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VERIFIED COMPELAINT

Plaintiff Woodmen of the World Life Insurance Society, by and through its attorneys,

allege against the Defendants U.S. Bancorp, U.S. Bank National Association, U.S. Bancorp

Asset Management, Inc. and the individual defendants as follows:

NATURE OF THE ACTION

1. On the surface this case involves complex and -cutting-edge securities,

transactions and entity structures, but deep down the tale of wrongdoing in this action is as

simple and old-fashioned as a frontier stagecoach heist. As will be set forth more fully below,



- this action centers around. a c‘lualr serics Delaware statutory trust formed for the purpose of
facilitating securities lending by plaintiff and other beneficiaries of the trust; the trust itself
invested in asset-backed commercial paper and mortgage-i)acked securities. SB‘ipped of these
fancy monikers, h(-)wever, what this case is really about is defendants’ favoritism of themselves
and certain beneficiaries of the trust ovér other beneficiaries, inclﬁding plaintiff, in some cases
deliberately and for entirely self-interested reasons and in ofher cases recklessly or negligently.
As a direct result of this wrongful favoritism, plaintiff I()st- approximately $47 million that it had
invested in the truét. -

2. Defegdants will no doubt seek to blame plaintiff s losses on overall
macroeconomic conditions, including the well-known collapse of the commercial paper and

mortgaged backed securities markets. *

Furthermore, once these investments turned bad, defe_ndants took -steps to protect themselves,
and to make certain beneficiaries of the trust who suffered significant Ibsseé whole, but took no
action Whats.c-)ever to protect plaintiff aﬁd other beneficiaries. Moreover, defendants either
withheld information from or deliberately misinformed plaintiff about the nature of and
condition of the trust’.‘; hivestmentsrsuch that plai;ntiff was unable to make informed decisions for
itself that would have penﬁitted it to withdraw its investment and avoid or limit its losses. In
short, while the specific facts of this case belohg uniquely to this century, they involve classic

breaches of fiduciary duties that require redress by a Court of Equity.



THE PARTIES

3. Plaintiff Woodmen of the World Life Insurance Society (“Plaintiff” or
“Woodmen”), is a ﬁat.ernal benefit society organized and existing uﬁder therlaws of the State of
Nebraska with its principal place of business in Omaha, Nebrasica. As ?1 fraternal benefit s-o-ciety,
the purpose and objectives of Woodmen include fraternalism, the promotion of volunteerism,
civic, charitable and patriotic activities, and the issuance of certificates of benefits, including
policies of life insurance to its members. Woodmen is vitally affected with the public interest,

4. Non-party Mount Vernon Secﬂﬁties Lending Trust (thé “Trust”) is a Delawéxe )
Statutory Trust forrﬁed by USBNA on or about August 18, 2005 as a securities lending program
for certain of USBNA’s clients. See Régistration Statement for ﬁSBAM Securities Lending
Trust. dated October 17, 2005 (the “20057 Registration Statement™), at 1.' The Trust, formerly
known as USBAM Securities Lending Trust, changed its name to the Mount Vembn Securities
Léﬁdil:gg Trust on or about March 29, 2006. Plaintiff Woodmen is and at all times relevant was a
beneﬁéiary of the Trust.

5. Defendant U.S. Bancorp (“U.S. Bancorp”) is a Delaware corporation with its
headquarters in Minneapolis, Minnesota. U.S. Bancori) i; a diversified financial services holding
company, offering regional consumer and business banking. and wealth management services,
national wholesale and trust services and global payments services- to more than 15.8 million
customers. U.S. Bancorp, as an entity that controlled and directed the activities of U.S. Bank
National Association, U.S. Bancorp Asset Management, Inc., and the Trust, owes Woodmen, as

a beneficiary of the Trust, the highest fiduciary duties of loyalty and care. US Bancorp also

A true and correct copy of the Registration Statemnent 1s attached hereto as Exhibit A.
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owes Woodmen and the other Trust beneficiaries a dufy of disclosure and a duty to treat all Trust
beneﬁciélries impartially. |

6. Defendant U.S. Bank National Association (“US]:%NA”) isa natiopally chartered
bank headquartered in Minneapolis, Minnesota. USBNA is one of the largest commercial banks
in the United States with approximately $310 billion in assets and $204 billion in U.S. deposits,
as of December 31, 2010. USBNA 1is a wholly owned subsidiary of USB and is USB’s principal
banking subsidiary. USBNA, aé an entity that controls and directs the activities of U.S. Bancorp
Asset M@agement, Inc. and the Trust, owes Woodmén, as a beneficiary of the Trust, the highest
fiduciary duties of 1§ya1ty and care. USBNA also owes Woodmen and the other Trust
beneficiaries a duty of disclosure and a duty to treat all Trust beneficiaries impartially.

7. Defendant U.S. Bancorp Asset Managemént Im_;.'is a Delaware éorporation with
its principal pléée of business. in Minnéapolis, Minnesota. After March 2006, U.S. Bancorp
Assét Management, Inc. changed its name to FAF Advisors, Inc. Effective January 1, 2011,
FAF changed its name back to U.S. Bancorp Asset.Management, Inc. U.S. Bancorp‘Asset
Management, Inc. will be referred to herein as “FAF.” At all relevant times, FAF was a wholly
oﬁned subsidiary of USBNA. FAT 1s, and at all relevant time was, the investment advisor to the
Trust. In that capacity, FAF owes fiduciary duties of loyalty and care to Woodmen as a
beneficiary of the Trust. FAT also owes Woodmen and the other Trust beneficiaries a duty of
disclosure and a duty to treat all Trust beneficiaries impartially.

8. Defendant Benjamin R. Field TIT (“Field”) i1s and at all relevant times hereto has
been a trustee of the Trust. |

0. Defendant Rogér A. Gibson (“Gibson™) is and at all relevant times hereto has

been a trustee of the Trust.



10.  Defendant Victoria J. Herget ("Herget”) is and at all relevant times hereto has
been a trustée of the Trust.

11. - _Defendaﬁt Leonard W. Kedrowski (“Kedrowski”) is and at all relevant times
hereto has been a trustee of the Trust. | |

12.  Defendant Richard K. Riederer (“Riederer”) is and at all rélevaﬁt times hereto has
been a trustee of the Trust.

13.  Defendant Joseph :D. Strauss (“Strauss”) is and at all relevant fimes hereto has
been a trustee of the Trust. | |

14.  Defendant Victoria 1. Stringer (“Stringer”) is and at all relevant times hereto has
been a trustee of the Trust.

15.  Defendant James M. Wade (‘-‘Wade”) is and at all relevaﬁt times hereto has been a
trustee of the Trust.

16. As trustees of a Delaware trust, Individual De_fendants Field, Gibson, Herget, |
Kedrowski, Riedefer, Strauss, Sti_‘inger and Wade (together, the “Trustees™), Qwe‘Woodmen, asa
beneficiary of the Trust, the highest ﬁduciary duties of loyaity and care. The Trustees also owe
Woodrﬁen and the other Trust beneficiaries é duty of disclosure and a duty to treat all rTrust
beneficiaries impartially. |

17.  Defendant Thomas S. Schreier, Jr. (“Schreier”) is and at all relevant times hereto
has been the President of the Trust, Schreier was also the Presidént, Chief Executive Officer and
a director of FAF at all relevant times. |

18.  Defendant Mark S. Jordahl (“Jordahl™) is and at all refevant times hereto has been
a Vice President of the Trust. Jordahl wés also the Chief Investment Officer and a director of

FAF at all relevant times.



19.  Defendant Jeffrey M. Wilson (“Wilson™) is and at all relevant times hereto has
been a Vice President of the Trust. Wilson is also a Senjor Vice President of FAF.
20. Defendant Charles D. Gariboldi, Jr. (“Garibold1”) 1s and ét all relevant times
hereto has been the Treasufer of the Trust. Gariboldi is alse the Mutual Funds Treasurer of FAF.
21.  Defendant Jill M Stevenson (“Steyenson”) is and at all relevant times hereto has
.becn the Assistant Treasurer éf the Trust. Stevenson is also the Assistant Mutual Funds
Treasurer of FAF
22.  Defendant Daﬁd H. Liu (“Lin™) is zind_at all relevant times hereto has been tﬁe
- Chief Compliance Officer of the Trust. At all relevant times, Liu was also the Chief Compliance
Officer -of FAF and, upon information and _belief, a director of FAF.
23, Defendant Kathleen L. Prudhomme (“Prudhomme”) is and at all relevant times
‘7 hereto has been the Secretary of the Trust. Prudhomme has been the Deputy Genérgl Counsel of
FAF since 2004 and, prior to that time, was a partner with Dorsey & Whitney LLP, which, upon
information and belief, has perfdrmed legal work on behalf of U.S. Bancbrp and its afﬁliatés. |
24.  Defendant Brett 1. Agnew (“Agnew”) was an Assistant Secretary of the Trust
from 2005 through 2008; Agnew also was employed as counsel to FAF during that period.
25. .Defendant James R. Arnold (“Arnold”) is and at ail relevant times hereto haé been
an Assistant Secretary of the Trust and an officer of U.S. Bancorp Fund Services, LLC.
26.  Defendant Richard J. Ertel (“Ertel”) is and at all relevant times hereto has been an
Assistant Seéretary of the Trust and employed as counsel to FAF.
27. Defendant Douglas G. Hess (“Heés”) is and at all reievant times hereto has been

an Assistant Secretary of the Trust and an officer of U.S. Bancorp Fund Services, LLC.



28.  Defendant James D. Alt (“Alt”) is and at all relevant times hereto has been an
Assistant Secretary of the Trust. Altis a partnef with Dorsey & Whitney L.LP which, upon
nformation émd belief, has performed legal work on behalf of U.S. Bancorp and its affiliates.

29.  As officers of the Trust, the Tndividual Defendants naméd in ™ 17—28 above
7 .- .(together, the “Trust Officers”) owe Woodmen, as a beneficiary of the Trust, the hight;st
fiduciary duties of loyalty and care. The Trust Officers also owe Woodmen and the otiler Trust.
beneficiaries a duty of ldisclosure ﬁnd a duty to treat all Trust beneficiaries impartially.

, | 30.  Defendant] oéeph Madisoh Ulrey, IH (“Ufrey”) was at all relevant times a director
| and the Chief Financial Officer of FAF.

31.  Defendant Charles R. Manzoni, Jr. (“Manzoni’;) was at all relevant time a .
director, the General Counsel and Secretary of FAF.

32. As directors of FAF, Individual Defendants Ulrey, Manzoni, Schreier, Liu and
- Jordahl (together, the “FAF Directors”) owe Woodmen, as a,b'eneﬁc'iary of the Trust, the highest
' ﬁduciar_y duties of loyalty and care. The FAF Directors also owe Woodmen and the other Trust

beneficiaries a duty of Vdisclosure and a duty to treat all Trust beneficiaries impartially. U.S.
Bancorp, USBNA, FAf, the Trust Officers (as employees of U.S. Bancorp and/or its affiliates),
and the FAF Directors afe referred to collective}y heréin as “USB.”
SUB:]ECT MATTER JURISI)ICTION
.33, Because the Trust is a Delaware Statutory Trust, and this lawsuit involves the
rights of Woodmen, a beneficiary of the Trust, under the Delaware Statutory Trust Act and
Delaware statutory and common law relating to trusts, Delaware law govefns all or some of the

claims brought herein under the r.Agreement and Declaration of Trust of USBAM Securities



Lending Trust and certain related agreements. This Court has subject matter jurisdiction over the
cléims pursuant to 12 Del. C. § 3804 and 10 Del. C. § 341.
SECURITIES LENDING GENERALLY

34. Securities lending is the market’ practice by which, for a fee, sccuritics are
transferred terﬁpora:rﬂy from one party (the lender), in this ease Woodmen, to another rpa;rty (the
borrower), in this case non-parties to this action. Legal fille passes oﬁ both sides of the
transaction. so that borrowed securities and collateral can be sold or loaned. The borrower is
obligated -to return the loaned securities either on demand by the lender or at the end of an agreed
term. |

35.  The borrower is required to provide acceptable assets as collateral to the lender,
‘most often in the fofm of cash, known in this case as “cash collateral.” Most loaned securities
are required by insurance laws and regulations to be “overcollateralized.” That is, the value éf
the cash collaterql exceeds the market value of the loaned securities. The amount of cash
collateral needed to secure a securities loan is subject to review and mﬁst bé increased if the
value of the underlying loaned securitics increases throughout the durétiqn of the loan. -

36.  Securities lending programs serve a dual purpose. First, they provide an
opportunity for the lender, in this case Woodmen, to eamn additional incéme from its securities.
Lenders do so by having the cash collateral invest‘ed in conservative, liguid, low risk,\ short-term
investments. These short-term investiments are expected to earn more interest income than the
lower-than-market interest rates the lender pays to the borrower (commonly referred to as the

“rebate” rate) while the lender holds the borrower’s cash collateral.



37..  Second, securities lending programs provide a ready source of securities available
to those who need to borrow them for a short period of time, such as investment banks and hedge
funds.

38. Althéugh ;the borrower of the securities is- legally entitled to any economic Beneﬁt
derjved from its ownership of the loaned securities (Z.e., dividends), most securities lending
agreements obii;gate the borrower to make equivalent payments to the lender. Thus, in a typical
securities lending transaction,jthe lender benefits from the income eamed on its secu:fities as well
as income it earns on Its investment of the cash collateral, while the borrower benefits from the
payment of interest on its cash collateral aﬁd the temporary use of the securities.

| 39.  Securities lenders rely upon the liquidation of their cash collateral investments as
the monetafy source to repay cash collateral toAsecu;rities borrowers. For this reason, any cash
collateral investments must Be adequately liquid and sufficiently conservative and secure so as to
safeguard the principal. It is also for this reason that fiduciaries discharge their duties when
invesﬂpg cash collateral with the care, ékill, i)mdence é,nd diligence consistent with the
fiduciaries’ reported “expertise.”

40.  If the value of the lenders’ cash collateral investments is less than the amount of
cash collateral and interest that must be repaid to the 'borrowers the securities lender is left in a
deficit position and must make up the balance from other revenue sources.

FACTS GIVING RISE TO THIS ACTION
USBNA’S SECURITIES LENDING PROGRAM
41. USBNA has served as nominee and custodian for Woodmen’s publicly held.

bonds and stocks since the early 1970’s. USBNA received a percentage of the return of the



investment collateral and, in effect, was receiving a return on Woodmen’s securities 1n
connection with the Securities Lending Program. |

42,  Imor aimut 1997 Woodmen and USBNA, through USBNA’s predecessor First
" Bank/First Trust, entered into a Securitics Lending Agreement, whereby USBNA provided
securities lendieg and collateral investment services to Woodmen.

43, Im December 2004, Woodmen submitted e Request for Proposal (“RFP”) to
various financial institutions ﬁ&:ovi-d_ing securities leﬁdjng, collateral investment, custodial- and
other Banking services.

44. USBNA responded to Woodmen’s RFP and made both written and verbal
representations to Woodmen with regard to the experience, expertise and “ac'tive management”
of USBNA’S seeurities lending and collaterai investment program (the “Securities Lending
Program”). In reliance on USBNA’s representations and its purported ability to offer a fl;ll range
of other banking services, Woodmen granted its business to USBNA.

' 45.  On or about March 731, 2006, Woodﬁen and USBNA entered into an Amended
and Restated Securities Lending Agreement (the “SL‘A”).2

46.  Under to the SLA, Woodmeﬁ appointed USBNA as Woodmen’s agent for the
purpose of llendjng Woodmen’s securities and investing collateral, and USBNA agfeed to act in
such capacity for Woodmen. Woodmen also autﬁoﬁzed USBNA to e¢nter into- a master
 borrowing agreement (the “Borrowing Agreement”) with each person designated by Woodmen
as being eligible to borrow some or all of its securities (the “Borrower™).

7 47.  Woodmen’s securities lent under the Borrowing Agreement were exchanged for

cash or other types of collateral from the Borrower. When the collateral delivered by the

2 A true and correct copy of the SLA is attached hereto as Exhibit B. The SLA is governed by

Minnesota law. SLA, at § 17 ,
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Borrower was cash, the SLA authorized USBNA, as agent for Woodmen, to invest the cash in _
accordance with specific guidelines set fbrth -in the offeringrmelj:norandum for two investment
funds: the Mount Vemon Securifries Le_nding Prime Portfolio (the “Prime Fund™), a money
market fund; and the Mount Vernon -Securities Lending Short-Term Bond Portfolio (the “STB
Fund), a non-money market investment fund. (The Pﬂme Fund and the STB Fund are
collectively referred to as the “Funds™).

48. Inits securitieé lending marketing materials (the “Marketing Materials™), USBNA _
represented that the risks associated with the Securities Lending Program were “strictly
* controlled” thfough a “conservative approach to risk management and our. fiduciary

»3 Marketing Materials, at 3. The Securities Lending Program was touted

responsibility to you.
as one based upon an investment policy establ}';shing “stﬁct rq‘ua.lity guidelines for collateral
investments.” /d. - |

49.  USBNA was compensated fbr its services to Woodmen in the Securities Lending
Program indirectly through a i)ercentage of the income earned oﬁ the cash co'llateralj

| FORMATION OF THE MOtINT VERNON SECURITIES LENDING TRUST

50. Formed by USBNA in 2005, fhe Trust operated as an open-end management
investment compdny und_er the Investment Advisers Act of 1940 (the “1940 Act”). 2005
Registration Statement, at 1.

51.  The Trust offered Woodmen and other investors two series of shares of beneficial
interest representing interests in two separate iaortfolios: the Prime Fund and the STB Fund.

52.  According to the Prime Fund’s Private Placement Offering Memorandum (the

“Prime Fund PPM”™), dated October 18, 2005, the Prime Fund’s principal objectives were to

? A true and correct copy of USBNA’s Marketing Materials is attached hereto as Exhibit C.
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“maximize current income to the extent consistent with the preservatioﬁ_ of capital and liQuidity;
and maintain a stable $1.00 per share net asset value (;‘NA ”} by investing in dollar-
denominated securities with remaining maturities of 397 calendar days or less.”_4 See Prime
'Fund PPM, at 72. |
_ 53. The STé Fund similarly sought to “maximize curreni: income to the extent
consistent with the preservation of capital and ,quuidity.;’ See STB Fund’s Private Placement
foe.ring Memorandum (the “S'fB Fmid PPM”), dated October 18, 2005, at 2.7 ‘ The STB Fund
was not required to maintain a NAV of $1.00. Howéver, USB represented _that FAF “would s_eek
to minimize fluctuations in the value of the [STB Fund]” “[b]ry managing the average duration”
of the underlying secun'ties._
54, ﬁSB further represented to Woodmen that the-hlveéttnents in thg STB Fund
(Which were substantially similﬁ to the Prime Fund’s in{resttnents) Wéuld be high quality, low-
risk, ﬁxed—iﬁcome securities with short fo medium term ma@it_ies. STB Fund PPM at 2—3. The
| STB Fund (like the Prime -Fu:nd) was designed'épeciﬁcally to mainfain a high level of liquidity to
enable STB Fund béneﬁciaries_, such as W(.)Odmen, to repay all cash cOllate:al to borrowers at
any pomnt in time. Id at 2. Indeed, the STB Fund PPM-expressly stated that the shares in the
fund were availablerf(')r redemptioﬁ in cash each day on which the Federal Reserve Bank was
open for business. STB Fund PPM, at 5-6; see Prime Fund PPM, at 5 (same). In decidiﬁg to
participate in the Securities Lending Program, Woodmen felied upon USBNA’s representations,
mcluding its representation that the STB Fund would remain highly liquid by investing in high

quality, low-risk, fixed-income securities with short to medium term maturities..

* . Atrue and correct copy of the Prime Fund PPM is attached hereto as Exhibit D.

A true and cormrect copy of the STB Fund PPM is attached hereto as Exhibit E.
12



55.- - As _of-the Spring of 2008, Woodmen was the largest investor in the STB Fund,
holding more than 44% of the STB Fund’s shares, which represented an investment m éxcess of
$1 billion. | |

56. At tirﬁes, the US Bancorp Pension Fund was also among thé top five investors in
the STB Fund.

57. - | - , o

MANAGEMENT OF THE MOUNT VERNON SECURITIES LENDING TRUST

6 A true and correct copy of the Securifies Lending Agreement between USBNA and First

American Investment Funds, Inc. is attached hereto as Exhibit F.
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58.  Pursuant to the Agreement and Declaration of Trust of USBAM Securities.
- Lending Trust, dated September 21, 2005, as amended (the “Trust Agréement”), the Trustees
were 'responsible for ma.ﬁaging the business and affairs of the Trust for the benefit of the Trust
beneficiaries, including Woodmen.” See Trust Agreerr_;ent, at § 3.1.- The Trust Agreement does
not purport to modify or eliminate the Trustees’ fiduciary duties (and to the extent that it
attempts to do so, it does not do so effectively). Moreover, the Trust Agreement expressly
acknowledges that the Trustecs may be held liable to the Trust or its beneficiaries for actions or
omissions constituting “bad faith, willful misfeasance, gross negligence or _reckless disregard of .
. . duties . . Trust Agreeﬁieﬁt, at § 5.2.

59.  The Truétees delegated certain of their management duties and authority to USB
by entering into three agrcements contempéraneously with the adoption of the Tfust Agreement.
On September 21, 2005, FAF and the Trust entered into the USBAM Securities Lending Trust
Ivestment Advisory Agreement (the “Advisory Agreement”), whereby &e Trust retained FAF
torprm_fi-de hlvesfment advisory services to the Trust. ¥ See Advisory Agreément, at § 1. As
explained in the Trust’s Registration Statement: |

The Advisor [FAF] has the authority and responsibility to make and execute

investment decisions for the Portfolios within the framework of the Portfolio’s

investment policies, subject to review by the Board of Trustees of the Trust. The

Advisor is also responsible for monitoring the performance of the various

organizations providing services to the Portfolios, including the Portfolios’

custodian and accounting agent, and for periodically reporting to the Trust’s

Board of Trustees on the performance of such organizations.

See 2005 Registratioh Statement, at 37.

7 A true and correct copy of the Trust Agreement is attached hereto as Exhibit G. Delaware law

governs the Trust Agreement. Trust Agreement, at § 11.2.

i A true and correct copy of the Advisory Agreement is attached hereto as Exhibit H. Delaware
law governs the Advisory Agreement. Advisory Agreement, at § 14. ‘
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60. As an investment advisor and fiduciary, FAF (and the FAF Directors) owe
ﬁduciéry duties of loyalty and care to Woodmen as a bencficiary of the Trust. FAF also owes
Woodmen and the other Trust beneficiaries a duty of disclosure and a duty to treat all Trust
beneficiaries impartially. FAF’s fiduciary duties were cxpressly acknowledged in the 2005
, Regiétration Statément:

"As an mvestment adviser and fiduciary, USBAM [FAF] owes our clients and
mutual fund shareholders an undivided duty of loyalty. We recognize that
conflicts of interest are inherent in our business and accordingly have developed
policies, procedures and disclosures reasonably designed to detect, manage and
mitigate the effects of potential conflicts of interest in the area of employee
personal frading, managing multiple accounts for multiple clients, including funds

~ (hereinafter “clients”), and allocating investment opportunities. Investment
professionals, including portfolio managers and research analysts, are subject to
the above-mentioned policies and oversight fo help ensure that all clients are
treated equitably. As stated in these conflicts-related policies, we place the
interests of our clients first and expect all of our employees to maintain our
fiduciary duty. '

See 2005 Registration Statement, at 40.

61.  FAF also assumed the roles of administrator and transfer agent to the Trust,
pursuant to an Administration Agreement with the Trust, dated September 21, 2005 (the
“Administration Agreement”).” Among other administrative Services, FAF agreed to provide the
following services: | |

e “prepare communications to shareholders, including the annual and semi-annual
reports to sharcholders . . .}

e “provide for and coordinate the design, development, and operation of the Trust,
including new portfolio investment objectives, policies and structure”;

e “provide individuals reasonably acceptable to the Trust’s Board of Trustees for
nomination, appointment, or election as officers of the Trust, who will be

? A true and correct copy of the Administration Agreement is attached hereto as Exhibit I The

Administration Agreement is governed by Delaware law. Administration Agreement, at § 7.
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responsible for the management of certain of the Trust’s affairs to be determined
by the Trust’s Board of Trustees”; : -

e “advise the Trust and the Trust’s Board of trustees on matters concerning the
Trust and its affairs™; and,

e “furnish advice and recommendations with respect to other aspects of the business
" and affairs of the [Funds] as the Trust and [FAF] shall determine desirable . . . .”

See Administration Agreement, at § 1(a)(i).

62.  FAF received a fee, paid rﬁonthly oﬁ behalf of each fund, equal on annual basis to
0.02% of each Fund’s average daily net assets. /d. at § 2. The value of the Funds generally
exceeded $1 billion, resulting in an annual income to FAF of approximately $200,000.00 from
each Fund. | |

63. The Tmst also ente_fed into a Custodian Agreement with USBNA, dated
September 21, 2005 (the "‘Cﬁsfodian Agreement”), whereby the Trust placed all of its securities
in USBNA’s custody fof the account of the Funds, and USBNA agreed to manage the transfer,

exchange_ and redelivery of the securities, among other things. 10 USBNA received

compensation from the Trust for these services. See Custodian Agreement, at Art. 13.

64.  Notwithstanding their delegation of certain management duties and authoritf to
USB, the Trustees (and the Tfus.t Officers) continued owe Woodmen the highest ﬁduciary duties
of loyalty and care. The Trustees (and the Trust Officers) also owe Woodmeﬁ and the other Trust
beneficiaries a duty of disclosure and a duty to treat all Trustee beneficiaries impartially.

OPERATION OF THE MOUNT VERNON SECURITIES LENDING TRUST

65. Betweeﬁ July 2006 and August 2007, USB invested a portion of the Funds’

assets in commercial paper issued by three different entities: KKR Atlantic Funding Trust

0 A true and correct copy of the Custodian Agreement is attached hereto as Exhibit J. The

Custodian Agreement is governed by Minnesota law. Custodian Agreement, at Art. 18,
16



conducting a separate or independent investigation of the nature and quality of the assets backing
the commercial paper issued by the SIVs.

70. Tﬁe commercial paper into which USB and the Trustees invested the STB Fund’s
assets was backed in part b§ Alt-A and subprime Iﬁortgage bonds.

" 71.  After USB and th.e_ Trustees invested hundreds of millions of dollars of the Funds’
assets in -commer;:ial paper issued by these SIVs, analysts following these and similar SIVs
warned that the lack of 1iquidity in the qredit market and sharp declines ‘in the market value of
assets backing maﬁy STVs threatened their viability.

72.  The anélys-ts’ projections ﬁltimately ﬁroved true. The values for subprime and
Alt-A ﬁoﬁgage backed secﬁrities fell sharply and the SIVs were unable to refinance or pay off

their commercial paper borrowings.

. USB and the Trustees

x - JE—

continued to purchase KKR and Ottimo éommercial paper in August 2007..

73.  Woodmen had no kﬁowledge that the STB Fund’s assets had been invested iﬁ
commercial paper backed by subprime and'Alt—A mortgage backed securities. USB and the
Trustees withheld that information from Woodmen until mid-2008, well-after the bottom had
féllen out of these SIVs, and well-after the point at which Woodmen could have liquidated its
collateral investment portfolio. Had USB and the Trustees properly disclosed this risk,

Woodmen would have withdrawn its participation in the Securities Lending Program with USB

11

A true and correct copy of the is attached hereto as

Exhibit K.




ot instructed USBNA to place its cash coﬂ_ateral‘ in a separately managed collateral account. As
a result of the Trustee’s and USB’s misconduct, Woodmen is now stuck inr an illiquid, |
umedeemable trust which is not expected f:o terminate for as many as 30 years.

KKR AND OTTIMO ARE DOWNGRADED

74.  On or about August 14, 2007, Standarci. & Poor’s (“S&P”) placed Ottimo on
Credit Watch with negative impl_icationé. Being the object of a Credit Watch generally! indicates
the credit quality of an entity’s debt has deteriorated and may be downgraded.

75.  That same day, S&P also placéd KKR on Credit Watch.

76.  On or about Augﬁst 15, 2007, Moody’s Investor Servi;:es (*Moody’s™), reported
that it might cut the ratings on certain asset-backed cdmmefcial paper programs (“ABCP’s”),
namely those of KKR and Ottimo.r :

77. The following day, on or about August 16, 2007, Fitch Ratings (“Fitch™),
downgraded the ABCP ratings of KKR Atlantic and KKR Pacific to ‘B’ from ‘FH’. and placed
both programs on "‘Rating Watch Evolving.” Rating Watches are used by Fitch Ratingé when
there is a heightened probability of a rating éhange and the likely direction of the rate change. A
Rating Watch is “Evolving” where the raﬁngs may be raised, lowered or maintained. A short
term ‘B’ rating was deﬁne& as “speculative,” meaning there was minimal capacity for timely
p;iyment of ﬁnéncial commitments, plus vulnerability to near term adverse changes in financial
and economic conditions. |

78. At the time Fitch downgraded KKR Atlantic and KKR Pacific to a *B’ rating,
KXR Financial (the parent of both KKR Atlantic and KKR Pacific) was reporting that both

programs had breached their overcollateralization tests and were unlikely to cure these breaches.
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79.  On or about August 21, 2007, Bloomberg reported that inve_stors had refused to

~ buy Ottimo’s $3 billion of short-term debt duc to growingrconcems about subprime mortgage
bonds. As ar result, Ottimo was forced to exerqise an option to extend the maturities on its
commercial ﬁaper, providing it with 30 to 45 more da-ys to find buyers.

80.  According to one market analyst, by this time the market for commercial péper-
was “unwinding” and “ﬁo one” wé,nted to own A1/P1 asset-backed commercial paper.

81.  In an investor repor1; dated August 27, 2007, Ottimo reported that it continued to
fail its overcollateralization tests. That same day, Fitch revised KKR Atlantic from Credit Watch
Evolving to Credit ‘Wz-xt(':h Negative. _

82.  Omor abéut August 30, 2007, .S&P downgraded Ottimo from ‘A-1+" to “A-2’ and
kept it on_Credit Watch with negative implications.

83. On or about October 2, 2007, Fitch downgraded KKR Pacific’s rating from ‘B’ to
‘D.” The cut was intended to reflect KKR Pacific’s default on debt that had not been repa_id
under original terms. |

84.  On or about October 3, 2007, S&P lowered its rating on ABCP notes issued by
Ottimd from ‘A-2" to ;B’ and kept it on Credit Watch with negative implications.

85.  On or about October 8, 2007, Fitch downgraded the short-term rating on the
secured liquidity notes (“SLNs” or “nofes”) issued by KKR Atlantic to “D.” The downgrade
reflected KKR Atlantic’s nonpayment of the SLNs in accordance with the original terms of the
SLNs.V

86. On or about October 29, 2007, Moody’s downgraded KKR Atlantic to Not Prirhe,

or “junk.”
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87.  Omn or about October 31, 2007, Ottimo was forced to sell nearly $3 billion of
mortgage-backed securities as a result of its inability- to refinance its short-term debt. |

88. On or about November 9, 2007, S&P cut Ottimo’s rating from ‘C’ to ‘D.’

89. | _Not only did the- Trustees and USB faﬂ to act reasonably and prudently in
respoﬁse to this informatioﬁ by redeeming Woodmen’s and the other beneficiaries” investments
in the KKR and Ottimo commercial paper, but they withheld material infonnétion from
Woodmen. They never disclosed that the KKR and Ottimo commercial paper held by the STB
Fund were backed by subprime and AKl-A mortgage backed securities or that the KKR and
Ottimo commercial paper was in serious trouble, until it v?a_s too 1E.I.te‘f01' Woodmen to act on the
information. Instead, they held those assets until it was too late for Woodmen to obtain cash
redemptioﬁ of its invesﬁnent in the STB Fund.

THE TRUSTEES ACCEDE TO USB’S BAILOUT OF THE PRIME FUND
WITHOUT ANY CONSIDERATION OF THE STB FUND

90.  In a teleconference on August 10, 2007,

91.  The Prime Obligations Fund is not a séries within the Mount Vernon Securities
- Lending Trust. Rather, it is a separate money market fund formed and operated by USB, and
overseen by the same Trustees through an unrelated portfolio; FAF 1s likewise the investment
advisor for Prime _Obli gation.

92.  On August 13, 2007, the Trustees -

3
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‘STB Fund also held such commercial paper,

Thus, no later

“than August 13, the Trustees and FAF

93.  Notwithstanding the fact that the STB Fund also held KKR and Ottimo

commercial paper, *

- 94, Less than one month later, the Trustees .
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95.  Once again, notwithstanding the fact that the STB Fund also held KKR and

Ottimo commercial paper, the Trustees and FAF -
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96.

97. In N.ovember- 2007, the Trust entered into a “capital su}:;port agreement (the
“Capital Support Agreement”) with U.S. Bancorp, whereby U.S. Bancorp pﬁrchased
substantiaﬂy all of ther Prime Fund’s illiquid securities. The Trust’s Form N-Q, dated November
29, 2007, states that “as of November 26, 2007, the [Prirﬁe Fund] no longer holds KKR Aﬂ_antic |

Funding Trust, KKR Pacific Funding Tiust, Oftimo Funding, and Axon Financial.”

98.

99.  After bailing out the Prime Fund, U.S. Bancorp began marketing the Prime Fund
to new investors as a stable money market fund that did not contain illiquid securities.
100. U.S. Bancorp had no contractual or legal obligation to the Trust to enter into the

Capital Support Agreement. Rather, U.S. Bancorp entered into the agreement for its own benefit

RFR A Ae=mER
REDACTFD)

;o —

Indeed, had the Prime

-and that of its affiliates, USBNA, FAF and

Fund’s NAV fallen below $1.00, léilown as “bree{king the buck,” USB faced severe business
BER & AT

[
3 ggﬁ%& BEEF | reputational taint, -

and a “run” on the bank by investors rushing to move their assets into more stable invesiments,

consequences, mcluding a substantial loss in value

possibly at other banks or financial institutions.
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101. The Trustees and USB then failed to disclose the conflicts inherent in f;he

negotiation and execution of the Capital Support Agreement and the Prime Fund bailout to

Woodmen, further violating their fiduciary duties to Woodmen. With no independent means of

discovering this information, Woodmen was reliant on the Trustees and USB to disclose this
" material information in accordance with their fiduciary and other duties to Woodmen.

THE TRUSTEES AND USB CONTINUE TO WITHHOLD MATERIAL
INFORMATION FROM WOODMEN

S 1L R,
102. By late January 2008 the STB Fund’s " - %ﬁﬁ g%ﬁ%
@ﬁﬁ 7 e i H oW oww

withhold from Woodmen the fact that the STB Fund held KKR and Oftimo commercial paper
_ backed by subprime and Alt-A mortgage backed sec_ufities, and that the value of these
investments was deteriorating rapidly. |

103. By early February 2008, the STB Fund was.experiencing difficulty maintaining a

égﬁﬂ E 2} the STB Fund appeared to “break the buck™ for the first time. FAF

bt b e - -'—-m_ .

$1.00

disclosed to Wo'odmen that the market value in: the STB Fund were distressed. HOWGVGI;, peither
FAF nor the Trustees advised Woodmen that the STB Fund’s NAV had fallen below $1.00. Nor
did they disclose to Woodmen that the drop in the NAV resulted from the STB Fund’s holdings
of illiquid securities, i.e., the KKR and Ottimo comme;fcial paper. |

104. Had Woodmen been told about the illiquid securities, 1t could have exercised its

contractual right to cash redemption of its investment in the STB Fund. As the largest investor in
' 25
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the STB Fund at the time, with more than $1 billion in caéh collatéra,l hqldinés, Woodmen’s
exercise of its cash redemption right would have caused the STB Fund’s NAV to fall below
$1.0d; and may have triggered other STB Fund beneficiaries to. request cash redemptions, which
Wouldr have ﬁ;rthér depressed the NAV. As one of the top five investors in the STB Fund
through the U.S. Bancorp pension fund, USB was acutely aware of the risk posed to U.S.
‘Bancorp (and its ?ension fund) if Woodmen exercised its cash redemption right, and this no
doubt influenced ho_w-much information USB chose to share with Woodxﬁen.

105.

E

™A Y ek

. RPRA -
106. A
o vas s beavily invested in the STB Fund (through the USB Pension Fund). By contrast,

Woodmen, as the largest investor in the STB Fund by far, was heavily invested in that Fund’s
" success. USB’s interests with respect to thé were therefore not equivalent, and
MOTeover, it‘sm ajvergent interests would not i)e served in the same manner. Thus, unlike the
situation with the Prime Fund, where USB would benefit most directly from a bailout, its lesser
interest in the STB Fund made bailing out that Fund less economically atiractive. Instead,

USB’s goal with respect to the STB Fund was to limit the flow of information to the

26



beneficiaries so they would not withdraw from the Fund an;i‘théreby imperil the value. of the
USB Pension Fund’s interest in the S‘TB Fund.

107.  On February 8, _

| REDArTERD |

. Hbihy

— _ Neither USB nor the Trustees
informed Woodmen of this change to its redemption rights. That disclosure would have caused
Woodmen to inquire ébout the stability of the STB Fund, particularly after the disclosure just
two déys earlier that the Fund’s market value were distressed.

108. -Throughout the remainder of February and Ma;ch, KKR and Ottimo continued to

experience problems. Aithough the Trustees and USB knew first-hand that KKR and Ottimo

were expenencmg financial dlfﬁculty and were in default, the Trustees and USB d.ld not

connnumcate these facts o Woodmen Instead the Trustees and USB contmued to hold these

1111qu1d securities.

109. As a tesult of the devaiuation of fhe‘ subpﬁme and Alt-A mortgage backed
securities, USB granted several loan extensions to KKR and Ottimo. USB did so without the
- knowledge or consent of Woodmen. |
110.  Shortly ’;he%_reafter, a representative of Woodmen contaéted USB regarding the

security of Woodmen’s cash collateral investments. During that conversation, USB never

PR

advised Woodmen that the STB Fund had invested in subp and Alt-A mortgage-backed

securities; that the STB Fund had invested in non-agency, mortgage backed securities; that KKR
and Otﬁmo had defaulted on the notes; that USB had extended the KKR and Ottimo notes and
was considering restructuring the notes; or that the STB Fund was having difficulty holding its

shares to a $1.00 NAV as a result of its holding illiquid securities. Instead, USB represented to
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Woodmen that Woodmen’s cash collateral investﬁlents were sound, even though USB knew
otherwise.

111, During this same period, Emil C. Busse, Jr. (“Busse™), the managing directqr of
the STB Fund, ehgagec_l in é massive fraud designed to ﬁlask the collapse of the STB Fund. _

i12. In an cffort to dilute the impact of the iHiQuid securities on the STB Fund’s NAV

and to maintain the NAV as close to $1.00 as possible, Busse reallocated approximately $300
million in new loans from investors in the Prime Fund to investors in the STB Fund between
Februa_ry 5 and March 4, 2008. This reallocétion exposed STB Fund beneficiaries to losses
approaching $6 miﬂion.

113.  On or about March 25, 2008, FAF discovered Busse’s malfeasance .. -

114.

115. Neither the Trustees nor USB disclosed any iﬂformétion to Woodmen about
Busse’s misconduct or the effect of his wrongdoing on the STB Fund. With no independent
means of discovering this information, Woodmen was reliant on the Trustees and USB to
disclose this material information in accordance wifh their fiduciary and other duties to
Woodmen.

USBNA “KILLS” THE STB FUND
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DAFTER

Drnwss me On April 29,

116.

2008, the Trust officially closed the STB Fund to new wparticivants. -

‘ * At the time, Woodmen was not told that the
STB Fund had been closed to new participants (ofﬁciélly or uanﬁcially), that USBNA intended
to kill the fund, or that new customers were b.eing funneled into the Prime Fund.
117. By June [2008, KKR and Ottimo had hit rock bottom. On or -about' June 13, 2008, B
Ken Delecki (“Delecki”) of USBNA telephoned BobrMaher (“Maher”) at Woodmen to advise
hini that the shares of the STB Fund were presenﬂy valued at $0.9957, but that USBNA was
going to mark the shares at $0.99. Delecki told Maher that, as a result of the mark—down,
%%iedeemjng berieficiaries would 1ose thé difference between the Fund’s p‘fé_éent share _value of
_ $0.9957 and the?nérk—down share value of $0.99, or $0.0057 per sha;re; this “loss” in value upon
-redemption would inure to the STB Fund’s non-redeeming beneﬁciaries. 'D'el_ecki further
advised Maher that this loss in share value was temporary and that Woodmen would benefit 'by
remaining in the Fund.
118. Less than Wo weeks later, without the approval of Woodmen or the other STB
Fund beneficiaries, the Trustees and USB liquidated the STB Fund effective June 24, 2008 and
restructured the Fund’s assets, and thereby cut-off Woodmen’s ability fo redeem its shares
whether in-cash or in-kind.
119.  On or about June 25, 2008, FAF sent a notice (“Notice”) to Woodmen advising
Woodmen of the after-the-fact liquidation and restructuring, and disclosing to Woodmen, for the

© first time, that “Jo]ver the course of the past year, each of the [SIVs] has experienced at least one
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default or deferral in payment of principal and/or interest . . . .” The Notice does not disclose -

that the Trustees

120. . The most poorly pcrforming holdings - those of KKR and Ottimo (now known as
“New Entity, LLC”) — are presently being held in an illiquid, unredeemable truét. As a res_ult-,
Woodmen has lost the ability to withdraw or redeéin Wéodmen’é investment in these holdings,
thereby causing Woodmen damages. Presently, the deficit between the market value of the cash
collateral and the amount Woodmen owes to Woodmen’s securities borrowers is approximately
$47 million.

121 Woodmen has no adequate remedy ‘at law.

COUNT1
Breach of Fiduciary Duties (Frustees)

122.  Woodmen incorporates the foregoing allegations herein by reference.

123.  As Trustees, Field, Gibson, Herget, Kedrowski, Riederer, Strauss, Stringer and
Wade owed Woodmen and the other Trust beneficiaries the highest fiduciary duties of loyalty
and care. The Trustees also owed Woodmen and the other Trust beneficiaries a duty of
disclosure and a duty to treat all of the Trust beneficiaries impartially.

124, The Trustees breached their ﬁduciary and other duties by, among other things:
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a. Agreeing to enter into the Capital Support Agreement and subséquent]y

accepting capital support from U.S. Bancorp for the benefit of U.S. Bancorp, USBNA, FAF and

m AR Ry

EE REEB E% 7, to the exclusion and at the expense of, the STB Fund, Woodmen and the
7 PR ’

other beneficiaries of the STB Fund,

b. Preferring the interests of the Prime Fund beneficiaries over the interests

of Woodmen and the other STB Fund beneficiaries;

beneficiaries;

d. Failing to consider or investigate altcrnative courses of action for the
benefit of all of the Trust beneficiaries, including negotiating with U.S. Bancorp for capitél '
support for both the Prime Fund and the STB Fund;

e. Failing to consider or take action to minimize the risk of financial hﬁnﬁ to
the STB Fund posed by its holding the KKR and Ottimo‘ commercial pai)er, which were backe-d‘
by subprime and Alt-A mortgage backed sccuritios ;

f. Revoi(ing the STB Fund’s cash redemption rights for the purpose of
benefitting U.S. Bancorp and its afﬁﬁates;

g. Failing to disclose that the STB Fund was iﬂvesteq in, and continuously
held, commercial paper backed by subprime and Alt-A mértgage backed securities;

b Failing to &isclose the devaluation and illiquidity of the Ottimo and KKR
commercial paper, and the effect thereof on the STB Fund;

i. Failing to diéclﬁse Emil Busse’s malfeasance and the effect of his

wrongdoing on the STB Fund;
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J- Revol%ing the STB Fund’s cash redemption ﬁght without first disclosing to
the STB Fund Beneﬁciaries that the STB Fund held commercial paper backed by subprime and
Ali-A mortgage backed securities, and that tjzze STB Fund’s NAYV had been fluctuating beloW
$1.00 as a result of the devaluation and illiquidity of the KKR and Ottimo commercial paper;

and,

k. Failing to investigatc and/or conduct adequate due diligence prior to
invesﬁng Woodmen’s funds in troubled assets and failing to conduct ongoing due diligence once
those investments were made |

125. The foregoing conduct éonstituted bad faith, willful misfeasance, gross

negligence and/or reckless disregard of duties on the part of the Trustees.

"COUNT It
Breach of Fiduciary Duties (FAF and the FAF Directors)

126. Woodmen incorporates the foregoing allegations herein by reference.

127. As,investmen:t advisors and agents of the Trust tasked with exercising control
over the Trust and its property pursuant to the Advisory Agreement, Vthe Administration
Agreement and Custodian Agreement, FAF gnd the FAF Directors owed Woodmen and the other
Trust beneficiaries undivided fiduciary duties of loyalty and care. FAF and the FAF Directors
also owed Woodmen and the other Trust beneficiaries a duty of disclosure and a duty to treat all
Trust beneﬁci_aries impartially. I

128. FAF and the FAF Directors breached their fiduciary and other duties by, among
other things:

a. Preferring their own interests and the interests of U.S. Ba:;lcorp, USBNA

R B AmEn
gg Bne Er gﬁ over the interests of Woodmen and the other STB Fund beneficiaries;

[
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b. Preferring the interests of the Prime Fund beneficiaries over the interests
of Woodmen and the other STB Fund beneficiaries; |

c. | Obtaining, recommending and administering the Capital Support
| Agreemlen.f for the benefit of tﬁe Prime Fund, U.S. Bancorp, USBNA, FAF and the il

, and to the detriment of Woodmen and the STB Fund;

o d Failing to consider or investigate alternative courses of action for the
benefit of all of the Trust Beneﬁciaries, including negotiating with U.S. Bancorp for capital
suppdrt for both the Prime Fund é,nd the STB Fund,;

e. Failing to consider or take action to minimize the risk of financial harm to
the STB Fund posed by its holding the KKR and Ottimo commercial paper, which were backed
by subprime and Alt-A mortgage backed securities; | |

f. Failing to disclose that the STB Fund was invested in, and continuously
held, commercial paper backéd by subprime and Ait—A mortgage backed securitics;

e Failing to disclose the devaluation and illiquidity of the Ottimo and KXR
commercial paper, and the effect thereof on the STB F und.; |
| h. Recommending to the Trustees that they alter the STB Fund’s cash
redemption right for the benefit of U.S. Bancorp and its affiliates;

1 | Failing to investigate and/or conduct adequate due diligence prior to
investing Woodmen’s funds in troubled assets and failing to conduct ongoing due diligence once
those investments were made;

] Failing to disclose Emil Busse’s malfeasance and the effect of his

wrongdoing on the STB Fund to the Trustees in a timely manner; and,
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k. Failing to disclose Emil Busse’s malfeasance and the effect of his
wrongdoing on the STB Fund to Woodmen.

_ - COUNT IIT _
Breach of Fiduciary Duty (Trust Officers)

129. . .Woodmen incorporates the foregoing allegations herein by reference.

130. As Officers of the Trust, Schreier, Ibrdahl, Wilson, Gariboldi, Stevenson, Liu,
Prudhomme, Agnew, Amold, Ertel, Hess and Alt owed Woodmen and the other Trust
beneﬁciariés the highest ﬁduciéry duties of 1o§alty, care and candor as well as the duty to treat
all of the Trust beneﬁciaries impartially.

131. The Trust Officers breached their fiduciary and other duties by, among other

a. Preferring the interests of U.S._ Bancorp, USBNA, FAF and thé :
- over the interests of Woodmenandthe other STB Fund béneﬁcéz}riés; B

b. Preferring the interests of the Prime Fund beneficiaries over the interests
of Woodmen and the other STB Fund beneficiaries;

c. Obtaining, recommending and administering the Capital Support

w—— B

Agreement for the benefit of the Prime Fund, U.S. Bancotp, USBNA, FAF and the

7, and to the detriment of Woodmen and the STB Fund,;

d. Failing to consider or investigate alternative courses of action for the
benefit of all of the Trust beneficiaries, including negotiating with U.S. Bancorp for capita_l
support for both the Prime Fund and the STB Fund;

e. Failing to consider or take action to minimize the risk of fmé.ncial harm to
the STB Fund posed by iis holding the KKR and Ottimo commercial paper, which were backed

by subprime and Alt-A mortgage backed securities;
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f Failing to disclose that the S'fB Fund was invested in, and continuously
held, commercial paper backed by subprime and Alfc—A mortgage backed securities;

g. Failing to diéclose the devaluation and illiquidity of the Ottimo and KKR
conmiércial pape‘r, and the effect thereof on the STB Fund;

h. Recommendfng to the Trustees thét ‘they alter the STB Fund’s cash

.‘ redemption right for the benefit of U.S. Bancorp and its affiliates; |

i Failing to disclose Emil Busse’s malfeasaﬁce and the effect of his
wrongdoing on the STB Fund to the Trustees in a timely manner; and,
| i Failing to disclose Emﬂ Busse’s malfeasance and the effect of his
wrongdoing on the STB Fund to Woodmen.

COUNT IV ‘
Breach of Fiduciary Duties (USBNA)

132;. Woedmen incorporates the foregoing a;llegations herein by reference.

133, As set forth above, at all relevant times FAF was a wholly owned subsidiary of
USBNA. Because USBNA controlled FAF, and through it controlled the FAF Directors, and the
E Trlist officers, who are employees Qf FAT and/or employees of USBNA affiliates, the fiduciary
* - duties of loyalty and care as well as the duties of disclosure and to treat all Trust‘ beneficiaries
impartially owed by FAF, the FAF Directors, and the Trust Officers to Woodmen and the other
Trust béne‘ﬁciaries exténd to USBNA. USBNA thus holds a position of trust and confidence
Wi‘[h respect to the Trust and its beneficiaries, including Wood:men, and owes a fiduciary duty to
act in the highest good faith to them. In exercising control over FAF, the FAF Directors, and the
* Trust Officers, USBNA is obligated not to obtain an advantage in the Trust’s affairs By the
slightest misconduct, misrepresentation, concealment, threat, or adverse pressure of any kind and

had a duty to not knowingly mislead the Trust or its beneficiaries, including Woodmen. USBNA
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also direc;cly owed Woodmen fiduciary duties of loyaity and care as its securities lending agent
under the SIA, .
134. USBNA breached its fiduciary and other duties by, among other things:
a. | Preferring the i_nterééts of itself, US Bancorp; FAF. e;nd the
over the interests of Woodmen and the other STB Fund beneficiaries;
b. Preferring the interests of the Prime Fund -beneﬁciaries over the interests
of Woodmen and the other STB Fund beneficiaries; |
c. Causmg FAF the FAF Directors and the Trust Officers to negotiate,

recommend and administer the Capital Support Agreement solely for the benefit of the Prime

A8 M EE
Fund, U.S. Bancorp, USBNA, FAF and mﬁgﬁi fig 5%%@ and to the detriment of
BB o ol e .
‘Woodmen and the STB Fund;
d. Failing to consider or investigate alternative courses of action for the

benefit of( all of the Trust beneficiaries, including negotiating with U.S. Bancorp for capital
support for both fhe Prime Fund and the STB Fund,
| c. Failing to consider or take action to minimize the risk of financial harm to

-the STB Fund posed by its holding the KKR and Ottimo commercial paper, which were backed
by subprime and Alt-A mortgage backed securi-ties;

f Failing to disclose that the STB Fund was invested in, and continuously
held, commerc_ial paper backed by subprime and Alt-A mortgage backéd securities;

g Failing to disclose the devaluation and illiquidity of the Ottimo and KKR
commercial paper, and the effect thereof on the STB Fund;
| h. Recommending to the Trustees that they alter the STB Fund’s cash

redemption right for the benefit of U.S. Bancorp and its affiliates;
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L. Failing to inyestigate and/or conduct adequate due diligence prior to
investing Woodmen’s funds iﬁ troubled assets and failing to conductrongoing due dﬂigen(:e once
those investments were made;

J- Failing .t'o disclose Emil Buése’s malfeasance and the cffect of bis
wrongdoing on the STB Fund to the Trustees ina timeiy manner; and,

k. Failing to disclose Emil Busse’s malfeasance and the effect of his
wrongdoing on the STB Fund to Woodmen.

} COUNTV
Breach of Fiduciary Duties {U.S. Bancorp)

135. Woodmen incorporates the foregoing allegations hefein by reference.

136. As set forth above, USBNA‘iS a wholly owned subsidiary of U.S. Bancorp.
Because U.S. Bancorp controlled USBNA, and through USBNA controlled FAF, the VFAF
Directors, and the Trust officers, who are employees of FAF and/or employees of U.S. Bancorp
subsidiaries; the fiduciary duties of loyalty and care as well as the duties of disclosure and to
 treat all Tmst beneficiarics impartially owed by USBNA, VFAF,VtheVFAF Directors, and the Trust
Officers to Woodmen and the other Trust beneficiaries extend to U.S. Bancorp. U.S. Bancorp
thus holds a position of trust and confidence with respect to the Trust and its i)eneﬁcian'es,
including Woodmen, and owes a ﬁduciéry duty to act in the highest. good faith to them. In
exercising c;ontrol over USBNA, FAF, the FAF Directors, and the Trust Officers, U.S. Bancorp
is obligated not to obtain an advantage in the Trust’s affairs by the slightest misconduct,
misrepresentation, concea_l‘men_t, threat, or adverse pressure of any kind and had a duty to not
knowinglf mislead the Trust or its beneficiaries, including Woodmen.

137. U.S. Bancorp breached its duties by, among other things:
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a.  Preferring the interests of itself, USBNA, FAF and the

“over the interests of Woodmen and the other STB Fund beneficiaries;
| b. Preferring the interests of the Prime Fund beneficiaries over the interests
of Woodmen. and the other STB Fund beneficiaries; | |

c. Entering into the Capital Support Agreement for the benefit of the Prime -

e

N e b

Fund, U.S. Bancorp, USBNA, FAF and the} %’% E%E £ Zﬂﬁé and to the detriment 6f

Woodmen and the ofher STB Fund bencficiarics;
| d: Failing to consider dr investigate alternative courses of action for the
benefit of all of the Trug;t beneficiaries, includmg agreeing to provide capital support for both the
Pﬁme Fund and the STB Fund;
€. Failing to consider or take ac_tipn to minimize the risk of financial hérm to
the STB Fund posed by its holding the KKR and r(-)tﬁmo commercial paper, whiéh were backed
by subprime and Alt-A mortgage backed secﬁrities;
£ Failing to disclose that the STB Fund was invested in, and bontfnuously
held, commercial i)aper_backed by s‘ubprimé and Alt-A ‘moﬁgage backed securitfes;
g | Failing to disclose the devaluation and illiquidity of the Ottimo aﬁd KKR
commercial paper, and the effect thereof on the STB Fund; - |
h. Recommending to the Trus;tees that they alter the STB Fund’s cash
redemption right for the benefit of U.S. Bancorp and its affiliates;
1 Failing to disclose Emil Busse’s malfeasance an& the effect of his
wrongdoing on the STB Fund to the Trustees in a timely manner; and,
i Fa;iling to disclose Emiil Busse;s malfeasance and the effect of his

wrongdoing on the STB Fund to Woodmen.
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' COUNT VI
. Aiding and Abetting Breach of Fiduciarv Datv (HSBNA)

138 Woodmen incorporates the foregoing allegations herein by reference.
139. USBNA knowingly and substantially participated in breaches of fiduciary duty by

FAF, the FAF Directors, ﬂne Truste_es and the Trust Officers by, among other things:
a.  Acting in concert with FAF, the FAF Directors, the Trustees and the Trust
Officers to caQSf; the‘ Truét to enter into a conflicted transaction in{folving the Capital Support
Agreement solel}; for thé' beneﬁt'- of the Primic Fund, U.S. Bancorp, USBNA, FAF and the ; __

& A ' ' '
g g BPHEE - andto the detriment of Woodmer and the other STB Fund beneficiaries;

b. Causing FAF, the FAF Directors, the Trustees and the Trust Officets to
prefer the interests of the Prime Fund and its beneficiaries, U.S. Bancorp, USBNA, FAF and the
FRAATER .
TR EERS - over the interests 'of ithe STBFund, Woodmen and theother STB:Fund.
| beneficiaries; and
c.  Causing FAF, the FAF Directors, the Trustees and the Trust Officers to
withhold material information from Woodmen, thereby preventing Woodmen from exercising its

rights as an STB Fund beneficiary in a timely and informed manner; and, '

COUNT VII
Aiding and Abetting Breach of Fiduciary Duty (U.S. Bancorp)

140. Woodmen incorporates the foregoing allegations herein by reference.

141. U.S. Bancorp knowingly and substantially participated in breaches of ﬁdﬁciary
duty by USBNA, FAFT, the FAF Directors, the Trustees and the Trust Officers by, among other
things: thingé: |

a, 'Acting in concert with USBNA, FAF, the FAF Directors, the Trustees and

the Trust Officers to cause the Trust to enter into a conflicted transaction involving the Capital
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Support Agreement solely for the benefit of the Prime Fund, U.S. Bancorp, USBNA, FAF and

ST% é’: E’% %% ., and to the detriment of Woodmen and the other STB Fund beneficiaries;
o B b ald

. b Causing USBAN, FAF, the FAT Directors, the Trustees and the Trust

O_fﬁcérs to prefer the interests of the Prime Fund and its beneficiaries, U.S. Bancorp, USBNA,

g, A RPN R :
%Eﬁg i % EE over the interests of the STB Fund, Woodmen and the other

FAF and §
STB Fund beneficiaries; and

c. Causing USBNA, FAF, the FAF Directors, the Trustees and the Trust
Ofﬁ'gers fo withhold matefial informatioﬁ from Woodmen, thereby preventing Woodmen from
e:x,éarcising its rights as an STB Fund beneficiary in a timely and informed manner; and,

, COUNT VIl
Aiding and Abetting Breach of Fiduciary Duty (FAK)

1425 . Woadinén incorporates the foregoing allegations herein by reference.

143. FAF knowingly and .sﬁbstantially participated in breaches of fiduciary duty by the
Trustees by, among other things: things:

a. Acting in concert with U.S. Bancorp, USBNA, the FAF Directors, the

Trustees and the Trust Officers to cause the Trust to enter into a contlicted transaction involving

the Capit-al Support Agreement solely for the benefit of the Prime Fund, U.S. Bancorp, USBNA,

FAF and mEE

beneficiaries;

and to the deiriment of Woodmen and the other STB Fund

b. Acting in concert with U.S. Bancorp, USBNA, the FAF Directors, the
Trustees and the Trust Officers to prefer the mterests of the Prime Fund and its beneficiaries, U.S

over the interests of the STB Fund,

Bancorp, USBNA, FAF and t

Woodmen and the other STB Fu:dd beneficiaries; and
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c Acting in concert with U.S. Bancorp, USBNA, the VFAF Directors, the

| Trustees and the Trust Officers to withhold material information from Woodmen, thereby

preventing Woodmen from exercising its rights as an STB Fund beneﬁcia@ in a timely a;ntl
informed manner; and, 7

d. ‘Acting in concert with U.S. Bancorp, USBNA, the FAF Directors, and the |

Trust Ofﬁcets to withhold materiat information from the Trusiees.

COUNT X
Aiding and Abettmg Breach of Flducmrv Duty (FAF Dlrectors)

144,  Woodmen incorporates the foregoing allegations herein by reference.
145. The FAF Directors knowingly and substantially pérticipated in breaches of
fiduciary duty by the Trustees by, among other thirigs: things:
| a. .- Acting in ctmcert with U.S. Bancorp, USBNA, FAF, the Trustees and the
Trust Officers to cause the Trust to enter into a conflicted transaction involviné the Capital
Support Agreement solely for the benefit of the Prime Fund, U.S. Bancorp, USBNA, FAT and’

:"""ﬂ

§§ % ] ? EE to the detriment of Woodmen and the other STB Fund beneficiaries;
Bk

b. Acting in concert w1th U.S. Bancorp, USBNA, FAF, the Trustees and the

Trust Officers to prefer the interests of the Prime Fund and its beneficiaries, U.S. Bancorp,

LERIAE L)

other STB Fund beneficiaries; and

USBNA, FAF and ) sver the interests of the STB Fund, Woodmen and the

c.- Acting in concert with U.S. Bancorp, USBNA, FAF, the Trustees and the
Trust Officers to withhold material information from Woodmen, thereby preventing Woodmen
from exercising its rights as an STB Fund beneficiary in a timely and informed manner; and,

d. Acting in concert with U.S. Bancorp, USBNA, FAF, and the Trust

Officers to withhold material information from the Trustees.
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WHEREFORE, plaintiff prays for judgment and relief as follows:
| A. Awarding Woodmen damages for the wrongs complaijled of herein;
B. Awarding Woodmen its attorneys’ fees and costs in this action; and
“C. Awafding Woodmen such other and fﬁrther reﬁef as this Court may deem just and

proper.

PROCTOR HEYMAN LLP

/s/ Dominick T, Gattuso
Kurt M. Heyman (# 3054)
Dominick T. Gattuso (# 3630)
Melissa N. Donimirski (# 4701)
1116 N. West Street
Wilmington, DE 19801

(302) 472-7300

Attorneys for Plaintiff Woodmen of the World Life
Insurance Society

OF COUNSEL:

LAMSON, DUGAN and MURRAY, LLP
Patrick G. Vipond

Mark E. Novotny

Catherine S. Trent-Vilim

10306 Regency Parkway Drive

Omaha, NE 68114

(402) 397-7300

Dated: March 10, 2011
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