UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff, Civil Action No.
-against- 03 Civ. 2942 (WHP)
U.S. BANCORP PIPER JAFFRAY INC,, :

Defendant.

FINAL JUDGMENT AS TO DEFENDANT
U.S. BANCORP PIPER JAFFRAY INC.

Plaintiff Securities and Exchange Commission (“Commission”) having filed a Complaint
in this action (“Complaint”) and Defendant U.S. Bancorp Piper Jaffray Inc. (“Defendant”)
having (a) entered a general appearance, (b) consented to the Court’s jurisdiction over Defendant
and the subject matter of this action, (c) consented to entry of this Final Judgment without
admitting or denying the allegations of the Complaint (except as to jurisdiction), (d) waived
findings of fact and conclusions of law, and (¢) waived any right to appeal from this Final
Judgment; and the Commission having agreed that, on the basis of this Final Judgment, it will
not institute a proceeding against Defendant pursuant to Sections 15(b), 15B, 15C, or 19(h) of
the Securities Exchange Act of 1934 (the “Exchange Act”):

L

Injunctive Relief

IT ISHEREBY ORDERED, ADJUDGED AND DECREED that:
A. Defendant, Defendant’s officers, agents, servants, employees, attorneys, and all

persons in active concert or participation with them who receive actual notice of this Final



Judgment by personal service or otherwise are permanently restrained and enjoined from
violating Section 17(b) of the Securities Act of 1933 (“Securities Act”) [15 U.S.C. § 77q(b)], by
the use of any means or instruments of transportation or communication in interstate commerce
or by use of the mails, to publish, give publicity to, or circulate any notice, circular,
advertisement, newspaper, article, letter, investment service, or communication which, though
not purporting to offer a security for sale, describes such security for a consideration received or
to be received, directly or indirectly, from an issuer, underwriter, or dealer, without fully
disclosing the receipt, whether past or prospective, of such consideration and the amount thereof.
B. Defendant, Defendant’s officers, agents, servants, employees, attorneys, and all
persons in active concert or participation with them who receive actual notice of this Final
Judgment by personal service or otherwise are permanently restrained and enjoined from
violating Rule 2110 of the Conduct Rules of NASD Inc. (“NASD”) and Rules 401 and 476 of the
New York Stock Exchange, Inc. (“NYSE”), by: (1) engaging in acts or practices that create or
maintain inappropriate influence by investment banking over research analysts and therefore
impose conflicts of interest on research analysts, and by failing to manage these conflicts in an
adequate or appropriate manner; (2) publishing research reports that do not provide a sound basis
for evaluating facts, are not properly balanced, and/or contain exaggerated or unwarranted claims
and/or opinions for which there is no reasonable basis; (3) promising, implicitly or explicitly,
favorable research coverage to investment banking clients or potential clients; (4) failing to
disclose or cause to be disclosed in offering documents or elsewhere the use of proceeds from
offerings to make payments to other persons or entities for research coverage; (5) receiving
payments from an outside entity for research issued in conjunction with an underwriting

transaction without disclosing receipt of that payment to the public; or (6) threatening to drop



research coverage of an issuer if Defendant is not selected as the lead manager in an investment
banking transaction.

C. Defendant, Defendant’s officers, agents, servants, employees, attorneys, and all
persons in active concert or participation with them who receive actual notice of this Final
Judgment by personal service or otherwise are permanently restrained and enjoined from
violating NASD Rule 2210 and NYSE Rule 472 by issuing communications to the public that
(1) do not provide a sound basis for evaluating facts, are not properly balanced, and/or contain
exaggerated or unwarranted claims and/or opinions for which there is no reasonable basis;

(2) fail to disclose the use of proceeds from offerings to make payments to other persons or
entities for research coverage; or (3) fail to disclose the Defendant received payments from an
outside entity for research issued in conjunction with an underwriting transaction.

D. Defendant, Defendant’s officers, agents, servants, employees, attorneys, and all
persons in active concert or participation with them who receive actual notice of this Final
Judgment by personal service or otherwise are permanently restrained and enjoined from
violating NASD Rule 3010 and NYSE Rule 342 by failing to maintain appropriate supervisory
procedures regarding or controls over the following that are reasonabiy designed to ensure
compliance with securities laws and regulations: (1) influence by investment banking over
research analysts; (2) compensation and evaluation of research analysts; (3) use of research or
research analysts in connection with the solicitation or marketing of investment banking
business; (4) publication of research regarding a securities issuer with which Defendant has, has
solicited, or is soliciting an investment banking relationship; (5) payments to Defendant for the
publication of research by Defendant; and (6) payments by Defendant to other entities for the

publication of research by such other entities regarding Defendant’s investment banking clients.



IL
Monetary Sanctions

IT IS FURTHER ORDERED, ADJUDGED AND DECREED that:

A. As aresult of the violations alleged in the Complaint, Defendant shall pay a total
amount of $32,500,000 (which amount includes the State Settlement Offer, as defined below,
and is subject to the decision of any state securities regulator(s) not to accept the State Settlement
Offer). This amount includes:

1. $12,500,000, as a penalty;
2. $12,500,000, as disgorgement of commissions and other monies; and
3. $7,500,000, to be used for the procurement of Independent Research, as
described in Section VIII below and the undertakings set forth in Addendum
A hereto.
No portion of the payments for Independent Research shall be considered disgorgement or
restitution, and/or used for compensatory purposes.

B. The amount of $25,000,000, which is the sum of the penalty of $12,500,000 and
disgorgement of $12,500,000, consists of (1) $12,500,000 in connection with the resolution of
this action and related proceedings instituted by NASD and NYSE (the “Federal Payment™); and
(2) $12,500,000 that Defendant has offered to pay in connection with the resolution of related
proceedings by state securities regulators (which, for these purposes, shall include the District of
Columbia and Puerto Rico) (Defendant’s offer to the state securities regulators hereinafter shall
be called the “State Settlement Offer”). Defendant shall pay the Federal Payment of
$12,500,000 by wire transfer into an interest bearing account with the Federal Reserve Bank of

New York (“FRB-NY™), to be designated the “U.S. Bancorp Piper Jaffray Inc. Distribution Fund



Account” on the tenth business day after entry of this Final Judgment in accordance with
instructions to be provided to Defendant by the FRB-NY and authorized or ordered by the Court.
Defendant shall simultaneously transmit proof of its payment to the Court, the Clerk of the
Court, and the Commission’s counsel in this action. By making this payment, Defendant
relinquishes all legal and equitable right, title, and interest in such funds, and no part bf the funds
shall be returned to Defendant. These funds, together with any interest and income earned
thereon (collectively, the “Distribution Fund™), shall be held by the FRB-NY until further order
of the Court. In the event that any portion of the penalty described in Section II.A.1 above is
remitted for deposit into the Distribution Fund, such penalty amount shall be added to the
Distribution Fund and distributed pursuant to the Fair Funds provisions in Section 308 of the
Sarbanes-Oxley Act of 2002 and any further order of the Court; provided, however, that the full
penalty amount and such portion shall still be considered a penalty for tax and any other
purposes. Pending further order of the Court, in accordance with the letter dated August 26,
2003 from the Director of the Administrative Office of the United States Courts to the
Commission’s counsel in connection with this action, the court registry fund fee pursuant to 28
U.S.C. § 1914 for the Distribution Fund shall be four (4) percent of the income earned on the
Distribution Fund. The Distribution Fund shall be managed in accordance with the terms of, and
shall be distributed pursuant to, this Final Judgment and any further applicable orders of the
Court.

C. Defendant’s obligation to make the Federal Payment is not contingent or dependent in
any way or part on Defendant’s payments to state securities regulators pursuant to the State
Settlement Offer. The total amount to be paid by Defendant to state securities regulators

pursuant to the State Settlement Offer (and the total amount of the sum of the penalties and



disgorgement payable under Section I1.A) may be reduced due to the decision of any state
securities regulator(s) not to accept the State Settlement Offer. In the event a state securities
regulator determines not to accept Defendant’s State Settlement Offer, the total amount of the
Federal Payment shall not be affected, and shall remain at $12,500,000. The total amount of
penalties paid (1) in the Federal Payment (“Pr.4”) and (2) pursuant to that portion of the State
Settlement Offer that is accepted by the state securities regulators (“Pses”) shall at all times
equal the total amount of disgorgement paid (3) in the Federal Payment (“Dr.q”) and (4) pursuant
to that portion of the State Settlement Offer that is accepted by state securities regulators
(“Dsutes ). Insofar as any amount paid to the state securities regulators pursuant to the State
Settlement Offer is deemed a penalty, the amount of the Federal Payment that is deemed a
penalty shall be adjusted so that Preg + Pspates = Drea + Dsates.

II1.

Uses of the Distribution Fund

IT IS FURTHER ORDERED, ADJUDGED AND DECREED that the Distribution Fund
is to be utilized as follows:

A. To pay any taxes on income earned by the Distribution Fund. The Distribution Fund
is intended to be a “qualified settlement fund” pursuant to Section 468B(g) of the Internal
Revenue Code and regulations thereunder. The Distribution Fund Administrator appointed
pursuant to Section IV.A below of this Final Judgment is designated the administrator of the
Distribution Fund as defined in and for the purpose of Treas. Reg. § 1.468B-2(k)(3)(i), and shall
satisfy the administrative requirements imposed by Treas. Reg. § 1.468B-2 by, e.g., (1) obtaining
a taxpayer identification number; (2) timely filing applicable federal, state, and local tax returns

and paying taxes reported thereon; and (3) satisfying any information reporting or withholding



requirements imposed on distributions from the Distribution Fund. Defendant shall provide the
Distribution Fund Administrator with relevant information and otherwise cooperate with the
Distribution Fund Administrator in fulfilling the Distribution Fund’s obligations under Treas.
Reg. § 1.468B-2.

B. To pay Eligible Distribution Fund Recipients as described in Section V of this Final
Judgment.

C. Restrictions on Use of the Distribution Fund. The Distribution Fund shall not be used

directly or indirectly to pay:

1. Defendant, its predecessors, successors, and their subsidiaries, affiliates,
present or former officers, directors, and their employees, agents, assigns, members of their
immediate households, and those persons in active concert or participation with them, through
subrogation or otherwise.

2. With respect to any investment in its own securities, any issuer of securities as
to which the Distribution Fund Administrator determines that an investment in such issuer’s
securities would otherwise provide a basis for receipt of proceeds from the Distribution Fund
and, with respect to such securities, such issuer’s (a) predecessors, successors, subsidiaries, and
affiliates; (b) present or former officers and directors and their agents, assigns, and members of
their immediate households; and (c) those persons in active concert or participation with them,
through subrogation or otherwise.

3. Any person who has been convicted of a crime substantially related to any act

or practice, or the types of acts or practices, identified in the Complaint.



4. Any person who has been enjoined by a court or sanctioned by the
Commission or any other regulatory authority for any act or practice, or the types of acts or
practices, identified in the Complaint.

5. Any person named as a defendant in a pending federal criminal or civil
enforcement action for any act or practice, or the types of acts or practices, identified in the
Complaint.

6. Any judgment or award of punitive or non-compensatory damages.

7. Any administrative fees, costs or expenses related to the Distribution Fund
Plan described in this Final Judgment, other than the fee equal to four (4) percent of the income
eamned on the Distribution Fund as described in Section II.B above.

8. Any amount denominated as attorneys’ fees, costs or disbursements.

9. The Distribution Fund Administrator or any member of his immediate family.

Iv.

Distribution Fund Administrator

IT IS FURTHER ORDERED, ADJUDGED AND DECREED that:

A. As soon as is practicable, the Court shall appoint a Distribution Fund Administrator,
whom the Commission shall recommend. Subject to the Court’s approval, there shall be a single
Distribution Fund Administrator with respect to this action and the other actions that the
Commission has brought against other broker-dealer firms relating to, among other things,
alleged research analyst conflicts of interest and that are identified in Addendum B attached
hereto (the “Related Actions’). However, the Distribution Fund in this action shall be separate

from the Distribution Funds established in those other actions. The Commission may request



that additional actions that it brings against other broker-dealer firms or individuals relating to,
among other things, alleged research conflicts of interest be added to the list of Related Actions.

B. Payment of Distribution Fund Administrator. Defendant shall pay all fees, costs, and
expenses incurred by the Distribution Fund Administrator and approved by the Court in
connection with and incidental to the performance of his duties under this Final Judgment and
any further applicable orders of the Court, including the fees, costs, and expenses of any persons
engaged to assist him and all administrative fees, costs, and expenses related to the Distribution
Fund Plan described below. If the Court approves a single Distribution Fund Administrator for
all the Related Actions, Defendant shall pay its proportional share of the payments to the
Distribution Fund Administrator approved by the Court for all the Related Actions, such
proportional share being the fraction equal to the amount deposited into this Distribution Fund by
Defendant divided by the total amount deposited into all Distribution Funds established in
connection with the Related Actions.

C. Responsibilities, Powers and Rights of the Distribution Fund Administrator. The

Distribution Fund Administrator shall:

1. administer the Distribution Fund Plan described below in accordance with and
subject to the conditions and limitations imposed by the terms of this Final Judgment and any
further applicable orders of the Court;

2. distribute monies from the Distribution Fund to Eligible Distribution Fund
Recipients, as approved by the Court;

3. file tax returns on behalf of the Distribution Fund,;

4. submit written quarterly reports to the Court and the Commission staff

commencing three months after his appointment by the Court; in such periodic reports, the



Distribution Fund Administrator shall provide detailed information on the progress of the
implementation of the Distribution Fund Plan described below, fees and expenses incurred, and
other matters relevant to the status of the Distribution Fund;

5. submit on a quarterly basis requests to the Court, with copies to the
Commission staff and Defendant, for payment by Defendant of his fees and expenses (including
the fees and expenses of others retained by him as authorized by this Final Judgment) incurred
during the quarterly period; the Commission and Defendant shall have the opportunity to
comment on the Distribution Fund Administrator’s requests within thirty (30) days after receipt
thereof, and the Court shall, after taking into consideration the Commission’s and Defendant’s
comments, order the amount that Defendant is to pay the Distribution Fund Administrator for the
quarterly period and, if appropriate, the disposition of such amount by the Distribution Fund
Administrator; Defendant shall pay such amount within thirty (30) days of the Court’s order
setting such amount; and

6. have all appropriate powers and authority to perform his duties as set forth in
the Final Judgment including, without limitation, the following powers:

(a) to retain and engage such personnel as he deems necessary, including,
without limitation, legal counsel, relevant experts, and other personnel to assist in the preparation
or administration of the Distribution Fund Plan; and

(b) to delegate to such persons such duties as he deems appropriate.

D. The Distribution Fund Administrator, his agents, attomeys, and all persons acting on
his behalf shall be held harmless against liabilities, claims, and demands, whether civil,
administrative, or investigative, arising from or relating to any act or omission to act in the

course of performing his duties, except and to the extent that it is found that such person acted
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