the National
Capital Region. Foundation staff and a Military Spouse Fellow were on hand to explain the
fellowship program and the military project as a whole. Later in the month, staff made
presentations as part of the legal assistance course at the Army Judge Advocate General's
Legal Center and School. This course is offered annually and is attended by 120 military
and civilian legal assistance lawyers from all the services. This is a significant milestone for
the military project, and is in keeping with the project's emphasis on reaching the greatest
number of influential military personnel within the military school setting. It follows our
successful presentation at the United States Naval Academy in August. Additional activity
during the quarter included placement of public services announcements, promotion of
Moneytopia (an e-learning game) and distribution of the Money and Mobility publication. We
also explored options for continuing to provide a tool such as BrightScore to help the military
community learn more about and improve their credit scores. Our pariners with the
Association for Financial Planning and Counseling Education (AFCPE) began to train the
195 new FINRA Foundation Military Spouse Feilows, while continuing to offer the “It's Your
Move” military retirement module and a new module on housing and mortgages.

At the October 7 meeting, the Board approved the continuation of the project through 2010
with a budget of $3,838,723. The 2010 plan is described in section II.
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Investor Protection Campaign — The Foundation’s research-based, social change campaign is
intended to help oider investors understand how they might be susceptible to investment fraud and
to replace risky investment behaviors with fraud detection and prevention behaviors. In the final
quarter of the year, the Foundation finalized the Outsmarting Investment Fraud curriculur and
provided it in multiple formats on CD with embedded video and supplementary materiais to partners
and volunteers to ensure consistent delivery. For presentations without audio-visual capabilities, the
Foundation developed a visually-interesting, durable, easy-to-transport “flip chart” package. We
also launched an online campaign “Pariner Toolkkit” containing all the information and materiais
needed to communicate the campaign message and conduct related activities in local communities.

With our documentary, Trick$ of the Trade: Outsmarting Investment Fraud, completed, we began to
fuifill orders from around the country for the DVD format. The documentary contains interviews with
regulators, academics and fraud victims, interspersed within the Outsmarting Investment Fraud
curriculum. In a pilot experiment, the video was screened in four predominantly rural communities
as part of the Vermont State Treasurer's annual Save for Retirement activities during the month of
October. Four additional public screenings were held in Washington State movie theaters in
November in partnership with AARP Washington and the Department of Financial Institutions. A
screening for DC-area financial education and consumer protection stakeholders was held on
December 1 at the Securities and Exchange Commission. Feedback from ail events was
tremendously positive.

The Foundation previously identified Coiorado, Fiorida, North Caroiina, Vermont and Washington
for active investor protection campaigns in 2009. Our five state-level campaigns combine events,
earned and paid media and grassroots outreach. Qutreach to the pilot states exceeded
expectations, both in terms of the number of attendees at investor events and the interest
expressed by local communities and media. Partnership events have engaged state officials, such
as Vermont's Governor and Treasurer, Colorado’s Attorney General, North Carolina’s Secretary of
State, and securities regulators from each of the states. The participation of these officials has
yielded important media coverage, increased attendance, and created volunteer interest.

During the fourth quarter, we directly reached more than 2,000 older investors through investor
forums and other events in our five primary states, in addition to those reached through our targeted
media campaigns. While the primary consumer events in Colorado took place in the third quarter,
the Foundation’s media outreach campaign continued throughout the fourth quarter and included
radio public service announcements, print and online advertisements. In Florida, we joined together
with the AARP affiliate, the state’s Office of Financial Regulation and Seniors vs. Crime to host two
forums in early October. The North Carolina AARP affiliate and the North Carolina Securities
Division participated alongside the Foundation to host two additional forums reaching nearly 500
residents of the state. Following on these successful events, our North Carolina AARP partners
went on to present the Outsrarting Investment Fraud program to more than 600 consumers
attending a local Baptist convention. In Vermont, grassroots activities included workshops in
libraries, service clubs and faith-based organizations, as well as outreach to human resources
professionais. We also continued to coordinate with the Washington State Crime Prevention
Association to train law enforcement personnel to present the curriculum to their respective
communities. These activities and partnerships have helped the Foundation to position this program
as a strategy of proven effectiveness that empowers older investors to counter fraud tactics.

At the December 1 meeting, the Board approved the continuation of the Investor Protection
Campaign through 2010 with a budget of $4,111,000. The 2010 plan is described in section |I.
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National Financial Capability Study - In consultation with the U.S. Treasury Department
and the President’s Advisory Council on Financial Literacy, the Foundation is conducting a
study of American adults’ financial capability. The National Financial Capability Study will
establish a baseline measure of the ability of Americans to manage their money,
benchmarking four key indicators of financial capability and evaluating how these indicators
vary with underiying demographic, behavioral, attitudinal and financial literacy
characteristics. It consists of findings from three linked surveys:

= National Survey. A nationally-projectable telephone survey of 1,488 American adults

» State-by-State Survey. An online survey of approximately 25,000 respondents (roughly
500 per state, plus the District of Columbia)

» Military Survey. An online survey of 800 military personnei and spouses

Data collection completed for ail three segments comprising the baseline study. The
National Survey resuits were released at a special financial capability event hosted at the
U.S. Department of the Treasury on December 15, 2009. The event featured Treasury
Secretary Tim Geithner, Education Secretary Arne Duncan and FINRA Foundation
Chairman Rick Ketchum. On the same day, the Foundation, alongside Dartmouth Professor
Annamaria Lusardi, presenied the National Survey findings at the OECD-Brazilian
International Conference on Financial Education in Rio de Janeiro, Brazil.

The Founaation published an executive summary document, which has been distributed
since the launch. Highlights include:

= Nearly half of respondents reported facing difficulties in covering monthly expénses and
paying bills;

* The majority do not have "rainy day" funds for unanticipated financial emergencies and
are not adequately preparing for their children’s college education and their own
retirement;

~® More than one in five use high-cost, alternative borrowing methods, such as payday

loans or pawn shops;

» Fewer than half of thase surveyed correctly answered two basic questions about how
interest rates and inflation work; and

® There is a clear disconnect between perceptions and actions in day-to-day financial
matters

The Study questionnaire, methodology, available reports and released data files are
available on the Foundation website, www.finrafoundation.org/capability. Analysis of the
data from the Military Survey and State-by-State Survey continued throughout the quarter.
Included in the 2010 budget approved at the Deceimber 1 Board meeting was an additionai
$100,000 towards distribution of the Study resuits. No Global Settlement Funds were used
fo support the Study.

Teen Financial Literacy Project — Generation Money: Improving the Financial Literacy of
America’s Teens is a collaborative effort among the Foundation, the Consumer Federation
of America and-Channel One, which serves as the chief communications provider. The
campaign focuses on core financial literacy competencies, with an emphasis on compound
interest. On October 7, the Board approved $661,000 to continue the project through May
2010,
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Foilowing this approval, the project partners set to work developing a new public service
announcement, enhancing the project website (www.channelone.com/generationmoney)
and outlining the next series of broadcast features, produced in partnership with CBS News.
The team continued to expand distribution of the compound interest poster completed
during the first phase of the project.

Social Marketing Symposia

The Foundation continued to disseminate social marketing toolkits customized to the needs of
investor education providers at nonprofit organizations, pubiic libraries and other agencies. The
toolkits were shared electronically. Staff also began pianning for additional symposia in 2010.

Administrative Matters

During the summer and early fall, FINRA’s Internal Audit Department conducted a thorough
review of the Foundation’s internal controls and procedures, particularly as they pertain to
grantmaking and related activities. The review examined both financial practices and program
administration and concluded that the Foundation maintains “strong controls.” This is the
highest possible rating given by internal Audit.

The Board approved at its December 1 meeting the Foundation’s 2010 budget in the amount of
$17.7 mitlion, including current grant commitments payable in 2010, approved expenditures for
the targeted projects previously described and smail amounts for generai and administrative
expenses. The budget included $3.0 million in contributed services from FINRA. Only the
portion of expenditures eligible as a shared expense will be incurred by the Global Settlement
Funds.

See “Exhibit A” for a summary of “Approved Grants and Targeted Programs” and
“Exhibit B” for a summary of “Grant Proposals and Project Concepts Declined.”
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Il Strategic Plan for Upcoming Year

The Foundation undertook a strategic planning process in 2007, resulting in strategic priorities
that will continue to guide the Foundation’s work through 2010. These strategic priorities
inciude:

« Collaborating with government agencies and other organizations to promote universal
financial literacy

» Supporting efforts that bridge research and practice in the financial and investor education
field '

¢ Faciiitating and encouraging better distribution of financial and investor education resources
* Applying and sharing social marketing techriiques to expand the effectiveness of programs
¢ Forming partnerships to reach and help more Americans

* Evaluating the impact of grants and programs

e Providing R&D for the field of financial and investor education

¢ Streamlining grantmaking processes

* Ensuring that the Foundatien's Board of Directors and staff have appropriate expertise and
perspectives :

Looking forward into 2010, the Foundation will continue to support both grants and targeted
projects. We aiso plan to offer a third symposium series on social marketing and to partner with
the Alzheimer's Association to convene an advisory group on the issue of diminished capacity
and finances.

Board meetings for 2010 are scheduled for June 8, September 28 and December 14.

Grant Programs

We will offer grants through four programs: the General Grant Program; Smart investing@your
library; Financial Education in Your Community; and the Investor Advocacy Clinic Program. In
addition to offering these ongoing grant opportunities, the Foundation will continue to closely
manage more than 70 active grant projects, several of which are scheduled for completion in
2010. Resources and research resulting from Foundation-funded projects are publicly available
on the Foundation Web site, www finrafoundation.org.

* General Grant Program — Through our General Grant Program, the FINRA Investor
Education Foundation funds research and educational projects that support its mission of
providing underserved Americans with the knowledge, skills and tools necessary for
financial success throughout life. We offer rolling deadlines for submission of Project
Concept Forms. Applicants whose projects most closely align with the Foundation's priorities
will be invited to submit a full grant proposal for consideration at one of the Foundation’s
Board meetings. :

In 2010, the FINRA Foundation is especially interested in applications that focus on the
following areas:

* using behavioral finance to improve saving and investing

8
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» meeting the financiai and investor education needs of undersen)ed audiences

» creating new marketing and distribution channels for financial and investor education
+ helping Americans manage their finances and investments in.retirement

¢ improving investor protection

The Foundation places high priority on. reaching and engaging a well-defined target
audience, and encourages collaboration and strategic partnerships that facilitate effective
marketing and distribution efforts. Successful education projects will have measurable
impact and reach large audiences in a cost-effective manner. Preference will be given to
projects that can be replicated and sustained beyond the term of grant funding. For research
projects, the FINRA Foundation is especially interested in work that has practical
applications in the financial and investor education field.

Since inception (2004-2009), the Foundation has awarded 59 grants totaling more than $17
million through the General Grant Program and specific Requests for Proposals. We will
continue to engage with our active grantees through reguiar communication and periodic
site visits, as needed. A small number will also be invited to attend the Foundation’s 2010
symposium.

Smart investing@your library — We will also continue our partnership with ALA to expand
the Smart investing@your iibrary program. Additional libraries will be invited to apply starting
in the second quarter of 2010. As designed by ALA and the Foundation, the program
provides grants in the range of $5,000-$100,000 to pubiic libraries and library networks for
the purpose of improving financial and investor education, while taking advantage of new
and existing distribution channels. All library grant recipients are required to use or adapt the
Foundation's investor education content moduies, and all have been encouraged to use
products or resources developed by previous or existing Foundation grantees. The Board
will select library grant recipients during the December meeting.

In its first three years (2007-2009), Smart investing@your library awarded 44 grants totaling
$3.2 million to public libraries and library networks throughout the United States. Ineluding
the member libraries of these networks, we find that the program now encompasses 808
libraries with a combined service area population of nearly 23 million. Those approved in
December 2009 will convene for a Foundation-led training seminar heid in conjunction with
the ALA Midwinter Meeting in Boston in January. The training will focus on outcomes-based
evaluation and marketing strategy.

Financial Education in Your Community — The Foundation will again parther with United
Way of America to jointly-administer the second year of the Financiat Education in Your
Community program to help community-based organizations provide effective and unbiased
financial education. The Foundation and United Way provide resources and technical
assistance to grantees throughout the grant term. Organizations will be invited in the second
quarter to apply for grants ranging from $5,000-$100,000. These grants will be awarded to
community-based organizations that have demonstrated the ability to reach and engage
working individuals and families through effective social marketing techniques. We are
especially interested in proposals that demonstrate a strong awareness of potential barriers
to audience participation and propose strategies for overcoming these barriers. We look
favorably on innovation and creativity, on projects that leverage previous organizational




FINRA Investor Education Foundation
Report to the SEC of the Global Settlement Funds
For the Quarter and Year Ended December 31, 2009

success and on work that is sustainable or builds the capacity of the applicant organization.
The Board will select community grant recipients during the December meeting.

In its first year (2009), the Foundation awarded 12 Financial Education in Your Community
grants totaling $1.5 million. These grantees will convene in March for a training workshop in
conjunction with the United Way Staff Summit to be held just outside Washington, DC. The
workshop will focus on several core competencies: social marketing; principles of adult
learning; elements of successful financial education: and assessment and evaluation.

» Investor Advocacy Clinic Program ~ This program provides start-up funding and
assistance to law schools that establish investor advocacy clinics in high-need areas. |n the
event that individual investors have a dispute with a securities professional, they often fare
better if they are represented by an attorney with experience in securities arbitration.
Arbitration is the most widely used means of resoiving disputes in the securities industry. In
most cases, attorneys represent all the parties on both sides of a dispute. However,
investors with relatively modest claims often cannot find an attorney to represent them on a
contingency basis and they often cannot afford the hourly rate for representation. The
Investor Advocacy Clinic Program aims to fill the gap in legal representation for small
investors. These clinics will enable supervised law students to provide legal assistance and
other advice to investors at little or no cost. Grant applicants must demonstrate a robust
commitment to ciinical education and to investor education through creative and proactive
community outreach. A second round of invitations will be maiied in April. Grants will be
selected by the Board in September.

The Foundation awarded four Investor Advocacy Clinic Program grants totaling $1 million in
its first year (2009). In June, Foundation staff will conduct a grantee workshop for clinic
project principals in Washington, DC. The grantees will learn about the Foundation's
resources available for their community outreach efforts, best practices in financial
education and effective grants management.

Targeted Projects

With regard to targeted projects, the Foundation will again support the four existing projects: the
Military Financial Education Project; the Investor Protection Campaign; the National Financial
Capability Study; and the Teen Financial Literacy Project.

~« Military Financial Education Project — Now in its fourth year, the Military Financial
Education Project continues to thrive and expand. During 2010, we will continue our
successful model of using research, partnerships and outreach to deliver high-quality
information and tools. Specificaily, the Foundation will explore in greater depth the impact of
financial education on servicemember behavior (including, but not only, participation in the
Thrift Savings Plan), with the goal of establishing a nexus between financial education and
financial capability. We also aim to enhance SaveAndInvest.org, expand our corps of project
champions through train-the-trainer initiatives and spouse outreach, leverage our
partnerships with Military Saves, AFCPE and the Better Business Bureau'’s Military Line and
continue our Warriors in Transition outreach. And we plan to continue building awareness of
the campaign through forums, earned media, paid advertising and outreach to leadership.
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Investor Protection Campaign - The Foundation launched the Investor Protection
Campaign for Older Investors in April 2008 as a small pilot campaign and expanded the pilot
in 2009 throughout five states—Colorado, Florida, North Carolina, Vermont and
Washington. We have developed a number of different tools and materials for outreach,
including a documentary, a research based curriculum in numerous formats and a toolkit
that provides a step-by-step guide for conducting investor education events.

In 2010, the Foundation will add to the depth and organization of research available around
investment fraud, further refine campaign creative and expand outreach to reach older
investors in new communities while maintaining a presence in those we've already begun to
serve. Our plan for 2010 includes:

* Research: organizing and contributing to the body of knowledge around investment

fraud;

* Educational Resources: further distributing and leveraging existing resources, including
the curriculum, toolkit and documentary and redesigning and adding interactivity to
SaveAndInvest.org/55PIus; and,

= Qutreach and Partnerships: continuing to engage strategic state and local partners to
disseminate campaign messages and materiais, leveraging existing relationships to
expand the reach of the campaign and increasing our focus on grassroots outreach
programs.

Following the pilot model, we will form grassroots and state-level partnerships within four
new states in 2010 and return to Florida for a second full year. We will maintain a limited
presence in the four other states in which the campaign was active in 2009—Colorado,
North Carolina, Vermont and Washington. We will make our cost-effective and scalable
educational resources available to other states on a request basis, whiie continuing with a
targeted national advertising and content syndication campaign. We will leverage the
Foundation’s investment to date and build out the Trick$ of the Trade documentary to
include additional victim, con criminal and enforcement interviews in pursuit of public
broadcast. Through this combination of Foundation-generated initiatives and directed grants
to grassroots organizations, we intend to strengthen the reach of quality fraud fighter
programs and materials, increase awareness of these resources, and ultimately empower
older Americans to resist the persuasion tactics investment fraudsters emplay in their sales
pitches.

National Financial Capability Study — With data collection of all three components of the
National Financial Capability Study compiete, and the National Survey preliminary data
released, we will turn our attention to analyzing and reporting on the Military and State-by-
State Surveys. We will continue to pursue opportunities to disseminate resuits of the Study
components and encourage academics to access the data to perform additional analysis.
The Study is being conducted, analyzed and disseminated in consuitation with the U.S.
Treasury Department and the President's Advisory Council on Financial Literacy.

Teen Financial Literacy Project — The Foundation, Channel One and the Consumer
Federation of America will expand the roll-out of Generation Money: Improving the Financial
Lieracy of America’s Teens during the first and second quarter of 2010, with production
assistance from CBS News. The continuation plan leverages deliverabies prepared during
the first phase of the project, incorporates new narrative elements (an additionai public
service announcement and new broadcast features), expands reach for certain program
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components and makes use of Channel One’s various multimedia distribution mechanisms
directly to schoals.

With respect to the instructional poster, we will again target our distribution to classrooms
where mathematics, social studies, economics and personal finance instruction take place.
At the same time, we will expand distribution to an additionai 4,000 schools (serving 5.1
million students) on top of the 7,938 schools already engaged in the project. The existing
PSA will air during the second phase of the campaign alongside a second PSA extending
the compound interest narrative. As with the first PSA, the new piece will be tested with
students in different grades and geographic locations using Web-enabled conferencing and
interactive message boards. During the winter and spring, the project team will produce and
Channel One will air feature-length and short-topic broadcasts on timely, relevant financial
literacy themes. Audience size for each segment will be consistent with the first phase of the
campaign, or roughly 5.81 million teens in public, private and parochial schools nationwide.
Channel One will create and distribute discussion guides to accompany the segments for
educators’ use with students. CBS News will serve as the editorial and production partner.
Viewer feedback will be collected following the broadcast of each feature and again at the
end of the campaign in the late spring 2010 to determine student understanding of the
financial literacy issues addressed by the segments, the relative importance students assign
to the topics covered, and their opinions about the quality of the coverage. Following the
initial broadcasts, the segments will be repackaged for use by teachers, as well as the
Foundation, its grantees and its partners. EdGate Correlation Services, a Channel One
partner, will provide information to help teachers determine how the segments align with
state and national curriculum standards for various subjects. Finally, the Generation Money
website (www.channelone.com/generationmoney) will be expanded to include new
interactives, a student sweepstakes and lesson plans. The project will conciude in late
spring with all evaluative data collected by late summer.

Social Marketing Symposia

On June 28-30, the FINRA Foundation and the Tuck School of Business at Dartmouth will host
the third in our series of invitational symposia exploring how social marketing can improve the
reach and effectiveness of financial education. The latest symposium will focus in particular on
social media and offer guidance to nonprofit organizations and government agencies seeking to
leverage new, more interactive communications tools to help Americans improve their finances.
Among other topics, participants will examine the dynamics of self-education and the co-
production of learning inherent in new media. They will acquire strategies for optimizing product
design and delivery and for managing the institutional changes necessary to use social media
effectively. Uniike previous symposia, this will be a decidedly interdisciplinary experience that
combines marketing and communications best practices with a practical understanding of
human neuroscience as it pertains to knowledge acquisition, financial decision-making, and
behavioral outcomes. The symposium team combines expertise in social marketing, corporate
communications, technology-mediated learning, and brain sciences. Following the event, the
faculty will collaborate to prepare deliverables that capture the symposium learning for the
benefit of a wider audience of financial educators.
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Coping with Diminished Capacity

In the second quarter, the Foundation will partner with the Alzheimer's Association to convene
financial and legal professicnals, regulators, health professionals, program experts and other
nonprofit leaders. This “Alzheimer’s Association Financial Advisory Council” meeting wili allow a
multidisciplinary group of experts to consider the needs of families living with Alzheimer's
disease or related dementia as they plan their financial futures. The meeting will also examine
the roles, obligations, and training needs of financial professionals that work with individuals or
families affected by dementia. Learnings from the meeting will be used to develop an outreach
plan around the issue to be considered by the Board at a iater date.
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ll. Summary of Receipts and Uses of Global Settlement Funds

The Foundation has received a cumulative total of approximately $55.0 miilion, excluding
interest, in Global Settlement Funds.

The following summary table presents the receipts and receivables, and expenses and
commitments of the Global Settlement Funds as of December 31, 2009. The 30% Foundation
allocation (from funds contributed by FINRA) is not included in this summary tabie.

Quarter Cumulative
December 31, 2008 Ended Year o Date to Date
{Dollars in thousands)

Receipts and Receivables:

Contributions Received ‘ 3 - 3 - $ 55680
Dividend Income - 46 4,283
Total Receipts and Receivables - 45 59,943

Expenses and Commitments; -
Grant Commitments Approved 3,763 4 068 12,840

Targeted Projects Expenses’ 1,628 4,393 8,156
Approved Targeted Projects Rerrlaining2 5,755 5,755 5,755
General & Administrative Expenses o8 354 1,214
Total Expenses and Commitments - 11,244 14,570 28,065
Net {Decrease) Increase 5 (11,244) $ {14 524) 31,878

! Targeted Projects Expenses consist of approved amounts which have been incurred.,

2 Approved Targeted Project Remaining consists of approved amounts which have not yet been incurred. Project
budgets are approved on a calendar year basis; unused, approved amounts do not carry over into subsequent
years. Cumulative to date amount represents 2010 budgets approved during December 2009.

Receipts and Receivables

For the quarter ended December 31, 2009, the Foundation received less than one thousand in
dividend income on the Global Settlement Funds. The Funds collected to date are invested in a
U.S. Treasury money market fund consistent with the Settlement order.

During the quarter ended December 31, 2009, FINRA contributed an additional $5.0 million to
the Foundation. Since inception, FINRA has contributed $35.0 million in cash (including the
further quarter 2009 contribution) and has directed $7.2 miilion in fines from FINRA seftiements.
In addition, FINRA has made non-cash contributions of media advertising ($0.6 million) and
contributed services ($9.4 million).

FINRA'’s letter to the Court dated September 12, 2005, stated that FINRA would continue to
fund the Foundation in the same proportion (1.9%) used in relation to FINRA's 2004 overall
operating budget. To ensure compliance with this requirement, FINRA management, on at least
“an annual basis, reviews the balance of the FINRA-contributed funds as a percentage of
FINRA's operating budget for a given year and determines whether the percentage continues to
be at least 1.9%. Upon performing this review as of December 31, 2009, management
determined that the balance of the FINRA contributed-funds as a percentage of FINRA's
operating budget exceeded the minimum requirement.
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Grant Commitments

The Board approves grants under various grant programs aimed at accomplishing its mission.
These programs are subject to the grantee fulfilling certain conditions or milestones over the
course of the grant project term, and are included as grant commitments upon approval by the
Board.

During the quarter ended December 31, 2009, 38 new grant proposals totaiing $5.4 million were
approved by the Board. Of this amount, $3.8 million (70%) was allocated to the Global

04

Settiement Funds and $1.6 miilion (30%) to Other Foundation Funds

Since receipt of the Global Settlement Funds beginning in 2008, the Board has approved 90
grants fotaling $18.5 million. Of this amount, $12.9 million (70%) was allocated to the Giobai
Settlement Funds and $5.6 million (30%) to Other Foundation Funds. There were 27 grants
approved prior to 20086 totaling $4.9 million, which are allocated 100% to Other Foundation
Funds.

The following table summarizes the activity related to all grants approved and committed as of
December 31, 2009, including those allocated to both the Globai Settlement Funds and Other
Foundation Funds. ‘

Approved Grants Grant Program Expense
Quarter Committed
December 31, 2009 No. Amount Ended Year to Date  Prior Years Other’ Balance
{Approved 2006 or later) {Dollars in thousands)
(70%) Global Settlement Funds: )
General Grant Program 25 § 7,531 $ 43y § (1,897 $ (2954) § - $ 2880
Improving Disclosure to Investors 3 762 27 {179) {380y {88} 115
Life-Cycle investing Program 2 820 - (28) (332) - 260
Library Grant Program 44 2,280 (190) (703} (393) - 1,184
United Way Grant program 12 1,047 - - - - 1,047
Investor Advocacy Clinic : 4 700 {70 (70} - - 630
Total 90 12,940 (676) (2,677) {4,059) (88) 6,116
{Approved 2006 or later)
(30%) Other Foundation Funds:
General Grant Program 3,227 (190) 727} (1,266) - 1,234
Improving Disclosure to Investors 327 11 {77 (162} (38) 50
Life-Cycle Investing Program 266 - (12 {142) - 112
Library Grant Program 977 81y {301) (169) - 507
United Way Grant program 449 - - - - 449
Investor Advecacy Clinic 300 - (30) ~'(30) - - 270
Total 5,546 (290) {1.147) (1.739) (38) 2,622
{Approved 2004-2005)
(100%) Other Foundation Funds:
General Grant Program 19 3,504 - - {2,933 (532) 39
Improving Disclosure to Investors 2 407 - - (367) (40) -
Young Adults Program 5] 993 10 (18) {853) {18) 106
Total 27 4,904 10 (18) (4,153} (588) 148
Grand Total 117 $ 23,390 3 (956) $ (3,842) 5 (9.951) 3(714) $ 8883

" Other reflects the adjustment for either early termination of a grant or successfui completion of a project for less than the
original approved grant.
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Targeted Projects

To date, the Board has approved funding to support the following targeted projects: (1) the
Military Financial Education Project, (2) the Investor Protection Campaign, (3) the National
Financial Capability Survey and (4) the Teen Financial Literacy Project.

* Military Financial Education Project

During the quarter ended December 31, 2009, the Foundation incurred $0.7 million on initiatives
related to the Military Financial Education Project quaiified for the Global Settlement Fund
allocation, which includes the Foundation’s ongoing outreach to educate military service
members and their families.

During the quarter ended December 31, 2009, the Board approved $3.7 million for 2010
initiatives related to the Military Financial Education Project. Of the total amount, $2.6 million
(70%) is allocated to the Global Settlement Funds.

« Investor Protection Campaign

During the quarter ended December 31, 2009, the Foundation incurred $0.8 million on initiatives
related to the investor Protection Campaign qualified for the Global Settlement Fund allocation,
- which is aimed at educating older investors and protecting them from investment fraud.

During the quarter ended December 31, 2009, the Board approved $4.1 million for 2010
initiatives related to the Investor Protection Campaign. Of the total amount, $2.9 million (70%) is
allocated to the Globai Settlement Funds.

e National Financial Capability Study

During the quarter ended December 31, 2009, the Foundation incurred $0.2 million on initiatives
related to the study of financial capabiiity and literacy in America. Per the Board's direction,
expenses related to this project are not allocated to the Global Settlement Funds.

During the quarter ended December 31, 2009, the Board approved $0.1 million for 2010 for the
analysis and completion of the study, in addition to anticipated expenses for distribution of the
study results.

* Teen Financial Literacy Project

During the guarter ended December 31, 2009, the Foundation incurred $0.1 million on initiatives
qualified for the Global Settlement Fund allocation, related to Your Money: improving the
Financial Literacy of America’s Teens, in partnership with the Consumer Federation of America
and using the Channel One Network as the chief service provider.

During the quarter ended December 31, 2009, the Board approved $0.4 miilion for 2010 for
ongoing support of the project through partnerships with Channel One and Consumer
Federation of America. Of the total amount, $0.3 million (70%) is allocated to the Global
Settlement Funds.
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Targeted Projects (continued)

The following table summarizes targeted project spending qualified for the Global Seftlement

Fund allocation as of December 31, 20089.

December 31, 2009 Quarter Ended Year to Date Prior Pericds Total
(Dollars in thousands)
(70%) Global Setflement Funds
Military Financial Education Project 3 705 % 2,124  § 2,039 § 4,163
Investor Protection Campaign 770 1,888 1,610 3,498
Teen Financial Literacy Project 153 381 114 495
Total 1,628 4,393 3,763 8,156
{30%) Other Foundation Funds
Military Financial Education Project 303 911 864 ' 1,775
Investor Protection Campaign 330 809 674 1,483
Teen Financial Literacy Project - 685 163 49 212
Total 698 1,883 7 1,587 3,470
{100%) Other Foundation Funds:
Military Financial Education Project - - 8,156 8,156
National Financial Capability Survey 164 560 311 871
Total 164 560 8,467 9,027
Total : 3 2480 % 6836 $ 13817 & 20,653
The following table summarizes net remaining approved 'spending qualified for the Global
Settlement Fund allocation for targeted projects as of December 31, 2009.
Remaining
Net Year to Net Prior Approved
December 31, 2009 Quarter Ended Date’ Periods’ Balance
(70%) Globai Settlement Funds {Dollars in thousands)

Military Financial Education Project $ 2,572 3 2,572 $ - % 2,572
Investor Protection Campaign 2,878 2,878 - 2,878
Teen Financial Literacy Project 305 305 - 305
Total $ 5,755 $ 5,755 P - 3 5,755

! Net amounts include the original amount approved less spending incurred to date.
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General and Administrative Expenses

General and Administrative Expenses, which consist of program related and other costs of
operating the Foundation, are allocated between the Global Settiement Funds and Other
Foundation Funds using the above referenced 70% / 30% allocation methodology, after
excluding expenses that are 100% related to FINRA-contributed funds.

The following table shows the general and administrative expenses that have been allccated to
the Global Settlement Funds by classification through December 31, 20009.

Cumuiative
December 31, 2009 Quarter Ended ~ Year to Date to Date
{Dollars in thousands)

General and Administrative Expenses:

Program related:
Grant Administration’ $ 64 § 234 8 700
Symposia® | 14 14 116
Marketing and Advertising® . 11 66
Program Evaluation and Strategy4 - - 42
Sub total 78 259 924

Cther: : ’
Professional Fees® - ' 47 141
Travel and Meetings® 13 . 32 103
Postage & Other’ 7 16 45
Sub total 20 95 290
Total 3 o8 $ 354 % 1,214

' Grant Administration expenses consist of incurred and acgrued costs for the National Endowment for Financial

Education, United Way and the American Library Association for support services provided to the Foundation in
developing, administering and maintaining grant programs. This includes providing day to day administrative
support to Foundation staff, as well as reviewing and preparing overviews of grant proposals.
‘Symposia consist of costs related to the social marketing symposium, excluding travei.

Marketing and Advertising consists of fees for advertisements publicizing the Foundation's grant opportunities to
prospective applicants.

Program Evaluation and Strategy consist of costs for developing the Foundation evaluation plan and advancing
strategic planning.

Professional Fees consist of recurring legal, audit and consuiting costs. .

Travel and Meetings consists of related expenses incurred in managing active grant projects, attending symposia
and meeting with prospective grant appiicants as well as Board member travel.

Postage and Other consists of administrative postage and shipping costs, investment custody fees and
miscellanecus expenses.

Ly

In addition, FINRA provides management oversight, program staff and certain administrative
services including legal, financial, tax and treasury, to the Foundation at no cost. For the quarter
and year ended December 31, 2008, FINRA contributed services of approximately $0.7 million
and $2.8 million, respectively.
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