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INTRODUCTION

1. This case involves the sale and subsequent collapse of an investment fund known as
“Rhinebridge.”
2. Defendants created and marketed Rhinebridge on or about June 27, 2007, to a select

group of qualified investors as a safe, highly secure investment. Specifically, the defendant credit
rating agencies (the “big three” credit rating agencies Moody’s, S&P and Fitch (as defined below))
and the transaction sponsor (the German bank IKB) collaborated to produce and rate Rhinebridge’s
senior debt securities (the “Senior Notes™). The Senior Notes received the highest credit ratings
possible for debt securities. These “Top Ratings” are similar to those assigned to debt securities
backed by the full faith and credit of the U.S. Government, such as U.S. Treasury Bills.

3. Defendants used these “Top Ratings” to sell the Senior Notes and defendants knew
they were false and misleading.

4, Defendants communicated these false and misleading ratings on or about June 27,
2007, when the Senior Notes were first sold to investors. The false and misleading ratings were
repeated each time a Senior Note was offered or sold to an investor until the Senior Notes were
downgraded to their accurate “junk” ratings by the defendant credit rating agencies on October 18
and 19, 2007.

5. A credit rating is a term of art used in the investment industry to communicate
specific information about the strength and quality of an investment. It was at all times widely
known that investors would and did actually and reasonably rely on this information in making
investment decisions. Plaintiff actually and reasonably relied on the “Top Ratings” assigned to the
Senior Notes.

6. Indeed, in what is perhaps the shortest-lived “Triple A” fund in the history of

corporate finance, the Senior Notes were downgraded to “junk” status on October 18 and 19, 2007.
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The Senior Notes went from having a probability of default of approximately zero to approximately
100% in less than four months. Rhinebridge was then forced into receivership on or about October
22,2007.

7. Before it was forced to shut down, Rhinebridge belonged to a class of investments
called “structured” products. In particular, it was a “structured investment vehicle” or an “SIV.”
Rhinebridge was not a real operating company and could only operate, raise funds and invest those
funds through its agents, such as the defendants in this case. The defendants in this case controlled
Rhinebridge’s capital structure and credit ratings.

8. Rhinebridge raised money from investors like plaintiff and used those funds to buy
other securities.

9. Unbeknownst to plaintiff, Rhinebridge held over a billion dollars worth of toxic, low-
quality mortgage-backed securities. According to a “confidential and proprietary” document
obtained by Congress (and released to the public in 2008), on September 10, 2007, the Chief
Executive Officer of defendant Moody’s met with the managing directors of Moody’s and
summarized the processes used to create these types of securities:

“What happened in ‘04 and ‘05 with respect to subordinated tranches is that our

competition, Fitch and S&P, went nuts. Everything was investment grade. It didn’t
really matter.”

10. Because the defendant rating agencies unreasonably structured the assets that
comprised Rhinebridge, the Top Ratings assigned to the Senior Notes were necessarily false and
misleading. An SIV is by definition only as strong as the assets it holds. The defendant rating
agencies lowered their standards and used false and unreasonable data to stamp out “Triple A”
ratings on mortgage-backed securities in a constant pursuit of greater market share and higher

profits. They received triple their usual fees for rating products like Rhinebridge, and “double-




'y

dipped” on fees because Rhinebridge and other SIVs acquired billions of dollars worth of the rating
agencies’ other rated products.

11.  The Top Ratings were also false and misleading because the true market values of the
Senior Notes and Rhinebridge’s constituent assets were crashing before Rhinebridge’s initial private
offering on June 27, 2007. Investors were not aware of this fact, though, because Rhinebridge did
not provide the lists of securities it would hold before investors purchased Senior Notes. Even with
those lists, it was not possible to ascertain the true market values of the Senior Notes and
Rhinebridge’s constituent securities because they were not traded publicly. Defendant IKB (as
defined below) did have this information, however, and knew these securities were plunging in
value. In retrospect, that was the reason why Rhinebridge existed.

12.  Defendant IKB sponsored this investment for the purpose of moving investment
losses off of its own balance sheet and dumping those losses on investors in order to avoid its own
demise. Shortly after creating Rhinebridge, IKB nearly collapsed due to its own subprime exposure
but was bailed out by other banks. Five of'its senior executives have either been fired or retired over
IKB’s risky subprime bets and one of these executives is being prosecuted by German authorities for
“market manipulation.”

13.  Under these circumstances, Rhinebridge never should have even existed let alone
receive Top Ratings. At no time was Rhinebridge a conservative, safe and secure investment and
defendants knew it.

14.  When the true quality and value of Rhinebridge and its constituent assets became
known, Rhinebridge was forced into receivership and the Senior Notes immediately collapsed in

value.




15.  For these and other reasons set forth herein, defendants recklessly or deceptively
created and sold the Senior Notes. As a consequence, plaintiff and others similarly situated have
suffered millions of dollars in damages.

PARTIES

16.  Plaintiff lowa Student Loan Liquidity Corporation (“lowa Student Loan”) is a
nonprofit corporation that helps Iowa students and families obtain the resources necessary to succeed
in postsecondary education. Iowa Student Loan is self-funded and self-capitalized and is governed
by a Board of Directors that, since its inception in 1979, have been appointed by the Governor of
Iowa. Iowa Student Loan does not have shareholders nor does it receive state appropriations. Iowa
Student Loan is based in West Des Moines, Iowa.

17.  Defendant IKB Deutsche Industriebank AG (“IKB Bank”) arranged Rhinebridge
along with its wholly owned and controlled subsidiary, defendant IKB Credit Asset Management
GmbH (“IKB CAM”). IKB Bank is a German banking institution with its principal place of
business in Diisseldorf, Germany. IKB CAM is a German financial institution with its principal
place of business in London, England, and with a registered German office located in Diisseldorf,
Germany.

18.  Defendant Winfried Reinke was the CEO of IKB CAM during the relevant time, and
was fired on August 1, 2007 following IKB’s near collapse due to exposure to mortgage-backed
investments. On information and belief, Reinke is a citizen of and resides in Germany.

19.  Defendant Stefan Ortseifen was the CEO of IKB Bank and Chairman of IKB CAM
during the relevant time. He “retired” on July 29, 2007, and now faces charges of “market
manipulation,” among others, brought by German authorities. On information and belief, Ortseifen
is a citizen of and resides in Germany.

20.  The defendants named in 17-19 are referred to herein as “IKB.”
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21.  Inconnection with Rhinebridge, IKB controlled the acquisition and sale of hundreds
of millions of dollars worth of securities, which securities were offered and sold from this District
and elsewhere.

22.  IKB Bank and IKB CAM entered into a profit extraction agreement regarding
Rhinebridge. Under that agreement, IKB CAM was required to pass all of the profits it derived from
Rhinebridge to IKB Bank.

23. IKB collaborated with the Rating Agencies to structure Rhinebridge and create the
Top Ratings.

24, IKB defrauded investors by including extremely low quality assets in Rhinebridge —
assets obtained from its own balance sheet. The market for these assets was crashing before IKB
sold them to investors via Rhinebridge. Indeed, IKB dumped these assets on investors precisely
because the market was crashing.

25.  Defendant Moody’s Investors Service, Inc. and its affiliates, including its affiliate
Moody’s Investors Service Limited (collectively, “Moody’s”), provides credit market services and
products. Moody’s structured, rated and was supposed to monitor Rhinebridge and approximately
100% of its constituent assets. Moody’s Investors Services, Inc. is a Delaware corporation with its
principal place of business in New York; in particular, in this District. Moody’s Investors Service
Limited is a United Kingdom entity, with its principal place of business in London, England.

26.  Defendant The McGraw-Hill Companies, Inc. and its affiliates, including its wholly-
owned and controlled business division Standard & Poor’s Ratings Services (collectively, “S&P”),
provides credit market services and products. S&P structured, rated and was supposed to monitor
Rhinebridge and approximately 100% of its constituent assets. S&P is a New York corporation,

with its principal place of business in New York; in particular, in this District.
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27.  Defendant Fitch, Inc. (“Fitch”) provides credit market services and products. Fitch
structured, rated and was supposed to monitor Rhinebridge and approximately 30% ofits constituent
assets. Fitch is a Delaware corporation, with its principal place of business in New York; in
particular, in this District.

28.  Moody’s, S&P and Fitch are referred to herein as the “Rating Agencies.”

29.  Among other things, the Rating Agencies were involved in the structuring, rating and
monitoring of the Senior Notes and the assets backing those notes. The Rating Agencies received
substantial success fees for helping launch Rhinebridge, as well as fees that increased in tandem with
its growth and fees from the assets acquired by Rhinebridge. The Rating Agencies’ substantial
remuneration was drawn from the proceeds of the Senior Notes’ issuance, and their ongoing fees
were paid out of income owed to Senior Notes investors.

IMPORTANT NON-PARTIES

30.  Among others, subprime loan originators whose loans were sold to plaintiff through
Rhinebridge include the foilowing:

(a) Countrywide Financial Corporation (“Countrywide”) was during the relevant
time the largest subprime lender in the country, with its principal executive offices located at 4500
Park Granada, Calabasas, CA 91302;

(b) Ameriquest Mortgage Co. was during the relevant time the second largest
subprime lender in the country, with its principal executive offices at 1100 Town & Country Road,
Suite 1100, Orange, CA 92868;

(c) First Franklin Financial Corporation was during the relevant time the fourth
largest subprime lender in the country, with its principal executive offices at 2150 N. 1st Street, No.

600, San Jose, CA 95131;




(d) Option One Mortgage Corp. was during the relevant time the sixth largest
subprime lender in the country, with its principal executive offices at 3 ADA, Irvine, CA 92618; and
(e) WMC Mortgage Corp. was during the relevant time the tenth largest subprime
lender in the country, with its principal executive offices at 3100 Thorton Avenue, Burbank, CA
91505.
31.  The lenders set forth above are referred to herein as the “California Lenders.”
Rhinebridge had exposure to approximately $280 million in loans originated by these lenders, with
approximately $250 million in exposure to Countrywide alone.

JURISDICTION AND VENUE

32. This Court has jurisdiction over the subject matter of this action pursuant to 28 U.S.C.
§1332(a)(3) because plaintiff and defendants are citizens of different states, there are foreign citizens
as additional parties, and the matter in controversy exceeds $75,000, exclusive of interest and costs.
Plaintiff is a citizen of the State of lowa. Each defendant is a citizen of the State of Delaware or
New York or is a citizen of a foreign state. No defendant is a citizen of the State of Iowa.

33.  Venueis proper in this District because the Rating Agencies’ global headquarters are
located in this District and all defendants made (or caused to be made) false statements that gave rise
to the violations of law alleged herein and a substantial part of the events and omissions that gave
rise to the claims asserted herein occurred in this District.

34.  Inaddition, venue is proper in this District because the terms of the Senior Notes are
governed by New York law and hundreds of millions of dollars in mortgage-backed securities
backing the Senior Notes were underwritten in this District. Approximately 82% of the securities
included in Rhinebridge were originated in the United States by the California Lenders and others.
While certain activity with respect to rating and structuring the Senior Notes may have occurred in

London, on information and belief, the overwhelming majority of the information concerning the
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low-quality assets included in Rhinebridge and the sources of the unreasonable and false data inputs
used to create the credit ratings complained of herein will be found in this District and elsewhere in
the United States.

BACKGROUND

35. A structured investment vehicle is a special purpose entity that borrows money by
issuing short- and medium-term debt and then uses that money to buy longer-term securities,
including mortgage bonds and other asset-backed securities. An SIV is sometimes called a
“conduit,” because it raises short-term funds and channels those funds into longer-term assets. An
SIV’s business model resembles that of a bank because it seeks to earn a spread between the interest
rate at which it borrows and the interest rate at which it lends. And like a bank, an SIV has both
assets and liabilities.

36. An SIV typically has three categories of liabilities: commercial paper, medium-term
notes, and other medium-term debt, often called “capital notes.” The commercial paper and medium
term notes are senior in priority to the capital notes, which bear the first loss if an SIV’s assets
decline in value.

37.  An SIV’s assets typically include “investment grade” rated or high quality asset-
backed securities (“ABS”), residential mortgage-backed securities (“RMBS”), and collateralized
debt obligations (“CDOs”). ABS investments typically entitle investors to principal and interest
drawn from pools of student loans, credit cards, or auto loans. The term is sometimes used more
broadly to include RMBS. RMBS are backed by a variety of residential mortgages. CDOs invest in
ABS and RMBS and are similar to SIVs. SIVs typically are designed to invest in high-grade and
highly rated assets in these investment categories.

38. The “liabilities” or bonds (notes) issued by SIVs typically receive very high or

“investment grade” ratings from credit rating agencies.
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39.  Theseratings are derived in large measure from the quality of the assets backing the
structure. The credit quality of an SIV’s assets is extremely important to the credit quality and
resulting market value of the securities issued by the SIV. Structural features such as “credit
enhancement” are used to create an SIV’s “investment grade” securities as well. Credit
enhancement can take a number of forms, but is often accomplished through structural
subordination. For example, investors in Rhinebridge were supposedly protected by subordinated
series or “tranches” of junior liabilities. The sole “equity” of SIVs in general, and Rhinebridge in
particular, consists of a thin slice of unrated notes and nominal equity.

40.  Rhinebridge’s securities were not offered or sold to the public but only to a select
group of buyers in private placements.

THE RATING AGENCIES’ ROLES
A. The Rating Agencies’ Historical Roles

41.  Historically, the Rating Agencies were conservative institutions more like
governmental entities or publishers than market actors. The Rating Agencies often liken themselves
to reporters. That is because in the past they provided unsolicited “opinions” on the creditworthiness
of corporations and had a subscription-based business model. Their evaluations were often derived
from publicly available information such as filings with the SEC.

42.  Over time, the Rating Agencies earned the trust of the marketplace for their integrity
and unbiased approach to evaluating bonds. Similarly, in 1975 the SEC provided the Rating
Agencies a special status of “nationally recognized statistical rating organization” or NRSRO to help
ensure the integrity of the ratings process. According to the SEC, the “single most important factor”
to granting NRSRO status is that the rating organization is recognized “in the United States as an

issuer of credible and reliable ratings by the predominant users of securities ratings” and that part of



awarding the NRSRO label to a company hinges on the rating organization’s “independence from
the companies it rates.”

B. The Rating Agencies Helped Create and Operate Rhinebridge

43. While the Rating Agencies may continue to perform their historical functions in some
cases, they did not do so in this particular case. Instead, the Rating A gencies were actively involved
in the creation and ongoing operation of Rhinebridge.

44,  For example, the Rating Agencies helped determine how much capital was needed
beneath the Senior Notes in order to support the Top Ratings. The Rating Agencies agreed that
support of approximately 16% (of the entire capital structure) from junior notes and nominal
“equity” was sufficient to support the Top Ratings.

45.  The process of determining the amount of capital needed to support the Senior Notes
in order to achieve Top Ratings is called “sizing.” Sizing is directly related to the quality and value
of assets held by Rhinebridge. All three Rating Agencies used data (or provided that data to IKB to
use) regarding the probability of default, the amount of money returned to investors in the event of
default (or recovery) for each asset in Rhinebridge, and data conceming the relationships among
assets included in Rhinebridge (called “correlation”). These inputs are based upon the performance
of other ratings and data provided by the Rating Agencies.

46.  Theinputs are entered into models used by the Rating Agencies (or provided to IKB
and approved by the Rating Agencies) to determine the losses that would accrue to the Senior Notes
in the event that Rhinebridge was required to sell its assets to pay back investors.

47.  The model then determines the amount of capital needed to support the Top Ratings
of the Senior Notes. This activity of determining the quantum of capital necessary to support the
assigned investment grade ratings was done at the inception of Rhinebridge and on an ongoing basis

with the Rating Agencies’ instructions and approval.
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48. These models generated the false and misleading “Top Ratings” in part because the
Rating Agencies used inaccurate and stale information to create Rhinebridge’s constituent assets,
and compounded this problem by failing to monitor and update the information regarding these
constituent assets after they were first created. One professor of finance explained to Bloomberg that
“[t}his type of model is totally out of touch with the underlying economic reality.”

49.  Nobel Prize winning economist, Joseph Stiglitz, was even more blunt in an interview
with Bloomberg: “The greed of Wall Street knows no bounds . . . [t]hey cheated on their models.
But even without the cheating, their models were bad.”

50.  While the Rating Agencies’ processes for creating Rhinebridge and its constituent
assets were out of touch with economic reality, the personal financial benefits that accrued to the
Rating Agencies by unreasonably failing to consider that reality are unmistakable. In Rhinebridge
alone, Moody’s and S&P rated and helped structure approximately 100% of the assets comprising
Rhinebridge, while Fitch rated and helped structure approximately 30% of those assets. The Rating
Agencies thus double-dipped on large fees for rating and structuring the securities acquired by
Rhinebridge and the securities issued by Rhinebridge.

51.  TheRating Agencies actually provided or approved instructions governing types and
volumes of assets Rhinebridge could acquire. These instructions were also based upon credit
ratings. The quality of assets included in Rhinebridge was crucial to investors in the Senior Notes
because their investment depended directly upon those assets for the service of interest and return of
principal. Given the importance of credit quality to the success of any SIV, SIVs like Rhinebridge
are only supposed to invest in assets of the highest credit quality. In this case, however, Rhinebridge

held mostly low-quality mortgage-backed securities.
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52.  Structuring and rating Rhinebridge’s securities and collateral assets were not the only
roles the Rating Agencies played. For example, the Rating Agencies worked with IKB to determine
how changes in the values of assets held by Rhinebridge would affect the manner in which
Rhinebridge operated. If the value of Rhinebridge’s assets declined by approximately 8%, for
instance, then Rhinebridge was not supposed to issue any Senior Notes. That limit was breached
before the Senior Notes issued, as discussed herein at 9109-123.

53.  The Rating Agencies had ongoing involvement in operating Rhinebridge:

(a) Rhinebridge had to monitor and hedge against risks associated with the level
of funding provided by its constituent assets consistent with the Rating Agencies’ instructions;

(b) Rhinebridge was required to get the Rating Agencies’ approval before making
changes to its operating instructions;

() The Rating Agencies had the right to veto any changes in the management of
Rhinebridge;

(d) The Rating Agencies provided instructions on how to maintain the Top
Ratings and maintained veto rights over any changes thereto;

(e) The Rating A gencies had veto rights over changes in the parties who provided
administrative services to Rhinebridge;

® The Rating Agencies provided the criteria and had veto rights over any
changes to nearly every aspect of the manner in which Rhinebridge obtained funding; ‘

(8 The Rating Agencies had a right to immediate notice of any changes in
Rhinebridge’s operating conditions;

(h) The Rating Agencies had veto rights over any investment while Rhinebridge

was supposed to operate in more conservative modes;
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()] The Rating Agencies’ approval was required before Rhinebridge could loan
out any constituent assets or enter into related agreements;

() Their approval was required before Rhinebridge could make any changes to
its investment guidelines; and

k) The Rating Agencies had the right to review and approve certain insurance or
derivative contracts Rhinebridge could execute.

54.  Importantly, because the primary source of funding was commercial paper and
medium-term notes, which are short-term liabilities, the Rating Agencies had to monitor
Rhinebridge’s capital frequently. IKB was supposed to run tests every day to determine whether the
amount of capital held by Rhinebridge was consistent with the Top Ratings requirements, and to
calculate various capital tests for the Rating Agencies every week.

55.  Inshort, whatever their historical roles, the Rating Agencies were deeply entrenched
in the creation and operation of Rhinebridge. They did not merely provide an “opinion.” A Group
Managing Director of Moody’s recently confirmed that Moody’s did in fact provide structuring
services for structured finance entities, such as Rhinebridge. The Wall Street Journal reported the
following acknowledgement in an article dated June 7, 2008:

[A Group Managing Director] acknowledges that accepting the subprime mortgage

ratings at face value didn’t work out as planned. “We have to create additional

robustness in the structures to account for the volatility” in the underlying mortgage
securities, she says. “We didn’t necessarily do enough of that.”

56. Similarly, a former S&P employee who was “responsible for directing ratings criteria
development, ratings production, marketing and business development for single-family mortgage
and home equity loan bond ratings and related products” explained to Congress on October 22,

2008:

-13 -




The ratings process consisted of two distinct operations — the credit analysis
of the individual mortgages, and a review of the documents governing the servicing
of the loans and the payments to investors in the securities.

The credit analysis is focused on determining the expected default
probabilities on each loan and the loss that would occur in the event of a default.
And these, in turn, establish the expected loss to support the Triple A bonds.

In short, what the ratings process attempts to do is to find out what that
equity piece is that needs to support the Triple A bond so that investor won’t take
any losses. It’s very similar to the home equity you have in a home loan. That
equity’s intended to protect the lender from taking a loss in the event of a change in
circumstance.

57.  Without the “Top Ratings,” Rhinebridge would not have existed and could not have
operated. Indeed, once the Rating Agencies’ conflicts of interest and models based on flawed data
and unreasonable model assumptions started to become apparent in late 2007, the Rating Agencies
were forced to drop their ratings and Rhinebridge’s structure began to unravel. The ratings declines
cut off Rhinebridge’s access to funding and it collapsed. As a result, investors suffered hundreds of
millions of dollars in damages.

C. The Rating Agencies Received Three Times Their Usual Compensation to Provide
Consulting Services and Ratings to Rhinebridge

58.  According to Rhinebridge’s Private Placement Memorandum, there were $16 million
in upfront costs (paid out of the proceeds of investors’ capital) to be shared among a number of
parties. On information and belief, the Rating Agencies were paid fees of approximately ten or more
basis points of Rhinebridge’s stated market value when the transaction “closed” or was funded on or
about June 27,2007. These fees are three times higher than the Rating Agencies’ compensation for
rating traditional municipal or corporate bonds. With an approximate (and false) initial portfolio

value of $1.8 billion, the Rating Agencies would have been paid $1.8 million in success fees.
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59.  The Rating Agencies were also paid ongoing fees following the June 27, 2007
closing. They shared annual remuneration with several other parties of approximately $1 million
and 0.05% of the market value of the collateral assets.

60.  The Rating Agencies had powerful economic incentives to provide false ratings. A
substantial portion of the Rating Agencies’ fees were linked to the size and market values of the
assets held by Rhinebridge. In addition, the Rating Agencies received their success fees only in the
event that the transaction closed with the desired “Top Ratings.”

61.  The millions of dollars in fees paid to the Rating Agencies were taken out of
plaintiff’s and the Class members’ investment capital.

62. In addition, the Rating Agencies enjoyed “double-dipping” fees because
Rhinebridge’s operating instructions (which the Rating Agencies helped design) required
Rhinebridge to acquire other securities that had been rated and structured by the Rating Agencies.

63. In fact, Moody’s and S&P rated approximately 100% of Rhinebridge’s constituent
assets, while Fitch rated approximately 30% of these assets.

64.  The Rating Agencies’ revenue growth during the relevant period was driven by the
creation of SIVs like Rhinebridge and other structured finance securities. This growth is illustrated
by the following chart, generated by the U.S. Congress’ Committee on Oversight and Government

Reform, published on October 22, 2008:
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millions

director of another credit rating agency (not Fitch, Moody’s or S&P) to Congress on October 22,

2008:

Revenue of Big 3 Credit Rating Agencies: 2002-2007
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65.  The effect of these economic incentives on ratings was explained by a managing

EGAN: Of course, there have been other contributing parties to this debacle,
including some of the mortgage brokers, depository institutions and investment
banks, but there should be no doubt that none of this would have been possible
were it not for the grossly inflated, unsound and possibly fraudulent ratings
provided to both the asset-backed securities directly issued, as well as companies
which dealt in these securities, whether it be originating, aggregating, financing,
securitizing, insuring, credit enhancing, or ultimately purchasing them.

Issuers paid huge amounts to these rating companies for not just significant
rating fees but, in many cases, very significant consulting fees for advising the
issuers on how to structure the bonds to achieve maximum Triple A ratings.

This egregious conflict of interest may be the single greatest cause of the
present global economic crisis. This is an important point which is often overlooked
in the effort to delimit the scope of the across-the-board failures of the major credit
rating firms.
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This is not just a securitization problem. The credit rating industry is a five to
$6 billion market with these three companies, S& P, Moody’s and Fitch, controlling
more than 90 percent of the market.

66. The Rating Agencies were highly compensated for undertaking this new business
venture of consulting, structuring and monitoring special purpose investment funds like Rhinebridge.

THE FALSE AND MISLEADING CREDIT RATINGS

67.  Theratings assigned to any bond communicate specific information to investors about
the assets backing their bonds (notes). In this case, the Senior Notes received “Top Ratings,”
defined in the Private Placement Memorandum as follows:

“Top Rated” or “Top Ratings” means, in the case of S&P, AAA for notes
with original term maturities exceeding 364 days and A-1+ for commercial paper, in
the case of Fitch, AAA for notes with original maturities exceeding 364 days and

F1+ for commercial paper, and, in the case of Moody’s, Aaa for notes with original
maturities exceeding 364 days and P-1 for commercial paper.

68.  Asto each Rating Agency, the Top Ratings constituted the highest ratings that could
be given to an investment. They are similar to ratings assigned to bonds backed by the full faith and
credit of the U.S. Government such as U.S. Treasury Bills.

69.  The Top Ratings at issue in this case are standard terms of art in the investment
industry and communicate specific, positive information about the strength and quality of an
investment.

70. At all relevant times, defendants knew how these terms of art were used in the
investment industry. The Rating Agencies describe the short-term and long-term “Top Ratings”
assigned to Rhinebridge’s Senior Notes in the following way:

Moody’s: P-1: Issuers (or supporting institutions) rated Prime-1 have
a superior ability to repay short-term debt obligations.

* * *

Aaa: Obligations rated Aaa are judged to be of the highest
quality, with minimal credit risk.
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S&P: A-1[+]: An obligor rated ‘A-1" has STRONG capacity to
meet its financial commitments. It is rated in the highest
category by Standard & Poor’s. Within this category,
certain obligors are designated with a plus sign (+). This
indicates that the obligor’s capacity to meet its financial
commitments is EXTREMELY STRONG.

* * *
AAA: An obligation rated ‘AAA’ has the highest rating
assigned by Standard & Poor’s. The obligor’s capacity to
meet its financial commitment on the obligation is
extremely strong.

Fitch F1[+]: Highest credit quality. Indicates the strongest
capacity for timely payment of financial commitments;
may have an added “+” to denote any exceptionally strong
credit feature.

* * *
AAA: Highest credit quality. ‘AAA’ ratings denote the
lowest expectation of credit risk. They are assigned only in
case of exceptionally strong capacity for payment of
financial commitments. This capacity is highly unlikely to
be adversely affected by foreseeable events.

71.  While the Senior Notes enjoyed the highest possible ratings, even a portion of
obligations that were junior to the Senior Notes were rated ‘“Triple A” by the Rating Agencies.

72.  In addition to the foregoing qualitative information, credit ratings communicate
quantitative information, and defendants knew it. In June of 2007, for example, Moody’s explained
in a Special Comment on “Short-Term Corporate and Structured Finance Transition Rates” that:

. Structured finance short-term rating transition rates are reported here for the
first time, using the same definition of default and methodology for measuring rating
transition rates as used for our corporate ratings. The data set consists primarily of
asset-backed commercial paper ratings; however, all other short term structured
finance ratings are included in the sample, including those of structured investment
vehicles (SIVs), collateralized debt obligations (CDOs), and money market tranches
of term asset-backed (ABS), residential mortgage-backed (RMBS), and commercial-
mortgage-backed transactions (CMBS).

— Since 1983, 1,689 distinct ABCP programs or tranches of ABS, CDO,
CMBS, and RMBS transactions have been assigned short-term ratings.
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— No obligation carrying a short-term rating has ever defaulted in
structured finance market.

. About 3.8% of all P-1 rated short-term corporate ratings were downgraded
within one year, compared to about 0.6% of P-1-rated short-term structured
finance ratings.

(Footnote omitted.)

73.  Inbrief, as Moody’s and all other defendants knew, the “Top Ratings” for SIVs like
Rhinebridge and similar CDO and ABS securities were apparently even stronger than comparable
corporate bond ratings. Nothing could have been further from the truth.

74.  The information communicated by the Top Ratings is important because an SIV’s
success depends directly on the credit quality of the assets it acquires. SIV investors are willing to
invest in large part because of the high credit ratings assigned to SIVs. These ratings are largely a
reflection of the high ratings assigned to the assets acquired by SIVs. Indeed, without such high
credit ratings, Rhinebridge would not have existed. Rhinebridge’s Private Placement Memorandum
acknowledges this fact by noting that any downgrade in assets held by Rhinebridge “is likely to have
an adverse effect on the market value” of the Senior Notes.

75.  Defendants communicated to investors that the Senior Notes had Top Ratings. As
noted, these ratings are terms of art in the investment industry and mean:

(a) the Senior Notes were nearly risk free;

(b)  the Senior Notes were as safe, secure and reliable as high quality corporate or
government bonds;

(c) the Senior Notes had an extremely low probability of transitioning to “junk”
status;

(d) the Senior Notes had a very low probability of default;
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(e) the Senior Notes had a reasonably high likelihood of a high recovery in the
event of default;

® the Senior Notes had been rated by an objective, independent third-party
whose impartiality was not impaired by any significant conflicts of interest, such as the payment of
triple-sized fees for structuring and closing Rhinebridge;

(g) the Senior Notes had been rated on the basis of current, accurate and complete
data and analysis, as well as reasonable and true models and assumptions, not mere “guess work”
and speculation; and

(h) the low rates of return offered by the Senior Notes were appropriate and
reflected the true level of risk associated with the Senior Notes.

76. The false ratings were communicated starting on or about June 27, 2007, when the
Senior Notes were first sold to investors and were repeated each time a Senior Note was offered or
sold to an investor until October 18 and 19, 2007, when the Senior Notes were downgraded to their
accurate ‘“junk” ratings by the Rating Agencies.

77.  The false ratings were communicated to a narrow group of private investors in
transactions exempt from registration under the United States securities laws. Indeed, the Senior
Notes could be offered and sold only to this limited group of qualified investors, and according to
the Private Placement Memorandum, any offer or sale of Senior Notes to anyone other than a
qualified purchaser would “BE DEEMED NULL AND VOID 4B INITIO AND OF NO EFFECT.”

78. On information and belief, all defendants knew at all times that Class members,
including plaintiff, would and did reasonably rely on the false ratings before making a decision to

invest in Rhinebridge.
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79. On information and belief, all defendants knew at all times that such information
would be communicated directly to plaintiff and other members of the Class through, inter alia, a
commonly used investment platform provided by Bloomberg and confirmed via Private Placement
Memoranda and other written materials concerning Rhinebridge.

80.  The foregoing beliefs are based upon, inter alia, the fact that the Top Ratings were a
critical investment characteristic of the Senior Notes and it was common industry practice both to
communicate and to rely upon this information as set forth above.

81.  The Top Ratings were false, as defendants knew, for the reasons set forth below.

THE REASONS WHY DEFENDANTS KNEW THE RATINGS WERE MATERIALLY
MISLEADING

A. Due to Conflicts of Interest in the Structuring, Rating and Monitoring of
Rhinebridge and Its Constituent Assets, the Ratings Were Misleading, as
Defendants Knew

82.  As noted, it was a condition to the sale of the Senior Notes that they receive the
highest ratings possible. A rating must be independent to have any value. The ratings in this case
were not independent.

83. Investors placed their trust in the credit ratings largely because they were supposed to
be independent and unbiased agencies.

84. Serious conflicts of interest at the Rating Agencies have beenrevealed recently. Such
conflicts undermined the credibility of the ratings structures and surveillance of Rhinebridge and its
constituent structured finance assets. As reported on April 11,2008, in The Wall Street Journal, a
former Moody’s analyst stated that while there was no explicit directive to abandon ratings
objectivity to earn business from investment banks, such as defendant IKB, there was “‘a palpable

erosion of institutional support for rating analysis that threatened market share.””
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85. It was reported in the same article that “Moody’s agreed to switch analysts on deals
after bankers complained.” The Chief Executive Officer of Moody’s recently confirmed that they
were in fact pressured to provide strong ratings: “Everybody always seeks to pressure us. Anyone
with a position in the credit markets will hope that the credit-rating agencies agree with its opinion.
It’s a conflict of interest question.”

86. The former Chairman of the SEC, Arthur Levitt, Jr., made the remarks quoted below
on November 27, 2007, in Ontario, at a forum for securities regulators and market participants to
discuss important capital markets issues. Mr. Levitt’s remarks were entitled “Strengthening the
Gatekeepers: The importance of independence and accountability to capital markets.”

In terms of market meltdowns and the degree of pain inflicted on the financial
system, the subprime mortgage crisis has the potential to rival just about anything in
recent financial history including the post-Enron turndown of a few years ago.

The scope of this crisis is not the only similarity to the Enron-era scandals.
They also share root causes that include conflicts of interest, a lack of accountability,
and limited transparency leavened with a healthy dose of naive greed.

Indeed, the subprime meltdown — which is still roiling the markets and the
economic health of the world — is yet another example of what happens when
independence and accountability is compromised among key market actors . . . of
what happens when trust breaks down.

Just like we did in the months after the implosion of Enron and WorldCom,
we are now learning that a number of critical gatekeepers and market actors did
not perform as we had hoped.

First, consider the credit rating agencies.

Until the 1970s, the business model of credit rating agencies was fairly
straightforward: Investors bought a subscription to receive ratings which were then
used to make investment decisions.

But then the business model changed, and the issuers of securities themselves
became the ones who paid to be rated . . . and as structured finance increased in
popularity, it deepened this relationship between issuer and rater.

Now, investors are relying on credit ratings to make informed investment
decisions, but the credit rating firms are paid not by investors but by the companies
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they rate. And as complex, structured debt products have increased in popularity,
the relationship between rater and issue became even closer — and the line between
independent rater and paid advisor became blurred.

This very circumstance suggests that a potential conflict of interest —
between providing objective ratings and satisfying their corporate clients may be
distorting the rating agencies’ judgment. That they are both coach and referee.

87.  The former Chairman of the SEC, Christopher Cox, provided a statement to Congress

on April 22, 2008, that said:

The rating agencies’ performance in rating these structured credit products has called
into question their credit ratings generally as well as the integrity of the ratings
process as a whole.

88. On June 11, 2008, Chairman Cox made the following remarks concerning the Rating

Agencies:

When the Congress passed the Credit Rating Agency Reform Act a year and a half
ago, it was well understood that certain conflicts of interest were hardwired into the
rating agency business model. But we have learned since then that the ratings of
structured products in the subprime area made those conflicts of interest even
more acute. That’s because structured products were specifically designed for
each tranche to achieve a particular credit rating — and the ratings agencies then
made a lucrative business of consulting with issuers on exactly how to go about
getting those ratings. Selling consulting service to entities that purchased ratings
became a triple-A conflict of interest.

89.  On July 8, 2008, following a ten-month investigation, the SEC released a report

concerning the three defendant Rating Agencies (the “July 8 SEC Report”). No findings were made

about any other rating agency in this report. In summarizing its “factual findings, observations and

recommendations from the examinations,” the SEC stated: “Analysts appeared to be aware, when

rating an issuer, of the rating agency’s business interest in securing the rating of the deal.”

90.

The SEC stated that “[i]n some instances, analysts discussed fees for a rating.” The

SEC gave the following examples of this problem:

At one firm, an analyst wrote to his manager asking about whether the firm
would be charging a fee for a particular service and what the fee schedule
will be.
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. At another firm, a business manager in the RMBS group wrote to several
analysts: “. . . if you have not done so please send me any updates to fees on
your transactions for this month. It is your responsibility to look at the deal
list and see what your deals are currently listed at.”

. At two rating agencies, there were indications that analysts were involved in
fee discussions with employees of the rating agency’s billing department.

91.  TheJuly8,2008 SEC Report also stated that: “Rating agencies do not appear to take
steps to prevent considerations of market share and other business interests from the possibility that
they could influence ratings or ratings criteria.” The SEC provided the following examples of this
problem:

. For instance, a senior analytical manager in the Structured Finance group
wrote “I am trying to ascertain whether we can determine at this point if we
will suffer any loss of business because of our decision [on assigning separate
ratings to principal and interest] and if so, how much?” “Essentially, [names
of staff] ended up agreeing with your recommendations but the CDO team
didn’t agree with you because they believed it would negatively impact
business.”

. In another example, after noting a change in a competitor’s ratings
methodology, an employee stated: “[w]e are meeting with your group this
week to discuss adjusting criteria for rating CDOs of real estate assets this
week because of the ongoing threat of losing deals.” In another email,
following a discussion of a competitor’s market share, an employee of the
same firm states that aspects of the firm’s ratings methodology would have
to be revisited to recapture market share from the competing rating agency.
An additional email by an employee stated, following a discussion of losing a
rating to a competitor, “I had a discussion with the team leaders here and
we think that the only way to compete is to have a paradigm shift in
thinking, especially with the interest rate risk.”

. Another rating agency reported to the Staff that one of its foreign ratings
surveillance committees had knowledge that the rating agency had issued
ratings on almost a dozen securities using a model that contained an error.
The rating agency reported to the Staff that, as a result, the committee was
aware that the ratings were higher than they should have been.

(Footnotes omitted.)
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92. This information concerning CDO rating and structuring processes is directly relevant
because CDOs are similar to SIVs. Moreover, Rhinebridge acquired millions of dollars worth of
CDOs that were structured, rated and monitored by the Rating Agencies.

93.  The SEC’s investigation further revealed that the Rating Agencies did not have
enough staff to rate CDOs properly and that the Rating Agencies knew this fact.

94, Recent admissions by former employees of the Rating Agencies confirm the Rating
Agencies knew their ratings on investment pools such as Rhinebridge were false, as reported in a
September 25, 2008 Bloomberg article:

. “‘I knew it was wrong at the time’” said a former S&P Managing Director;

. ““It was either that or skip the business. That wasn’t my mandate. My mandate was
to find a way. Find the way.””

9s. Similarly, Bloomberg reported the following on September 24, 2008:
. Another former S&P Managing Director commented “‘[S&P] thought they had

discovered a machine for making money that would spread the risks so far that
nobody would ever get hurt.””

96.  The July 8, 2008 SEC Report made the following observations with respect to all
three agencies:

At one firm, internal communications appear to expose analytical staff to this conflict

of interest by indicating concern or interest in market share when firm employees

were discussing whether to make certain changes in ratings methodology. In

particular, employees discussed concerns about the firm’s market share relative to
other rating agencies, or losing deals to other rating agencies.

97. Defendants failed to disclose all of the compensation arrangements with the Rating
Agencies — including “repeat player” compensation paid by banks such as IKB.

98.  Recent statements by industry insiders indicate the Rating Agencies were paid nearly
three times the amount to rate Rhinebridge as they would have received to rate a traditional

corporate debt obligation. Among other reasons they were paid substantially more to rate
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Rhinebridge is because they helped structure — that is, create — the product. The Rating Agencies’
structuring activities and attendant “pay for performance” compensation undermined the credibility
of their ratings to such a significant degree as to make those ratings false and misleading.

99.  Itisnot surprising that the Rating Agencies repeatedly eased their ratings Standa.rds in
order to capture more market share of the ratings business given the conflicts of interest between the
Rating Agencies and the entities for whom they performed rating work. As reported in the
September 25, 2008 Bloomberg article, a former S&P Managing Director stated that when the
subject of tightening S&P’s rating criteria came up, the co-director of CDO ratings, David Tesher,
said: “‘Don’t kill the golden goose.””

100. Theloosening of ratings standards is exemplified by the following “instant message”
conversation between Rahul Shah (“Shah”) and Shannon Mooney (“Mooney”) — two S&P analysts

describing S&P’s rating of an investment similar to Rhinebridge and its constituent securities:

Shah: btw — that deal is ridiculous

Mooney: 1 know right . . . model deflinitely] does not capture half of the rish
[sic]

Mooney: risk

Shah: we should not be rating it

Mooney: we rate every deal

Mooney: it could be structured by cows and we would rate it

Shah: but there’s a lot of risk associated with it — I personally don’t feel

comfy signing off as a committee member.

101. InaDecember 15, 2006 email, an S&P analytical manager in the same group as Shah
and Mooney wrote to a senior analytical manager that the rating agencies continue to create an
“‘even bigger monster — the CDO market. Let’s hope we are all wealthy and retired by the time this

house of cards falters.””
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102. The loosening of ratings criteria due to market share considerations was evident at
Moody’s also. Jerome Fons, a former Managing Director for Credit Quality at Moody’s, indicated
during his October 22, 2008 testimony before the U.S. Congress that due to profit concerns, a
loosening of ratings standards took place at his company: “‘[/TJhe focus of Moody’s shifted from

protecting investors to being a market-driven organization’”

and “management’s focus
increasingly turned to maximizing revenues” at the expense of ratings quality.

103. Fons explained that the originators of structured securities were free to shop around
for the rating agency that would give them the highest rating and “typically chose the agency with
the lowest standards, engendering a race to the bottom in terms of rating quality.” Fons noted that
the rating agencies’ “drive to maintain or expand market share made [them] willing participants in
this [rating] shopping spree” and made it “relatively easy for the major banks to play the agencies off
one another.” Fons said it was this business model that “prevented analysts from putting investor
interests first.”

104. Recently, Fons further explained the deep conflicts at Moody’s. Fons was a frequent
in-house critic of Moody’s overly optimistic credit ratings, but was not able to persuade Moody’s to
change its policies. In a March 16, 2009 opinion editorial for The New York Times, Fons stated that
“[o]ne of us worked at Moody’s, and was a frequent in-house critic of how the agencies put troubled
companies on artificial ‘watch lists’ while they maintained overly optimistic letter ratings.”

105. Raymond McDaniel, the CEO of Moody’s, also acknowledged the degradation of
ratings standards. In a presentation to Moody’s Board of Directors in October 2007, McDaniel told
the Board: “The real problem is not that the market . . . underweights ratings quality but rather that,
in some sectors, it actually penalizes quality . . . . It turns out that ratings quality has surprisingly

few friends ....” He noted the pressure exerted on analysts to come up with high ratings,
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explaining “[a]nalysts and MDs [managing directors] are continually ‘pitched’ by bankers, issuers,
investors” and sometimes “we ‘drink the kool-aid.”” In fact, The Wall Street Journal found that in at
least one instance, Moody’s increased the proportion of AAA ratings within a mortgage bond after
its client complained and said it might go with a different rating firm.

106. As McDaniel noted, this degradation of ratings quality was not limited to Moody’s:
“What happened in ‘04 and ‘05 with respect to subordinated tranches is that our competition, Fitch
and S&P, went nuts. Everything was investment grade. It didn’t really matter.”

107. Sufficeit to say, Moody’s did not “asterisk” their ratings of the Senior Notes and did
not explain that S&P and Fitch “went nuts” in rating Rhinebridge and its constituent assets.

108. Due to the Rating Agencies’ easing of credit rating criteria, the Rating Agencies made
the Senior Notes appear to be far less risky than they really were. This easing of credit rating criteria
and the true risk of Rhinebridge contradicts the Top Ratings.

B. The Ratings Were False Because Rhinebridge’s Constituent Assets Crashed in
Value Before the Senior Notes Were Sold

109. The Senior Notes never should have been issued nor should they have received Top
Ratings.

110. Rhinebridge had operating instructions that governed the types of assets it could buy
and the ways in which it could fund, or borrow money to buy, those assets. These instructions
included various tests. The “Major Capital Loss Test” (herein, the “Capital Test””) was one such test.

111. The basic function of the Capital Test was to prevent Rhinebridge from issuing any
Senior Notes when the value of the assets included in the portfolio declined below a certain level.
Specifically, if the market value of Rhinebridge’s assets fell by approximately 8% or more, then the

Capital Test would be breached and no Senior Notes could be sold.
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112. Because Rhinebridge was highly “levered,” or had a high proportion of debt relative
to its junior liabilities, changes in the value and quality of its constituent assets have a magnified
effect on the value of its junior liabilities. And when a material percentage junior debt is eroded, the
Top Ratings ascribed to the Senior Notes become meaningless.

113. Thus, a decline in the value of Rhinebridge’s assets has three effects. First, it erodes
the value of the capital notes and shuts down Rhinebridge’s ability to sell any Senior Notes. An
approximate 8% decline in asset values erodes 50% of the value of the capital notes. Second,
because the value of the capital notes is eroded, there is effectively less “protection” supporting the
Top Ratings and the Top Ratings are destroyed. Third, because Rhinebridge cannot issue new debt
to replace maturing debt, existing investors are stuck and Rhinebridge must conduct fire sales of its
constituent securities to repay investors.

114. These relationships can be illustrated as follows:
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115.  Upon information and belief, the Capital Test was breached and the Top Ratings were

clearly false before defendants launched Rhinebridge as a new investment on June 27, 2007.
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116. Itis not possible to know the exact true values of Rhinebridge’s constituent assets and
Senior Notes in the absence of discovery because these assets are not publicly traded. They are
traded and priced by banks like IKB on proprietary trading networks.

117. Whatever the exact true values of Rhinebridge’s constituent assets were on or about
June 27, 2007, they were well below the value necessary to generate Top Ratings or satisfy the
“Capital Test” discussed above.

118. The following information strongly supports the conclusion that Rhinebridge’s
mortgage-backed assets had crashed in value before June 27, 2007:

(a) A criminal indictment of Bear Stearns fund managers. The indictment relates
to funds that were invested in the same kinds of risky mortgage-backed securities held by
Rhinebridge. The indictment states, “[tJoward the end of March [2007], the performance of the
Funds had deteriorated to a point where [a defendant] expressed . . . ‘I’'m sick to my stomach over
the performance in [M]arch [2007].”” An “April 22, [2007] e-mail between the indicted defendants
states that

the subprime market looks pretty damn ugly.... If the [CDOs report is]
ANYWHERE CLOSE to accurate I think we should close the funds now. The
reason for this is that if [the CDOs report] is correct then the entire subprime market

is toast. . .. If AAA bonds are systematically downgraded then there is simply no
way for us to make money — ever.

Capitalized emphasis in original; bold and italicized emphasis added.
p Y g
(b) An Associated Press report dated June 21, 2007:

Q: What went wrong with the [Bear Stearns] Enhanced Leverage fund?

A: The fund reportedly lost 23 percent of its value in the first four months of the
year. The specific reasons are not clear, but starting earlier this year, there
was a sharp increase in the number of delinquencies and defaults on loans
made to borrowers with spotty credit histories. Bonds backed by these
subprime mortgages lost much of their value, before stabilizing somewhat in
April and May.
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() Reports of traders with knowledge of sales from the Bear Stearns funds before
June 27, 2007 that the assets — again the same kinds of assets held by Rhinebridge —had “‘high credit

ratings” but were in fact “junk in investment-grade clothing.” The assets were “variously described

(113 "

as ‘sludge’ [and] ‘immovable objects’ that obtained “‘atrocious prices.

(d) A report by the Financial Times that the “giant market for securities backed
by US subprime mortgages was thrown into turmoil on [June 20, 2007] as lenders struggled to sell
more than $1bn of assets seized from two Bear Stearns hedge funds that suffered heavy losses on
subprime bets.” The Financial Times explained these sales pushed indices that track the value of the
types of assets included in Rhinebridge to “record lows.” One “key index” dropped to a “record low
of 59.25” on June 20, 2007. As aresult, the mortgage-backed debt tracked by that index traded at a
41% discount to par.

(e) A report by The Wall Street Journal, dated June 18, 2007, that “[i]n recent
months, market prices of subprime bonds have seen wide swings as investors fear many securities
could default as mortgage losses rise” and that analysts said such securities “‘aren’t easily traded by
investors” and thus “may draw bids that are significantly below what their sellers are hoping for.”

® A report by the American Banker, a banking industry trade publication, dated
June 22, 2007, that “[t}he recent collapse of the subprime mortgage sector and the pullback in the alt-
A arena has the mortgage market in turmoil.”

119. Neither IKB nor the Rating Agencies distributed or identified the actual collateral
assets that would be included in Rhinebridge before offering and selling the Senior Notes. Because
the basic premise of an SIV, as reinforced through the issuance of the Top Ratings, was to acquire

only high-quality assets, the inclusion of low-quality toxic mortgage-backed assets rendered the

ratings false and misleading.
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120. The Rating Agencies knew or recklessly disregarded these market movements in
rating the Senior Notes because they received regular reports on market activity and knew what
assets were included in Rhinebridge.

121. In addition to Rhinebridge, IKB managed a separate even larger fund called
“Rhineland,” which was very similar in composition and size to the Bear Stearns funds discussed
above. Thus, IKB received the same types of market reports as Bear Stearns and knew or recklessly
disregarded the fact that the market for Rhinebridge’s obligations and its constituent securities was
crashing.

122.  Further, as discussed below, an October 2007 audit report by an outside accounting
firm concluded that the management board of IKB was in fact hiding problems from other members
of the company regarding IKB’s exposure to the subprime market. Neither plaintiff nor any other
member of the Class could have uncovered the risks relating to Rhinebridge’s toxic assets when
members of IKB’s own senior management team were attempting to hide that risk from others
within IKB.

123. Itis now clear, however, that senior management of IKB was highly motivated to sell
the toxic assets held in Rhinebridge to investors for the reasons described below.

C. IKB Was Highly Motivated to Defraud Investors and Knew that Rhinebridge’s
Toxic Constituent Assets Contradicted the “Top Ratings”

124. IKB was highly motivated to make the Senior Notes appear less risky than they were
because (a) IKB was highly compensated to do so; (b) IKB’s objective was to sell assets from its
balance sheet at prices it could never obtain on the open market; and (c) IKB faced its own
insolvency if it revealed the true quality of the assets included in Rhinebridge.

125.  Under the Rhinebridge Senior Notes program, IKB was set to receive a management

fee of 0.05% of the market value of the collateral assets. IKB was entitled to another 0.04%
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calculated in the same manner. And IKB was entitled to a third incentive fee based on
Rhinebridge’s profit or “spread” derived from the interest payments received from Rhinebridge’s
collateral assets minus the interest paid to its investors, including investors in the Senior Notes. In
other words, 100% of the profits from Rhinebridge went directly to IKB (after paying the Rating
Agencies’ ongoing fees). These economic incentives motivated IKB both to create the illusion that
Rhinebridge’s collateral assets had high market values and to maintain this illusion as long as
possible in order to generate the incentive-based compensation.

126. More important than this substantial remuneration, however, was IKB’s objective to
unload toxic subprime assets from its own balance sheet. Specifically, IKB sold over $1 billion in
toxic mortgage-backed assets to Rhinebridge at prices IKB never could have achieved in an open
and competitive market. IKB sold over $600 million in “home equity” or low quality subprime
bonds to investors through Rhinebridge and another $350 million in CDOs, which consisted mostly
of toxic residential mortgage bonds. Nearly $250 million in bonds were sourced from a single
subprime lender, Countrywide.

127. In fact, 100% of the assets included in Rhinebridge were “structured finance”
securities — demolishing any rational correlation “assumptions” IKB and the Rating Agencies
purportedly made in constructing the Senior Notes’ Top Ratings.

128. It is clear that IKB sold these collateral assets to investors through Rhinebridge at
materially inflated values. IKB achieved this goal by entering into a forward purchase agreement
with Rhinebridge on November 6, 2006 (amended through May 25, 2007) to sell approximately $4
billion in assets for the purchase price paid by IKB. The prices paid for these assets by IKB in late
2006 or early 2007 were materially higher than their true worth when over $1 billion in assets were

sold under this agreement to Rhinebridge’s investors starting on or about June 27, 2007. Investors
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essentially provided IKB over a billion dollars in cheap off-balance-sheet financing and covered all
of IKB’s market losses on the assets IKB sold to Rhinebridge. Investors did not buy the Senior
Notes in order to subsidize IKB’s losses.

129. Nonetheless, IKB unloaded hundreds of millions of dollars of credit risk onto
investors, but managed to keep 100% of the profits generated by the “spread” between the interest
payments on the assets and the low interest payments owed to Rhinebridge’s investors for itself.

130. Itisno coincidence that CEO Stefan Ortseifen and CFO Volker Doberanzke of IKB
Bank “retired” on July 29, 2007 and August 7, 2007, respectively; that CEO Winfried Reinke of IKB
CAM was fired on August 1, 2007; and that on August 10, 2007, authorities in Germany began
investigating IKB “managers” on suspicion of criminal disloyalty and other charges. IKB narrowly
avoided its own insolvency following these events.

131. Following IKB’s near-demise, The Financial Times reported on October 17, 2007
that auditing company PricewaterhouseCooper (“PWC”) had conducted an audit on IKB and
“accused the former management board of IKB of hiding problems” relating to IKB’s U.S. subprime
mortgage market. Additional media indicate the PWC report found that the minutes of IKB CAM’s

(113

executive meeting on October 26, 2006 stated “‘[T]he hous[ing] market in the US is cooling down

(114

faster than generally expected’” and that the “‘probability of a worst case scenario has increased.””
Separately, it was reported that two more IKB board members, Markus Gutoff and Frank Braunsfeld,
left IKB “effective immediately” following PWC’s audit.

132. In July 2009, German authorities brought charges against IKB Bank’s former
Chairman of the Managing Directors for “market manipulation,” among other things.

133.  Other credit analysts suspected that IKB was manipulating market values of subprime

bonds. According to CreditSights, “IKB shocked the market” on July 30, 2007, by providing
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earnings estimates ““‘significantly lower’” than it had indicated just ten days earlier, “blaming the
impact from the sub-prime crisis.” The analysts further reported:
[W]e assume that there must also have been a significant change in the way IKB
values its sub-prime investments. We suspect it relied in the past on the high credit
ratings assigned to the paper it holds (according to its Annual Report, 75% of its
securitisation investments had a triple-A or double-A rating) but that it has now

adopted a more market oriented valuation. Without more detailed disclosure, it is
impossible to know.

134.  Even without the benefit of discovery, the facts adduced herein strongly support the
conclusion that IKB was in fact manipulating the values of subprime bonds, and that it placed over
$1 billion worth of those bonds in Rhinebridge for the purpose of moving credit risk off its own
balance sheet and onto unsuspecting investors.

135. No amount of investigative prowess would have enabled plaintiffto discover the true
quality and true worth of Rhinebridge’s constituent assets and correspondingly, the true quality and
value of the Senior Notes, or the potential criminal activities of IKB’s managers. Despite hundreds
of pages of boilerplate risk factors and $16 million in “upfront costs” (paid by investors) neither IKB
nor the Rating Agencies provided the actual list of collateral assets before the transaction closed or
provided the true values of the collateral assets before the transaction closed.

136. Because Rhinebridge was operated by IKB and the Rating Agencies and had no real
operations or real employees, investors necessarily relied on IKB and the Rating Agencies to price
and rate Rhinebridge’s assets and its Senior Notes appropriately.

137. IKB knew at all times that investors would rely upon “good ratings” in purchasing the
Senior Notes. Indeed, IKB’s new CEO discussed IKB’s disastrous foray into U.S. mortgage-backed
securities on November 28, 2007, stating that “‘IKB relied predominantly on the good ratings’” by
the Rating Agencies. But, IKB knew the true quality and value of the Senior Notes and

Rhinebridge’s constituent assets and collaborated with the Rating Agencies to sell “Top Rated”
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securities for the purpose of avoiding additional losses on its own balance sheet. Investors did not
acquire the Top Rated Senior Notes to bail out IKB.

D. Defendants Knew the Rhinebridge Senior Notes’ Ratings Differed from Ratings of
Corporate Bonds

138. In August 2004, Moody’s started using a new credit-rating model. The formula
allowed securities firms to sell more top-rated, nonprime mortgage-backed bonds than ever before.
A week later, S&P moved to ease its credit-rating methods because of the threat of losing deals to
Moody’s. According to Moody’s, Fitch similarly “went nuts.” The easing of the Rating Agencies’
standards opened the floodgates for creating SIVs backed by nonprime securities like Rhinebridge.
Before the relaxation of ratings standards, deals such as Rhinebridge could not have existed.

139. With respect to credit ratings, the Top Ratings represent that the Senior Notes had the
same default probability and loss severity (should default occur) as corporate bonds with the same
ratings. Rhinebridge’s ratings differ from corporate bond ratings in several important ways that
render Rhinebridge’s Top Ratings false and misleading.

140. For example, in order to provide ratings for the Senior Notes, which were backed by
numerous underlying assets, the Rating Agencies had to make assumptions about how frequently
those assets would default together, or in tandem. The apparent safety of the Senior Notes depended
significantly on the degree of diversity of these underlying credits. A highly diverse group of credits
is unlikely to default at the same time. Conversely, a highly correlated group of credits is likely to
default at the same time. This relationship among various credits is also called “correlation.”

141. Thehigh ratings of the Senior Notes reflected the assumption by the Rating Agencies
about the correlation of Rhinebridge’s constituent securities. As noted, a lower correlation
assumption reflected greater safety for the Senior Notes, because, if the correlation of defaults is

low, it is less likely that a large number of the underlying assets will default at the same time. By
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making unreasonably low correlation assumptions, the Rating Agencies were able to conclude that
the Senior Notes deserved high ratings. These correlation assumptions were unreasonable and false,
and were not based on reasonable data. Unlike the correlation assumptions the Rating A gencies use
for rating other instruments, such as corporate bonds, the correlation assumptions used for
Rhinebridge were mere speculation.

142. Further, as defendants well knew, the Top Ratings assigned to the Senior Notes did
not reflect the actual correlation risks associated with the securities included in Rhinebridge’s
investment portfolio. Despite Rhinebridge’s operating instructions that permitted at most 4%
exposure to a single obligor, Rhinebridge acquired exposure to approximately $250 million in
Countrywide securities, or approximately three times higher than the 4% limit.

143. Moreover, IKB and the Rating Agencies permitted Rhinebridge to acquire 100%
structured finance securities. This operating instruction destroyed any reasonable correlation
“assumptions,” and defendants knew it.

144. Further, defendants knew but failed to appropriately rate the Senior Notes given the
lending practices that had been used to generate the underlying mortgages, including stated income
loans where the stated income was unreasonably high as compared to the stated job title. These were
referred to in the industry as “liar loans.” The nonprime mortgage-backed securities in Rhinebridge
included mortgages based on artificially inflated appraisals and loans to nonprime borrowers with
“silent seconds,” where the down payment was in reality another loan. These lending improprieties
dramatically increased the probability of delinquencies, defaults, foreclosures and, ultimately, losses.
The credit ratings on Rhinebridge’s constituent securities were consequently not indicative of the
riskiness of these securities, and the ratings on the Senior Notes were similarly misleading. When

the real risks were exposed, Rhinebridge lost its funding ability and collapsed.
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145. Again, S&P and Moody’s structured and rated approximately 100% of Rhinebridge’s
constituent securities, while Fitch rated 30% of these securities. Given these facts and the Rating
Agencies receipt of material non-public information from the California Lenders (and mortgage
originators whose loans were included in Rhinebridge), the Rating Agencies knew the low-quality
assets held by Rhinebridge rendered the Senior Notes’ Top Ratings false and misleading.

146. Inaddition to this qualitative information, the Rating Agencies received quantitative
information that contradicted the Top Ratings, as discussed below.

E. The Ratings Were Devoid of Any Meaningful Factual or Statistical Basis, as
Defendants Knew

147. Defendants knew but failed to account for major changes in the types of assets
included in Rhinebridge. Because Rhinebridge’s Top Ratings were based on inaccurate data, the
Top Ratings were false and misleading.

148. For example, defendants used models based on historical information preceding 2000
that had no relevance to rating Rhinebridge. This information did not reflect the true state of the
mortgage market during the relevant period because from the period 2001-2005: (i) the percentage
of “subprime” mortgage loans tripled; (ii) the combined LTV (or loan-to-value) ratio of loans in
excess of 90% tripled; (iii) “limited documentation” loans (or “liar loans”) nearly quadrupled; (iv)
“interest only” and “option” adjustable rate mortgages quintupled; (v) “piggy back” or second-lien
mortgages doubled; (vi) the amount of equity U.S. homeowners stripped out of their homes tripled;
(vii) the volume of loans originated for “second homes” more than tripled; (viii) the percentage of
loans including “silent seconds” — a nearly non-existent phenomenon a few years prior to the
issuance of the Senior Notes — experienced over a 16,000% increase; and (ix) the volume of

nontraditional mortgages more than quintupled.
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149. The exotic mortgage products characterizing the U.S. marketplace after 2000
performed poorly relative to the performance required by their models, and defendants knew it.
Each month the Rating Agencies received product information and performance data on billions of
dollars in U.S. loans. Under the contractual terms of hundreds of billions of dollars worth of
mortgage-backed securities they rate, the Rating Agencies are provided such product information.
Thus, when the Rating Agencies provided Top Ratings on the Senior Notes, they knew that their
historical data no longer reflected market realities and that mortgage credit quality was rapidly
deteriorating.

F. The Rating Agencies Knew the Ratings Were False Because They Possessed, but

Elected Not to Use, Updated Models that Would Better Structure and Rate
Rhinebridge and Its Constituent Assets

150. Despite the fact that the decrease in lending standards and increase in exotic mortgage
products rendered the Rating Agencies’ pre-2000 loan performance data obsolete and irrelevant to
rating the Senior Notes, and the fact that more current and accurate information was available during
the relevant time, the Rating Agencies did not update their models to reflect these changes.

151. According to Frank Raiter — the Managing Director and Head of Residential
Mortgage Backed Securities Ratings at S&P from March 1995 to April 2005 — S&P had developed
models that accounted for the new type of mortgage products available after 2000. These models
better captured the changes in the post-2000 mortgage landscape and were therefore better at
determining default risks posed by these new mortgages. However, S&P did not implement these
models due to their cost and because improving the model would not add to S&P’s revenues.

152.  As Raiter explained, the unfortunate consequences of continuing to use outdated
versions of the rating model included “the failure to capture changes in performance of the new
subprime products” and “the unprecedented number of AAA downgrades and subsequent collapse of

prices in the RMBS market.” The current President of S&P, Deven Sharma, agreed, noting: “Itis by
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now clear that a number of the assumptions we used in preparing oﬁr ratings on mortgage-backed
securities issued between the last quarter of 2005 and the middle of 2007 did not work.”

153. The use of outmoded models and inaccurate information was not limited to S&P. In
fact, Moody’s did not update its key assumptions for rating structured finance CDOs until December
0f 2008 - when, among other changes, Moody’s increased the average assumed asset correlations by
“a factor of roughly two to three times the previous levels.”

154. Executives at Moody’s also acknowledged a lack of investment in Moody’s rating
models and the failure of Moody’s rating models to capture the decrease in lending standards. In a
confidential presentation to Moody’s Board of Directors, Raymond McDaniel, CEO of Moody’s,
noted that underfunding can put ratings accuracy at risk. He acknowledged that “Moody’s Mortgage
Model (M3) needs investment.” McDaniel also acknowledged that Moody’s models did not
sufficiently capture the changed mortgage landscape. Brian Clarkson — the former President and
Chief Operating Officer of Moody’s — also recognized Moody’s failure to incorporate decreased
lending standards into their ratings, stating: “‘We should have done a better job monitoring that
[decrease in underwriting standards].””

155. In fact, the Rating Agencies’ models depended on the continued deterioration in
lending standards and continued appreciation in housing prices. This fact is made clear by the
following statement by Moody’s in a “confidential and proprietary” document released by Congress
to the public in October 2008:

[T]he housing price decline and the tightening of credit completely swamped

everything else. If either one of those had remained, if housing prices still went up,

or if cheap credit, the tightening of underwriting standards or loosening of

underwriting standards was still around, there wouldn’t have been any problem

because, at the end of the day, the bad underwriting, the cheap credit, and housing
prices were there in ‘03, ‘04, ‘05. What happened was the music stopped in ‘06.

- 40 -



156. S&P’sand Fitch’s models were also dependent on housing price appreciation. This is
clear from S&P’s and Fitch’s downgrading of billions of dollars in mortgage-backed securities in
lock-step with Moody’s. Moody’s also declared that S&P and Fitch “went nuts” in rating such
securities in the first instance.

157. Fitch made a similar admissions in a private telephone conversation with an investor
in March 2007:

We were on the March 22 [,2007] call with Fitch regarding the sub-prime

securitization market’s difficulties. In their talk, they were highly confident

regarding their models and their ratings. My associate asked several questions.

“What are the key drivers of your rating model?”” They responded, FICO scores and

home price appreciation (HPA) of low single digit (LSD) or mid single digit (MSD),

as HPA has been for the past 50 years. My associate then asked, “What if HPA was

flat for an extended period of time?” They responded that their model would start

to break down. He then asked, “What if HPA were to decline 1% to 2% for an

extended period of time?” They responded that their models would break down

completely. He then asked, “With 2% depreciation, how far up the rating’s scale
would it harm?” They responded that it might go as high as the AA or AAA tranches

158. The Rating Agencies continued to stamp “Top Ratings” on mortgage-backed
securities like Rhinebridge and its constituent assets in 2007, after prices had already declined as a
matter of incontrovertible fact.

159.  This fact is demonstrated by S&P’s statement on August 28, 2007, that “[t]he year-
over-year decline reported in the 2nd quarter of 2007 for the National Home Price Index is the lowest
point in its reported history, which dates back to January 1987.” S&P illustrated this point with the

following chart:
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160. Moody’s own managing directors, who apparently did not work in the structured
finance group, posed the following questions:

o “Who is going to accept responsibility within Moody’s for the lack of oversight of
[the] structured ratings group.”

o “Multi-notch downgrades in Structured Finance (SIV’s and others) — what exactly
were the reasons for that and what are lessons? Doesn’t an Aaa also imply a certain

low migration [transition downward from one rating to another] risk?”

o “Really no discussion of why the structured group refused to change their ratings in
the face of overwhelming evidence that they were wrong.”

161. Insum, the music stopped at the latest in 2006, but the Rating Agencies kept dancing.
They pretended to hear the music because defendant IKB, among others, paid them handsomely to

make believe nothing had changed.

G. The Rating Agencies Knew the Ratings on the Senior Notes Were False Because
They Received Non-Public Information from the Originators

162. As defendants well knew, Rhinebridge’s investment portfolio included many
securities derived from mortgages originated by the mortgage lenders under extremely dubious

circumstances. Whether the mortgage loans were categorized as “prime” or “nonprime” borrowers,
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many of the mortgages were granted in amounts not justified by the borrowers’ income. Many
borrowers were qualified under stated income applications (usually reserved for self-employed
individuals who could not provide Form W-2s) even though such borrowers were wage earners.
Many borrowers qualified under pay-option adjustable rate mortgages (“ARMs”) which would, after
the initial teaser period, adjust to such high payment amounts that it would be impossible for the
borrowers to make the payments. Rhinebridge’s weak assets contradicted the Top Ratings.

163. The credit ratings on Rhinebridge’s constituent assets were not indicative of the
riskiness of these securities, and the ratings on the Senior Notes were consequently misleading.
When the real risks were exposed, Rhinebridge lost its funding ability — obviously, there will be a
“liquidity” crisis when investors learn Rhinebridge invested in toxic assets — and collapsed.

164. In public, the Rating Agencies feign dismay over the lax underwriting standards
employed. Moody’s former President told The Wall Street Journal on April 11, 2008 that “we didn’t
see what appears to be an 18-month period where anything went.” In a non-public September 10,
2007 “confidential and proprietary” discussion with managing directors, however, he explained that
“we sort of controlled a little bit [of] the cheap credit and sort of the underwriting standards that
sort of went lack.”

165. Inprivate Moody’s lamented “[w]hat we’re really being asked to do is figure out how
much lying is going on and bake that into the a credit . . . which is a pretty challenging thing to do.
I’m not sure how you tackle that from a modeling standpoint,” but in public Moody’s stated: “We
knew that there was fraud. We may have thought it was X [it turns out] it was X to the 10th
power.”

166. TheRating Agencies knew that the mortgage-backed assets supporting Rhinebridge

were shoddy, because the Rating Agencies had access to non-public information about the collateral
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underlying Rhinebridge from their involvement in rating the originators of the mortgages purchased
by Rhinebridge. Because the Rating Agencies are exempt from SEC Regulation FD (Fair
Disclosure), they have access to such non-public information.

167. Ifthe Rating Agencies had disclosed such material non-public information in their
possession, Rhinebridge could not have issued any Senior Notes. Indeed, without their ratings, the
overwhelming majority of securities supporting Rhinebridge would not have even been eligible for
issuance on a “shelf takedown™ basis under the SEC rules. The reason the SEC permits securities
such as the residential mortgage-backed securities backing Rhinebridge to be issued on Form S-3 —
which involves far less oversight by the SEC than in a typical registration — is because of the very
low risk such securities represent to the investment community as a result of the high-quality, low-
risk nature of securities that receive “investment grade” ratings.

RHINEBRIDGE COLLAPSES

168. Rhinebridge defaulted on Senior Note payments on or about October 18, 2007.
Moody’s and S&P downgraded the Senior Notes to “junk” status on October 18 and October 19,
2007, respectively. Fitch downgraded the Senior Notes to “junk” on October 19, 2007.

169. In what is perhaps the shortest-lived “Triple A” company in the history of corporate
finance, Rhinebridge was launched in an initial private offering on or about June 27, 2007 and was
officially in receivership less than four months later on or about October 22, 2007.

CLASS ACTION ALLEGATIONS

170. Plaintiff brings this action as a class action pursuant to Rule 23 of the Federal Rules
of Civil Procedure on behalf of a class consisting of all persons or entities who acquired the Senior
Notes between June 1, 2007 and October 18, 2007 (when Rhinebridge was first downgraded to
“junk”) (the “Class Period”) on the basis of false and misleading representations, including false

investment grade credit ratings and/or other false and misleading information and who were
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damaged thereby. Excluded from the Class are defendants, the officers and directors of the
defendants, at all relevant times, members of their immediate families and their legal representatives,
heirs, successors or assigns and any entity in which defendants have or had a controlling interest.

171. The members of the Class are so numerous that joinder of all members is
impracticable. While the exact number of Class members is unknown to plaintiff at this time and
can only be ascertained through appropriate discovery, plaintiff believes, based upon the par value of
Senior Notes that were sold during the relevant time (above $1 billion), that there are numerous
members of the proposed Class. Class members may be identified from records maintained by the
Rating Agencies, IKB or Rhinebridge or their transfer agents and may be notified of the pendency of
this action by mail, using the form of notice similar to that customarily used in securities class
actions.

172. Plaintiff’s claims are typical of the claims of the members of the Class as all members
of the Class are similarly affected by defendants’ wrongful conduct in violation of law that is
complained of herein.

173.  Plaintiff will fairly and adequately protect the interests of the members of the Class
and has retained counsel competent and experienced in class and securities litigation.

174. Common questions of law and fact exist as to all members of the Class and
predominate over any questions solely affecting individual members of the Class. Among the
questions of law and fact common to the Class are: whether defendants falsely misrepresented the
credit quality of the Senior Notes; whether the ratings intentionally or recklessly omitted and/or
misrepresented material facts about the underlying mortgage-backed securities held by Rhinebridge;
and to what extent the members of the Class have sustained damages and the proper measure of

damages.
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175. A class action is superior to all other available methods for the fair and efficient
adjudication of this controversy since joinder of all members is impracticable. Furthermore, as the
damages suffered by individual Class members may be relatively small in comparison with the
expense and burden of litigating individual claims, the expense and burden of individual litigation
make it impossible for members of the Class to individually redress the wrongs done to them. There
will be no difficulty in the management of this action as a class action.

COUNT

Claim for Common Law Fraud
Against All Defendants

176. Plaintiff repeats and realleges the allegations set forth in the preceding paragraphs,
inclusive, as if fully set forth herein.

177. This is a claim for common law fraud against all defendants.

178. Defendants made materially false and misleading representations and omissions
concerning the credit quality of the Senior Notes. Specifically, the Top Ratings were false and
misleading. These false and misleading ratings were communicated to and relied upon by each
member of the Class.

179. Defendants collaborated in creating and disseminating the false and misleading
ratings.

180. Defendants made identical false and misleading statements by way of the ratings to
members of the plaintiff Class on each day throughout the Class Period through various private
information services, including Bloomberg, and confirmed through private placement memoranda.

181. The ratings and the reasons why they are false and misleading are set forth with

particularity above.
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182. Defendants knew or recklessly disregarded the false and misleading nature of their
representations and omissions. The bases for defendants’ knowledge or reckless disregard are set
forth with particularity above.

183. Defendants made the materially misleading statements and omissions for the purpose
of inducing members of the plaintiff Class to buy and retain the Senior Notes.

184. The Class and plaintiff reasonably and justifiably relied on defendants’ materially
misleading statements and omissions as they went to the core of their investment decisions regarding
the Senior Notes — namely, the attendant amount and nature of risk associated with the Senior Notes
and the determination of whether the respective rates of return associated with the Senior Notes
adequately compensated investors for such risks. The Senior Notes would have been unmarketable
and would not have issued or even existed but for defendants’ misleading statements and omissions.

185. Defendants’ misrepresentations and omissions went to the credit quality of the Senior
Notes and the underlying collateral assets. When the truth regarding these assets was revealed,
Rhinebridge collapsed and was forced into receivership.

186. Defendants undertook to sell billions of dollars in Senior Notes to investors. Having
elected to make representations to investors in order to sell Senior Notes to them, defendants owed
such investors a duty to disclose all material information, including adverse information.

187. Defendants were in possession of material non-public information concerning the
quality and value of the Senior Notes, including information concerning the quality and value of the
assets held by Rhinebridge. Defendants owed investors a duty to disclose that information,
including but not limited to the facts that the low quality assets could not support the Top Ratings
ascribed to the Senior Notes and that the market for both the Senior Notes of Rhinebridge and its

constituent assets was crashing before the Senior Notes were sold.
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188. Defendant IKB was a superior position to Senior Notes investors as a consequence of
its selling and trading assets such as collateral assets. Knowing that investors entrusted billions of
dollars to IKB, and knowing that such investors were sold Senior Notes that were represented to be
secure and stable investments, IKB had a duty to report to these investors that their investment
capital and income was at risk due to increasingly deteriorating credit conditions.

189. The defendant Rating Agencies were in a superior position to the Senior Notes
investors due to their receipt of material non-public information from the originators of the assets
constituting Rhinebridge as well as the pricing information they received in connection with the
surveillance they conducted on billions of dollars in structured investment securities as well as the
companies that originate those securities.

190. All of the Class members have been injured as a result of defendants’ fraudulent
conduct and misrepresentations and omissions, in an amount to be determined at trial.!

PRAYER FOR RELIEF

WHEREFORE, plaintiff prays for relief and judgment, as follows:

A. Declaring this action to be a proper class action pursuant to Rule 23 of the Federal
Rules of Civil Procedure;

B. Awarding plaintiff and the members of the Class damages and interest;

C. Awarding plaintiff reasonable costs, including attorneys’ fees; and

! Plaintiff reserves all rights to amend this complaint. Plaintiff places defendants on notice that

plaintiff will amend this complaint to include causes of action for negligence and negligent
misrepresentation (based on defendants’ failure to adequately investigate, model and/or monitor
Rhinebridge and its constituent assets) should fact discovery demonstrate defendants’ conduct is not
covered by the Martin Act. See Pension Comm. of Univ. of Montreal Pension Plan v. Banc of Am.
Sec., LLC, 592 F. Supp. 2d 608, 639-40 (S.D.N.Y. 2009).
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D. Awarding such equitable/injunctive or other relief as the Court may deem just and
proper, including punitive damages against IKB given its self-dealing and other conduct warranting
such damages.

JURY DEMAND

Plaintiff hereby demands a trial by jury.
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