Jefferies scores in $178 miIn auction-rate battle
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July 9 (Reuters) - ANew York-based hedge fund has losta bid to recoup $178 million from Jefferies & Co Incoverits claim
that Jefferies acted negligentlyin its sale of auction-rate securitles, according to-an arbitration raling.

SCO Capital Parlners LLC, a hedge fund thatinvests in discounted [ifé sciences companies, alleged that Jefferies was
negligentand sold it unsuitable securities, among offier things, aceording to the ruling bya Financial Industry Regulatory
Authority arbitration panel.

The July5 ruling did not specifythe type of auction-rate securities atissue. As is customary, the FINRA panel did not éxplain
thé reasons for its decision.

The panel ruled that Jefferles & Co, a unitof Jefferies Group, Inc, does nothave to buy back hearly $18 million in auction-
rate securities from New York-based SCO Capital. Jefferies is also notliable for $160 million in additional damages that
8CO said occurred because-of the failed securities, the panel ruled.

An 8CO executive and a Jefferies spokesman both did not return phone calls requesting commient.

The case is an example of the ongoing falloutfrom thie 2008 auction-rate securiies debacle that continues to affect many
institutional investors. Auction rates were sold:as highlyliquid short-teri instruments similar to money-marketfunds, but
with slightly higher refurns. When the $330 billiori auctioii-rate market failed in 2008, as large investmentbanks that held
the auctions ran into liquidity crunches, thousands of investors were left with securities that could:not be-sald.

Those invesiors, inel’ué‘edfcertain hedge funds, which relied on auction-rates to hedge against risk, depending on their
investmentstrategy, said Miles Edwards, general counse] and chief compliance officer for Constellation Wealth Advisors
LLC in New York. Funds thatrelied on auction=rates to boosttheir yields are now stuck with securities thatare worth far less
than theirinvestment, said Edwards, who is: notinvolved with the case.

ltis unclearfrom the arbitration ruling or SCO's website how auclion-rate securities were used in SCO's investment
strategy. Also unclear is whetherJefferies sold orunderwrote the securities, a factor that could affect the outcome in such a
case, saylawyers.

FINRAfined Jefferies. $1.5 million in 2011 for failing to dis¢lose certain conflicts ofinterestand additional compensation it
recelved in-connection with the sale of aiiction-rate secutities to a group-of corporate customers. The company neither
admitted nor-denied FINRA's charges: Itis notknown whettier SCO'was among those cusfomers.

Jefferies, in December 2008; voluntarily spent abotit$68 million to parfially buy back auction-rate securities from refail
investors. Instituionalinvestors were typically excluded from agreemenis and setflements bybrokerages to.buy back
auction-rates from: investors following the crisis.

Some hedge funds; as:a resulf, are:still fighting fo recoup their money, said Ress Intelisans, a lawyer-for Rich, Intelisano &
Katz, LLP in New York, who handles hedge fund litigation. Hedge funds are filing those cases in both court'and as
arbitrations, he-said.

While courts have typically been fougher on hedge funids than arbitration panels, the battle i both forums is an uphill climb,
Intelisanio said. Thatis because judges and arbitrators consider hedge fund advisers to be exiremely sophisticated and
knowledgeable invesfors, he said. :

In addition, offerihg documents for certain auction-fate securities dlearly pointed out that the auctions could fail, he said.




