JUBBE ENGELMAYER

UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

STARR INTERNATIONAL COMPANY,
INC., INDIVIDUALLY AND
DERIVATIVELY ON BEHALF OF
AMERICAN INTERNATIONAL GROUP,
INC,,

Plaintiff,
- against -
FEDERAL RESERVE BANK OF NEW
YORK,
Defendant,

and AMERICAN INTERNATIONAL
GROUP, INC., a Delaware corporation,

Nominal
Defendant.
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JURY TRIAL DEMANDED

Plaintiff Starr International Company, Inc. (“Starr International”) individually, and

derivatively on behalf of nominal defendant American Inter'nratikona} Group, Inc. (“AIG” or the

“Company”), alleges for this Verified Complaint with knowledge as to its own acts and status

and acts taking place in its presence, and upon information and belief as to all other matters, as

follows:

NATURE OF THIS ACTION

1. This is a direct and sharcholder derivatiﬁ}e aétipn brought by Starr International on

behalf of itself and on behalf of nominal party AIG agafnétﬁ the Federal Reserve Bank of New

York (“FRBNY™) as controlling shareholder and ,coritrqi,_ijng lender for violating duties owed to



Starr International and AIG and for coercing, inducing, and requiring AIG directors and ofﬁéel's
to violate their duties to Starr International and AIG.

2. As described in more detail in Starr International Co. v. United States, filed
earlier today in the Court of Federal Claims, beginning in September 2008 and continuing until
at least January 2011, the Government imposed a series of transactions on AIG that resulted in
depriving AIG and its shareholders of tens of billions of dollars. In the initial transaction on
September 17, 2008, FRBNY provided AIG with a fully secured $85 billion line of credit at a
14.5% interest rate and AIG agreed to give up approximately 80% of its equity to the United »
States Treasury.

3. Both the punitive interest rate imposed on AIG and the appropriation of 80% of
the Company’s equity was discriminatory, unprecedented, and inconsistent with liquidity
assistance offered by the Government to other comparable firms at the time. As described in
Starr International Co. v. United States, those transactions represented ‘discriminatory takings of
the property and property rights of AIG and its shareholders without due process or just
compensation in violation of the Equal Protection, Due Process, and Takings Clauses of the

United States Constitution.

4, Those transactions also resulted, .beginning on September 17, 2008, with the
FRBNY controlling AIG.
5. As a result of the FRBN'Y”s position and power as a Controlling shareholder and

controlling lender, the FRBNY assumed fiduciary duties, and other duties and obligations, to
AIG and its shareholders. The FRBNY’s control and positioh also enabled it to control AIG’s

officers and directors and to cause them to breach their duties to AIG and its shareholders. This



i ; breached its du‘ues to AIG and 1ts shareholders F or examplg, begmmng 1n November 2008 the

FRBNY omhestrated a complex series of tranééctlons by whlch AIG was requxred to transfer
“collateralized debt obhgamons” (“CDOS”) $35 billion of collateral previously posted by AIG to
secure those obligations, and an additional $5 biHion in equity to an entity (Maiden Lane 111, or
“ML II”) controlled by FRBNY. FRBNY then used its control over ML III effectiveiy to pay
AlG’s credit default swap counterparties 100 cents on the dollar for “CDO” obligations which at
the time could have been compromised for substantially less than 100 cents on the dollar.
Moreover, FRBNY required AIG, in addition to paying 100 cents on the dollar, to provide its
counterparties with releases of claims related to th’é‘sevCDOs. ’

7. FRBNY was ostensibly mbtivatcd in vthes_e tfansactipns by a desire to help the
counterparties weather the financial crisis without co_nfronting the public and political opposition
that the FRBNY feared would arise if it aided the’co:un.terparties openly and directlyj Regardless
of whether the FRBNYs supporf of the countcrpa’rt‘i'es‘wavs géod or bad public policy, in using
AIG and AIG’s assets to accomphsh a secret “backdoor baxlout” of AIG’s counterparties,
FRBNY breached the dutles 1t and those actmg m concert w1th FRBNY owed to AIG. Asa

result of this breach AIG andits shareholders lost bllhons of dollars

8. FRBNY then concealed both the 1dent1ty of the counterpames receiving payments
as well as the fact that those coun’terpames were pald m full FRBNY’S efforts to conceal the
identity of the counterparties and the fagt that they w’ere' pald 100 cents on the dollar evidences

FRBNY’s awareness of the impropriety of its“ct)nd{;cj:"t.- Evéﬁtually, the identities of the




extenstve crmmsm of FRBNY Although F RBNY then aﬁempted to justlfy lts faﬂure to obtam
' concessmns from the counterparties by ffenng varlous excuses subsequent mvesngatlons have o

demonstrated that those _]DStlﬁcatIO

‘9. 'i F RBNY also breached its’ du‘aes to AIG and 1ts shareholders by engagmg in self—
dealing for its benefit and AlG’s detnment For example durlng the time FRBNY control]ed
AIG, an approximately two—thiyrds interest in collateral previously posted by AIG to secure the
ML III CDO obligations was transferred to FRBNY without fair consideration and without
shareholder approval.

10.  FRBNY further breached its duties to AIG and its shareholders by later conveying
the CDO securities ML I received when it paid off AIG’s CDO obligations at 100 cents on the
dollar to favored third parties at prices less than the securities were worth at the time.

1. FRBNY also breached its duties to Common Stock shareholders of AIG by
participating in, and causing AIG’S officers and directors to participate in, the evasion of AIG’s
existing Common Stock ehereholders’ right to approve the massive issuance of the new Common
Stock shares required to complete the Government’s taking of a nearly 80% interest in the

Common Stock of AIG.

12, Under Delaware law, the ex1st1ng Common Stock shareholders were enntled toa

separate class vote to decide wheth ' ’:'he authonzed Common Stock of the Company would be

Top! 'tlon of a nearly 80% mterest in that Common Stock.

increased to allow the demanded a

In connection with the }*RBNY’ “ball 1 transactxon AIG shareholders commenced an actlon

in the Delawale Court of Chancery expre Iy to ensure that thlS reqmrement be met. AIG’

commitments in that acnon subsequent securmes ﬁlmgs by AIG and the control]mg Stock



Purchase Agreement itself, ,allexpliciﬂy_contémplated that the approximately 80% interest in the
Common Stock of AIG éoiﬂd be apprdpfiated Ohly if the holders of the Common Stock of AIG
approved, b‘y a separate class vote, an"amend'r’nervlt to the AIG Certificate of Incorporaﬁon to
increaée the authorized shares of the Company.

13. The actual vote of the Common Stock shareholders rejected the increase in
authorized shares. Nevertheless, during the period FRBNY controlled AIG, FRBNY deliberately
circumvented that vote. In so doing, FRBNY again breached, and caused AIG’s officers and
directors to breach, the duties they owed to AIG and its shareholders.

14. In addition, as described in more detail below, in a series of self-dealing
transactions, FRBNY used its control over AIG to divert the rights and assets of AIG and its
shareholders to itself and favored third parties, including taking two-thirds of the residual value
of ML III even though it contributed no equity and even though the entire residual value was
based on collateral AIG had posted before FRBNY took control of AIG.

15. | After FRBNY assumed control _of AIG, FRBNY internally recognized that there
were alternatives available to the actidns that FRBNY was taking and causing AIG to take that
were much more favorable to AIG and its shareholders than the actions actually taken. One of
those alternatives was providing loan guarantees, which FRBNY had the authority to do.
Another alternative was filing for bankruptcy protection. However, FRBNY did not pursue such

alternative actions or present such alternatives to AIG’s Board.

16.  FRBNY’s actions during the period it controlled AIG breached its duties to AIG
and its shareholders and caused AIG and its shareholders substantial damages.

THE PARTIES

7. Plaintiff Starr International Company, Inc., is a Panama Corporation with its
principal place of business in Switzerland. The sole common stockholder of Starr International
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is a charity tha;c provides millions of dollars of support to humanitarian, educational, and medical*y
cauées. Itis currentlyxéﬁd was at all relevant times, a shareholder of AIG. At the time of the |
conduct at issUé in th1<; action Starr International was the largest shareholder of AIG Commbn:
Stock.

18. Nominal Party AIG is a Delaware corporation with its principal executive offices
located at 180 Maidén Lane, New York, New York. AIGisa holding company that provides a
broad range of insurance and financial services through its subsidiaries in the United States and
nternationally. |

19.  Defendant Federal Reserve Bank of New York is one of 12 regional Reserve
Banks. FRBNY’s principal place of business is located at 33 Liberty Street in New York, New

York.
JURISDICTION

20.  This Court has federal question jurisdiction under 12 U.S.C. § 632, which
expressly provides tha‘; “éﬂ suits of a civil nature at corﬁmon law or in equity to which any
Federal Reserve b:mksha}l beb a party shall be deemed to arise under the laws of the United
States, and the distﬁct‘ ééurts of‘thc United States shall have original jurisdiction of all such
suits”. Venue i”n.jythivs Diétrict is ;prpper‘ pursuant to 28 U.S.C. § 1391(b)(1) because defendant =~
Federal Reserve Bank ofNew York’s prinCipal place of business is located in this District.

 FACTUAL ALLEGATIONS

L Backgroundziﬁf nA‘IG

21. | AlG Was‘ foundéd in 1967. Under the leadership of Maurice R. “Hank”
Greenberg, who took over as CEO in 1968, AIG became a publicly held company in 1969 and B
grew into the ~Wor1d’$ largest group of insurance and financial services companies. When Mrj. |
'Greeﬁbéfg peﬁred asCEO in March 2005 AIG’s market capitalization waé more thén $130.

6



billion. In early 2008, AIG’s market capitalization was also more than $130 billion.
I AIGFP and Credit Default Swaps

22. One of AIG’s businesses, beginning in the 1980s, was entering into contracts
called “derivatives,” in which one party in effect paid the other party a fee to take on the risk of
business transaction. This business was conducted by AIG Financial Products (“AIGFP”).

23.  In 1998, at the request of J.P. Morgan Chase & Co. (“JPM”), AIGFP expanded
the business of taking on risk in financial transactions entered into by AIG’s clients (called
“counterparties”) in exchange for periodic payments to include writing a type of financial
insurance on a structured debt offering JPM was assembling. The insurance provided that if the
underlying debt securities JPM was offering failed to perform as expected and did not generate
sufficient cash to allow the securities to meet their interest payment obligations, AIFGFP would,
in effect buy the securities from the holders at the initial offering price, thereby takmg on the
risk that the securities would not perform. This was an early form of what came to be known as
a cred;t dgfault swap” (or “CDS”).

" 24. CDSs are contracts that function much like insurance policies for debt secuntles
mstruments In exchange for payments made over a period of time by a counterparty, the party
writing the CDS is obhgated to pay the counterparty the par value of the refer enced debt
mstrument in the event that instrument defaults - The party writing the CDS then succeeds to the

: counterparry s mterest in the referenced debt 1nstrument

25. Between the time AIGFP began writing CDSs 'in 1998 and,th,e_ time Mr
Gr‘eenberg retired as AIG’s CEO in March 2005, AIGFP had written a total of abdut 200 CDSs
totalirig appl'okifrxately $200 billion in notional amount. Most of these CDSs were based on
underlying corporate debt. |

26.  Until Mr. Greenberg retired as CEO in March 2005, AIG carefully scrutinized
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“each CDS transaction entered into by AIGFP to limit and manage the risks assumed. From 1987
through 2004, AIGFP earned approx1mate]y $5 billion in profits, |

27.  After Mr. Greenberg retired, AIGFP increasingly began to enter ibnto credit default
swaps on securities that included subprime residential mortgéges.

28. Between March 2005 and December 2005 , for example, AIGFP vs‘/rotC
approximately another 220 CDSs — more than in the entire period before Mr. Greenberg left AIG.
Moreover, most of these new CDSs referenced, not corporate debt, but subprime mortgage debt.

29.  The securities that were referenced by the CDSs written by AIGFP included
“collateralized debt obligations” (*CDOs”). A CDO is a complex type of structured investment
product that is typically backed by a pool of fixed-income assets. The collateral backing of a
CDO can consist of various types of assets, including asset-backed securities (“AB‘SS”). “The
CDO then essentially repackages the income stream of those assets into separaté securities that
are tiered by ‘A‘trancvhe,” that is, arranged in a hierarchy of subordinated payment pridrity:ﬁbm .
senlor to junior. Each tranche has its own risk profile, with each more senior tranche bemg less
'nsky than those subordmated to it. Each tranche is purportedly demgned to, pay an mtéreét rate
commensurate w11:h the Ievel of r1sk assigned to it, which permits each tranche to be rated V

: mdependenﬂy from the other tranches Thus, an investor in a CDO may choose from among |

: vdxfferenﬂy rated securltles relatmg to the CDO each paymg an mterest rate purportedly

‘commensurate w1th the level of nsk that the mvest01 wﬂl be takmg on. CDOs are denvatxves :

meanmg their value is derlved from events related to a defined set of reference securmes that

may or-may not be owned by the parties involved.

30.  One common type of ABS used to form CDOs was mortgage-backed securities -

(“MBSs”), usually residential mortgage-backed securities (“RMBSs”), which are securities



backed by pools of residential mortgages, often from diverse geogzabhlc areas. CDOs can be

. backed by othe1 types of securities also, and when the flow of new subprlme mortgages was
1nsufﬁ01ent to generate new RMBSs to package together into new CDOs, CDO collateral
managers sometimes used securities issued by other CDOs as the asset pool for new CDOs. This
type of CDO is sometimes called a “CDO squared” or “synthetic” CD’O.

31. In technical terms, a synthetic CDO is a form of collateralized debt obligation in
which the underlying credit exposures are taken on using a credit default swap rather than by
having a vehicle buy assets such as bonds. A synthetic CDO is a cemplex financial security used
to speculate or manage the risk that an obligation will not be paid (i.e., credit risk). A synthetic
CDO is typically negotiated between two or more counterparties that have different viewpoints
~ about what will ultimately happen with respect to the underlying l’efe;'ehce securities. Various

ﬁnaneial intermediaries, such as investment banks and hedge funds, may be’involyed in selecting
the reference securities and finding the counterparties. Synthetic CD:(S secﬁrities are not
typically traded on stock exchanges. |

| 32, Inlate 2005, senior executives at AIGFP concluded that Wrii‘bing CDSs on CDOs
: dependent on subpnme mortgage debt was unacceptably nsky, _and m Deeember 2005 AIGFP
» demded to stop wntmg new CDSS for CDOs backed by subpnme mortgage debt However the
CDS eontraets AIGFP had already wntten remained on 1ts books As wr 1tten by AIG In the

- period afte1 Ml‘ Greenberg Ieft AlG, these CDSs presented at. Ieast two types of nsk credlt nsk

C and collateral risk.

33. The par value, or “notional” amount, of the CDOs underl»ying’ﬂue CDSs written
by AIGFP was important because if any of those CDOs defaulted — meaning the CDO could no

longer meet its obligations to pay interest to holders of the securities — under the CDS’s terms



AlG was responsible for paying whatever portion of the obligations to the holders of the
securities was not met by the defaulted CDO. In the worst case, AIG would be required in effect
to purchase the CDO at full value. If the CDO had no value, this couid result in a 100% loss to
AIG. This was the “credit risk.”

34. “Collateral risk” is the risk that AIG would have to post collateral in connection
with a CDS. Because a CDS contract is a form of guarantee, which under certain conditions can
require the swap issuer to pay the counterparty up to the notional amount of the CDO, the swap
contracts sometimes contain provisions requiring the swap issuer to post collateral as an
assurance that the issuer of the swap will be able to perform its obligation in the event of a
default. Many of AIGFP’s CDS contracts written after Mr. Greenberg left AIG contained a
provision requiring AIGFP to post collateral if AIGFP’s crediit rating fell or if the valuation or
rating of the CDOs underlying the CDSs fell below a certain threshold.

III.  The Liquidity Issues Facing AIG in the Summer of 2008

35.  Ashas been widely documented, in or about 2007, the previously high-flying

housing market began to falter, leading to a cascade of économic ?rébléms that precipitated a
global financial crisis that reached a flash point in September 2068. These severe problems
~iﬁcluded rising mortgage default rates, falling home values, fa«ﬁures }(r)f hedge funds that had long
positions in the mortgage market, and bankruptcies of mény subprime mortgage Igﬁders and

servicers. These events, which continued throughout 2007 and 2008, increasingiy exposed AIG

to heightened risk, ‘particularly collateral risk, on its CDS portfolio,, and'ultimately contributed to
AIG;S liquidity c‘r’irsis in 2008. |

36.  Beginning in 2007, growing global financial prbblems - anc‘l',in particular
subprime mortgage issues — cgused AIGFP’s CDS counteri)anies to claim that the value of the
‘underlying _CDOs>was faHing precipitously and tb make incfeaéingly large collateral calls on
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Co : ‘” :September 2008

AIGFP. Those claims by AIGFP’s counterparties increased in the spring and summer of 2008. It
was the collateral risk, not the credit risk, that primarily fueled AIG’S 1iquidity problems,
Signiﬁcémly, as discussed in more detail below, even the "troubled CDOs transferred to ML 11
have proved ultimately to have substantial value.
37.  Despite AIG’s diverse holdings, with assets more than sufficient to meet AIG’s
obligations to its counterparties, many of AIG’s assets were relatively illiquid and would have
| been difficult to sell quickly, or to sell quickly at prices reflecting their value. AIG’s liquidity
was also being pressured because of the impact of the crisis on its securities lending program.
38.  Inaddition, beginning around the same time, fhé securities lending program
operated by AIG insurance subsidiaries also began to exert 1iquidity pressure on AIG. Under
that program, those subsidiaries lent securities to counterpaﬂi‘és in exchange for cash collateral,
which, after Mr. Greenberg’s retirement, the AlG subsxdlanes then used to purchase RMBS and

v other assets. In 2007, AIG began to experience a glowmg dlff rentlal betwaen its hablhty to

. return that cash collateral to the counterpames and the fair value of the RMBS and other assets
the subsidiaries purchased with that cash collateral.
39.  Although AIG posted substaritial amounts of coHéteiral in or around the summer

0f 2008 — approxxmately $14.8 bllhon in total — AIG dzd not have hqmd assets sufﬁment to cover

;:these mmeasmg collateral calls and hqmdlty shortfalls »5 ene Ahe‘ secunnes Iendmg

‘40L In or around July 2008 AIG’s then-ChlefEx

’ te;lhng them the only source from whlch the Company coqld; s:egure,: efn;o}ugh hquidity ifsuch a
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crisis occurred was the government.
IV.  Defendant Refused to Allow AIG Access to the Federal Reserve’s Discount Window
or to Take Other Remedial Measures, Forcing AIG to Aceept a Bailout Through

Which FRBNY Effectively Took Control of AIG and Became A Controlling
Shareholder and Lender of AIG.

41.  OnlJuly 29,2008, Mr. Willumstad approached the President of FRBNY to explain
AlG’s liquidity situation and request access to the Federal Reserve System’s discount window,
which would have solved AIG’s liquidity issues. At the time, AIG’s assets substantially
exceeded its actual and potential liabilities. AIG’s problem was a liquidity problem, not a
solvency problem. Nevertheless, AIG was denied access to the Federal Reserve’s discount
window.

42, In response, Mr. Willumstad noted that a number of institutions, including
nondepository institutions like AIG, had been perkrn‘ittéd,access to the discount window after the
failure of Bear Stearns Companies, Inc. in Marcﬁ 2008. vvﬂowever the Federal Reserve continued
to decline to permit AIG access to the FedéraliRes}éwe’s discount window.

43, On September 9, 2008, M. Willuﬁystad'again met with the President of the
FRBNY in another unsuccessful attempt to obtaiﬁ relief, this time by means of becoming a
primary dealer — which would have entitled AIG io access the discount window.

44.  On September 12, 2008, Standard& Poor’s (f‘S&P”) placed AIG on negative
credit watgh, signalinvg.’a potential upcomiﬁg downgrade m the ﬁompally’s credit rating as early

as the following wéek.

45.  Over the weekend of Septembér;lbrf?;l'{ 2008; AIG made renewed attempts (all
unsuccessful) to obtain discount window acceSs,While:also initiating efforts to try to identify
possible private-sector solutions.

46.  AIG had also begun considering bankruptcy and engaged legal counsel to begin
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preparations for a possible bankruptcy proceeding.

47.  On the morning of Monday, Septémber 15, 2008, Lehman Brothers Holdings Inc.
filed for bankruptey protection, materially worsening the global financial crisis.

48.  In the afternoon of September 15, 2008, the three largest rating agencies,
Moody’s, S&P, and Fitch Ratings Services, downgraded the long-term credit rating of AIG. The
ratings downgrades, combined with a steep drop in AIG’s common stock price, prevented AIG
from accessing the short-term lending markets. At this point, although the Company was solvent,
it faced possible bankmptcy as it no longer had liquidity sufficient to meet the collateral
demands of AIGFP’s counterparties.

49.  Earlier on September 15, 2008, to help AIG address its liquidity crisis, the Statev
of New York, through Gevernor David Paterson and State Insurance Superintendent Eric Dinallo,
offered temporarily to relieve AIG’s property and casualty subsidiaries from certain state law
capital requirements, thereby freeing $20 billion in capital that AIG could use to improve its
liquidity. However in light of the deteriorating conditions and the absence of movement from
FRBNY, that offer was withdrawn.

A. The Credit Agreement Between AIG and the FRBNY

50.  Notwithstanding the deepening crisis at AIG, the Government still denied AIG
access to the Federal Reserve’s discount window loans and other forms of low cost capital made

available to other comparable institutions that would have relieved the Company’s liquidity

stress.

51, Instead, seven weeks éﬁer AlG first approached the FRBNY to request discount
window access, the Government ﬁnaﬂy took actionﬁ in the form of an unprecedented and rushed
demand in connection with‘such accé?s in th¢ form of é $85 billion FRBNY revolving credit

facility (bearing an unprecédented ééSt of 14.;5% in interest and fees) that AIG grant the

13.



Government control of the Company and agree to later convey an approximately 80% interest in
AIG’s Common Stock.

52. On the afternoon of September 16, 2008, FRBNY delivered a thfee~pagcierm
sheet. The term sheet set forth the $85 billion credit facility, the exceptionally high interest rate,
the requirement that any AIG loan pursuant to the credit facility be secured by substantially all of
the assets of AIG (which assété at fhe time substantially exceeded the maximum amount of the
credit facility), and the 1'equiremént that AIG agree to convey an approximately 80% stake in
AIG to the Government for no consideration (other than the making of the fully secured, high
interest rate loan). The President of the FRBNY personally and expressly told Mr. Willumstad
that this was “the only propésal you’re going to get.”

53. AlG’s acceptanée of fﬁe Government’s terms was announced publicly before the
opening of the next trading day, Septsﬁxber 17,2008. As aresult of the provisions of the credit
facility, AIG’s shareholders and difécfér’s selected independently of FRBNY had lost the ability
to control AIG, protect its interesté; or remedy acts that damaged it.

54, On September 18,’ 20:’08', tﬁe day after the FRBNY assumed control over AIG,
AIG’s CEO was unilaterally fired and replaced with a new CEQ, Edward M. Liddy, who would
be under the control of FRBNY. Neithef AIG nor its shareholders had any say in the selection of
M. Liddy, who lacked experiénce rﬁnni_ng a large, multi-faceted financial institution like AIG,

as CEO. Mr. Liddy was, at allzlfelev;ant times, under the control and the agent of FRBNY and the

Government.

55.  On September 22, 2008, while FRBNY was in control of AIG, AIG and the
FRBNY entered into a Credit Agreement (“Credit Agreement”) in which FRBNY agreed to

extend up to $85 billion in credit tQ‘ AIG on a revolving basis to be used by AIG for “general
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corporate purposes”, including “as a source of liquidity to pay principal, interest and other
amounts under Indebtedness and other obligations as and when they become due and péyable.”
The interest on any loans made pursuant to the Credit Agreement was the three-month LIBOR
rate plus 8.5%, which, with fees, resulted in an annual cost to AIG of approximately 14.5%. -

56.  Loans made if)ursuant to the Credit Agreement were secured by assets of AIG that,
according to a September 2011 Government Accountability Office Report, in the words of
FRBNY officials, “fully secured the Federal Reserve System.”

57.  Inaddition to requiring AIG to “fully secure” the loan with AIG’s assets, and in
addition to the excessive interest rate imposed, AIG was required to agree to ultimately issue
nearly 80% of AIG’S common equity to a trust, the only beneficiary of which is the United States
Treasury. The Vtru:st is govemed by the AIG Credit Facility Trust Agreement dated as of January
16, 2009 (“Tru& Agreemem”).

58.  Despite ‘government allegations to the contrary, the Credit Agreement was
imposed upon the AIG board. The Government’s coercion is evidenced by, among othér facts,
the Governmeni’é uﬁilateral removal of Mr. Willumstad and its installation of Edward M Liddy
to do FRBNY"s bidding,

B.  The FRBNY Control of AIG

59. In additi_qn to the control the FRBNY exercised through Mr. Liddy and other AIG

Board members who were later also installed by FRBN'Y, FRBNY had an on-site team whose

sole task was to mo‘nifof AIG;S financial condition and exercise FRBNY’s consent rights under
the Credit Agreemént, which were utilized to control the day-to-day management of AIG.

60, ’ FRBNY exerqised virtually complete control over AIG, including by directing
and influencing AIGs day-to-day management, selecting and otherwise influencing AlG’s board
of directors, ‘and’ cor:hj‘:)"evlli‘ng AIG to enter into unusual transactions, including, for examble, the
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Maiden Lane III transaction discussed below.

‘ 61 .  FRBNY also exercised control over AIG’s SEC filings relatiﬁg to the b_eilout,
' including causing AIG to omit significant counterparty information concerning kthe ML iII
transaction from SEC filings; undertook to negotiate on AIG’s behalf with AIGFP counterparties;
exercised control over proxy materials and AIG’s annual meeting; appointed and removed |
directors; and influenced all material business decisions made by AIG.

62. | FRBNY also directed AIG management that officers of AIG could not address
members of Congress concerning the “backdoor bailout,” asserting that any such disclosures
would violate a moratorium on what were defined as “federal lobbying activities” contained in a
“Policy on Lobbying, Government Ethics, and Povliticai Activity” at AIG. This requirement was
without basis and intended to conceal from the public information regarding the “backdoor
bailout”; this effort at concealment again evidences recognition of the impropriety of the
treatment' of AIG and its shareholders.

63.  FRBNY also undertook to negotiate on AIG’s behalf with AIGFP counterparties,
ostensibly to secure concessions from such counterparties.

64. In sum, during the period of time immediately following FRBNY’s $85 billion
loan, FRBNY influenced virtually every material business decision made by AIG.

65 As an entity that exercised control over AIG and over mateﬁal decisie‘ns affecﬁng :

the Conﬁpany, FRBNY stood in a fiduciary relationship to AIG’s minority shareholders as well

as to AIG itself.

- C. Additional $37 Billion Loan to AIG
66. On October 8, 2008 the Federal Reserve Board announced that AIG had

exhausted the $85 billion line of credlt established by the Credit Agr: eement and that FRBNY
had»agreed to provxde up to an addluonal $37.8 billion in cash to AIG collat‘eralized by
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o mvcstmem gxade ﬁxed -income securities ﬁom AlIG.
| The November 2008 Restructunng .
67. In November 2008, the Federal Reserve Board nnplemented ﬁnancml transactions
related to AIG,; including:
(8) On or about November 10, 2008, the terms of the Credit Agreement were
modified to lower the interest rate to the three-month LIBOR +3.0% and extend
the Ieﬁgth of the facility to five years.
(b)  On or about November 25, 2008, the Treasury purchased $40 billion in
newly issued AIG preferred “Series D” shares under the Troubied Asset Relief
Program (“TARP”), some of the procegds of which were used by FRBNY to
reduce the commitment amount available under the Credit Agreeﬁent from $85
billion to $60 billion. |
E. ’FRBNY Used the Maiden Lane II Transaction to Funnel AIG’S Assets to

AIG’s Struggling CDS Counterparties to the Detriment of AIG and Its -
Shareholders.

1. FRBNY Created Maiden Lane III Ostensibly to Assist AIG in the
Termination of Certain CDSs With Certain AIGFP Counterpartxes

68.  Acting (as always) at the direction and under the supervision of FRBNY in or
'around October 2008, AIG was attempting to resolve its liquidity crisis through bﬂateral
dlscussmns-mth counterpames attempting to negotiate the modification or terminatiqn of the

CDSs in e‘x’c'ha_n'ge’ for cash payments.

69, Ixi eaﬂy November 2008, however, FRBNY decided to create a speéial purpose
vehicle (“SPV”) desi gnated Maiden Lane I1I to resolve AIG’s obhgatlons to CDS counterpartles.

2 Creation of Maiden Lane II1 ‘
70, O’n November 25, 2008, Maiden Lane III LLC (“ML III”’) was created and -
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- purchased applommately $46. 1 bzlhon in notmnal CDO assets On December | 85and 22 2008

o L >IH engaged m a seoond 1ound of CDO asset purchases totahng app10x1mately $16 bllhon m : .

= noﬁbnal value . S
| g 71 - | Prior to the formation of ML 111, AIG had 1ecently posted a total of approx1mately |
:  : $35 bllhon in collatcl al to secure the CDO obhgatlons later purchased by ML III ‘At the tlme k

~ ML HI was formed, AIG was required to make an additional $5 billion cquzty lynvestment. Based
on AIG’s equity contribution of $40 billion, FRBNY agreed to lend up to $30 billion to ML IIL.

72. Although AIG was the only party contributiﬁg material equity to ML 111, FRBNY
is the controlling party and managing member of ML III. Through its control over AIG, FRBNY
required AIG to use this vehicle to fund the purchase of CDOs from the counterparties.

73. With respect to the FRBNY loan to ML I11, the inter¢st rate is the one-month
» LIBOR plus 1% and repayment of the loan is to come from the ﬁrst proceeds from the CDO
portfolio, i.e., by maturity or liquidation of the assets.

74.  In addition, as part of ML III, AIGFP and FRBNY (acting through ML III)
entered into a “Shortfall Agreement” under which AIG was required to make payments to ML III
to the extent that the collateral posted by AIG with counterparties was Iess than the negative
mark-to-market value of the CDS as of October 31, 2008 (and ML III was required to make a

payment to AIG to the extent that the posted collateral exceeded the October 31 2008 market ,

value)

75. ML I ultimately borrowed approximately $24.3 billion from FRBNY, which
together with an equity funding of $5.0 billion provided by AIG and approximately $32.5 billion
in collateral previously contributed by AIG, were used by ML III to purchase from certain third-

- party counterparties of AIGFP certain U.S. dollar denominated CDOs:.
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. Ma: ket Value f‘_ Th

| 76, Undex ML III the AIGFP eountemames receWed essen‘ually par va}ue that is, S

= the noktlonal or faee value — for their CDOs (or close to par value after c ~rtam expenses) through ;1: E
a combination of receiving payments from ML 11 plus retaining collateral AIG had prevxously
posted to collateralize its CDS contracts. In return, the counterparties agreed to cancel their CDS
contracts with AIG.

77. Ofthe $35 billion in collateral provided to counterparties by AIGFP priorkto ML
II1, approximately $20.2 billion was funded from the initial $85 billion loan under the Credit
Agreement and $14.8 billion was funded by AIG prior to the Credit Agreement. (AIG
apparently received $2.5 billion of this amount back pursuant to the Shortfail Agreement.)

78.  The purchase payments the counterparties received from ML IH, together with the
prior collateral provided by AIG, paid the AIGFP coonterparties approximately $62 billion, even
though AIG’s obligations could have been compromised for substantially lessr

79. While it is understandable why the counterpart1es would de51re to receive par
value and while in light of the global credit cnsls it rmght be under standable why FRBNY

SRR 'would want to assist the counter pames m deahng with thelr hqu1d1ty needs no party who S

S genumely was focused on protecting: the mterests of AI i or 1ts shareholder s would:he o

’ 1mplemented this arrangement

4 FRBNY’s Self-Defxlmg Appx opnated Two-Thn ds of the Value of the
Collateral Posted by AIG to the FRBNY R o

'aterfall”) in the

gt ?, ;80 Under 1he priority of payments (also known as the paymen' _

1 ‘ ML III transacnon the proceeds ML 111 recelved elther in the form of cash ﬁom the hqmdatlon
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s f'the collatexal AIG had posted and w1thout a reducmo

- 81.  Any ML IH procesds 1emmn1ng after the FRBNY’S loan and AIG’s eqmty

contribution were satisfied are known as “residual mterests” and, under the terms of ML 111, split
between FRBNY (which receives approximately two~thirds of the residual interests) and AIG
(which receives approximately one-third of the interfests). This was so even though by definition
FRBNY had already received back its entire loan with interest and even though the “residual
interests” were funded entirely by the collateral that AIG alone had furnished.

82.  Not only did FRBNY’s self-dealing apﬁrép‘riéte two-thirds of those residual
interests despite having virtually no risk in the ML III transaction after its loan is paid off,
FRBNY also refused to use any residual interest proceeds’to pay down AlG’s outstanding
balance under the Credit Agreement. o

83.  First, FRBNY forced AIG to fund approx1mately 60% of the par value purchase
price ($5 bx]lon in new equity, plus $32.5 billion in prevmusly posted collateral compared to

FRBNY’s last-in-first-out loan of $24.3 billion), Whlch pricej far exceeded the market value.

5 _Second and w1th0ut }ustlﬁcatlon FRBNY appropr' 't 'd the majorit :‘;Q:f‘ t}i_e ifeﬁur{ls ;Iesulting from .

Wouidbe obtainefd 0n thepar 31‘160 ;

portfolio.
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85. 'SECui‘inng:UCh Vc,yohcféss'i(’)ns or chscounts Would; hax}e pfé?i&ed’méfe' Iqén sé‘curity ; |
to FRBNY in com’;eéﬁthw‘iﬂi the CredltAgreementand Iow;ared‘tﬁgs:i’zebf Defendant’s ovelfali i
lending cormnitmeﬁt to AIG. Both AIGandFRBNY "v‘v:ould :hévéb béneﬁttea; S

86. N‘e‘vertheless, F RBNY'made no effort to demand or négotiate concessions and
only limited, incohsistent efforts even to giﬁre V(l:ounterpartiyes the Opportﬁhity to volunteer
concessions.

87.  Ofthe 16 AIGFP counterparties involved in ML III, FRBNY apparently contacted
only 8 of them regarding concessions or discounts. Moreover, those contacts were made on or
around November 5 and 6, 2008, and FRBNY only gave those counterparties until the close of
businéss Friday, November 7, 2008, to make an offer with respect to concessions or discounts.

88.  IfFRBNY had diligently sought concessions, FRBNY would have been able to
compromise AIG’s obligations for billions of dollars less than what ML III paid.

89.  Despite FRBNY’s failure to diligently seek concessions, at least one counterparty
expressed a willingness to accept concessions or discounts saying that it was only right and what
the counterparties were expecting.’ Anéther céunferbaﬂy indicated to FRBNY it was considering
arange of discounts. However, FRBNY indicated to those counterparties, and to the other
counterparties, that it had decided against concessions énd that FRBNY would instead pay all
counterparties essentially 100‘c¢nfg$ bg’thcf,‘donar_,ylitgrallyfturning’ away counterparties’ offers of

~ concessions.

90.  In not pursuing (and even refusing to accept) concessions from AIG’s CDS
counterparties, FRBNY acted contrary to the interests of AIG and its shareholders. Had FRBNY
appropriately pursued andbaecepted_ébn cessions, those cén;:es’siicins would have increased the - -

value of AIG’s interest in MLIII, both m‘yﬂ‘ie form oif'r'e‘dﬁfcvédvrciéfx%)h«éidefﬁsk‘With fespect to
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AIG’s $5 billion equity investment and increased upside potential for AIG’s one-third share of

the ML III residual income.
6. Not Only did FRBNY Require that the Counterparties Receive Par
Value, It Also Required that they Receive a Release of All Claims that

AIG Could have Asserted Against Them Relating to the CDOs
Purchased by ML 111

91.  Even though the counterparties were already receiving 100 cents on the dollar,
FRBNY also required AIG to execute releases waiving all claims (known or unknown) against
the counterparties arising out of the credit default swaps that were canceled through ML III.

92.  FRBNY used ML III to secure the cancellation of the CDS contracts by
immediately paying to the counterparties, through cash payments and by granting the
counterparties ownership rights over collateral, evexfything they could conceivably have received
in the event that all of the securities covered by the's'jwaps ever defaulted. Those terms were
already generous enough to the counterparties and &amagillg enough to AIG; FRBNY had no
legitimate basis, in addition, to provide releases on"a‘ny possible claims AIG might have,
including possible claims arising from AIG’s effe’cfively selling insurance on the CDOs.

93.  AIG obviously had no need for a release 6f potential claims that might have been
asserted by the counterparties, who by virtue of what they had already received could not
possibly have claimed injury either then or in the future. And, there was no need or Jjustification
to prematurely release AIG’s claims against c¢rtain cou’n’tefpm‘tieS who had packaged and issued

the CDOs before AIG or FRBNY had an"opportunity at that time to evaluate the possible merits

of any such claims. The strength or weakness of any such possible claims based on the particular
facts relevant to particular individual counterparties would determine how much, if any, leverage
such claims might give AIG in negotiations with one or more counterparties. There was,

however, no basis for giving up all claims against all counterparties for no consideration before
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any analysis of such stl'engths and weaknesses had ever taken place. In using its control over
AIG and ML I to »do‘ :so, FRBNY \;ibiated 1ts duties ’to AIG and its shareholders.
| 7. Paying the ML 111 Countérparties Par Value on Assets Worth Far
Less Effectuated a “Backdoor Bailout” of AIG’s Counterparties at
AIG’s Expense.

94.  Eventhough itis ﬁ]led‘with, and to a large extent based on, the self-serving
assertions of the FRBNY and other participants in the process, a November 17, 2009 report by
the Office of the Special Inspector General for TARP (“SIG-TARP™) entitled Factors Affecting
Efforts to Limit Payments to AIG Counterparties (the “SIG-TARP Report”) concluded that “the
structure and.effect of FRBNY’S assistance to AIG, both initially through loans to AIG, and
through asset purchases in connection with ML I effectively transferred tens of billions of
dollars of cash from Defendant to AIG’s counterparties, even though senior poﬁcy makers
contend that assistance to AIG’s céunterparties was not a relevant consideration in fashioning the
assistance to AIG”. ‘k

95. A January 255 26 1 0. Rg:port issued by the U.S. House of Repres'entatives
Committee on Oversight a‘nd"‘Goyvemment Reform likewise suggestéd that FRBNY had engaged
in a “backdoor bailout of AIG’S counterparties” through AIG and then attempted to cover it up.

8. FRBNY Attempted to Cover Up the “Backdoor Bailout” of ML III
Counterparties.

9. In De‘cembe,r 20085_and following consultation with FRBNY, AIG filed two Form

8-K statements with the SEC related to ML III after ML TII was created. At FRBNY’s request,

AIG omitted the sentence (which AIG had included in its draft) disclosing that: “As a result of
this transaction, the AIGFP counterparties received 100 percent of the par value of the Multi-
Sector CDOs sold and the related CDS have been terminated.” Also, at FRBNY’s insistence, the

actual filings did not include the Shortfall Agreement’s Schedule A, which contained ML III
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counterpai‘ty and CDO deal information.

97.  Shortly after the filing, the SEC noted the Schedule A omission and told AIG that
under agency rules, it must include the schedule for public disclosure or request confidential
treatment. In response, AIG, at FRBNY’s instance, filed Schedule A with the SEC on January
29, 2009 and a confidential treatment request with the SEC for the information in Schedule A.

98.  Although AIG and FRBNY still refused to make Schedule A public, continued
pressure from government agencies and Congress prompted AIG to publicly disclose certain
CDS counterparty information in a March 15, 2009 press release. According to that AIG press
release, which FRBNY controlled, the following amounts were said to be the amounts paid to the
following AIGFP counterparties, including the ML 111 counterparties, in connection with CDO
purchases and colléteral postings relating to the CDSs (in ($ bn)):

Collateral ML III

» Counterparty Posted Payments Lotal

- Societe Generale 4.1 6.9 11.0
Deutsche Bank 2.6 2.8 5.4
~Goldman Sachs 2.5 5.6 8.1
~Merrill Lynch 1.8 3.1 4.9
“Calyon. 1.1 1.2 2.3
Barclays 0.9 0.6 1.5
- UBS 0.8 2.5 3.3
- 'DZ Bank 0.7 1.0 1.7
.Wachovia . 0.7 0.8 1.5
Rabobank 0.5 0.3 0.8
KFW 0.5 0.0 0.5
- J.P.Morgan 0.4 0.0 0.4
Banco Santander 0.3 0.0 0.3
.Danske 02 - 0.0 0.2
Reconstruction Finance 0.2 0.0 0.2

Corp : - ,

HSBC Bank 02 0.0 0.2
Morgan Stanley , 0.2 0.0 0.2
Bank of America 0.2 0.5 0.7
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Bank of Montreal 0.2 0.9 1.1

Royal Bank of Scotland 0.2 0.5 7
Landesbank Baden- 0.0 0.1 0.1
Wuerttemberg .

Dresdner Bank AG 0.0 0.4 0.4
Other 4.1 0.0 4.1
Totals $22.4 $27.1 $49.5

99.  Based on Schedule A (which ultimately became public) and the SIG TARP
Report, the total amounts paid to AIGFP’s counterparties were actually as follows (in (§ bn)):

Collateral

AIG Counterparty Posted (as ML III Total
of 11/7) Tayment

Societe Generale 9.6 6.9 16.5
Goldman Sachs 8.4 5.6 14.0
Merrill Lynch 3.1 3.1 6.2
Deutsche Bank 5.7 2.8 8.5
UBS 1.3 2.5 3.8
Calyon 3.1 1.2 4.3
Deutsche Zentral- 0.8 1.0 1.8
Genossenschaftsbank
Bank of Montreal 0.5 0.9 1.4
Wachovia 0.2 0.8 1.0
Barclays 0.9 0.6 1.5
Bank of America 0.3 0.5 0.8
The Royal Bank of 0.6 0.5 1.1
Scotland
Dresdnier Bank AG 0.0 0.4 0.4

- Rabobank 0.3 0.3 0.6

 Landesbank Baden- 0.0 0.1 0.1
Wuerttemberg

~HSBC Bank, USA 0.2 0.0 02
Totals $35.0 $27.1 $62.1

* Amount rounded down to $0.
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V. The Trust Agreement Established to Control the Nearly 80% Interest in AIG

100.  The Trust established to hold the Series C Preferred Shares and intended to hold
and dispose of the nearly 80% interest in AIG’s Common Stock is governed by the Trust
Agreement. The corpus of the Trust consisted entirely of the Series C Preferred Sha'res.

101.  The Trust Agreement purports to provide the Trustees with “absolute discretion
and control” over the Series C Preferred Shares, including exercising the voting rights of those
shares. Despite these representations, the FRBNY controls the Trust and the Trustees.

102. At the time of its creation, the Trustees of the Trust were Jill M. Considine,
Chester B. Feldberg, and Douglas L. Foshee. On February 26, 2010, Mr. Fb_éhee was replaced as
a Trustee by Defendant Peter A. Langerman.

103.  The Trustees have longstanding ties to FRBNY. In particular, Jill Considine
re;qently completed a six-year term as a member of the Board of FRBNY Wﬁére she served as
R chairman of the Audit and Operational Risk Committee. Further, from 199’1 to 2000, Chester B.
Feldberg served as executive vice president in charge of the Bank Supervmzon Group at the
F RBNY and was an employee of the FRBNY for 36 years, starting as a lawyer in the Bank’s
Legal Department before moving to the Credit and Capital Markets Group andbthen the Bank
Supei'vision Group. |
" 104. The Trust Agreement itself directs that “in exercising their di_scretion” the

-Trustees “are advised that it is the FRBNY"s view that (x) maximizing the Company’s aBility to

honor its commitments to, and repay all amounts owed to, the FRBNY or the Treasury
Department énd (y)b the Company being fnanaged in a manner that will not disrupt ﬁﬁancial
conditions, arevboth’ consistent with maximizing the value of the Trust Stock.” |

105. Section 2.04(c) of the TrustiAgreement also requires the Tl'ustees to “take any and
all reasonable actions available to them and necessary to cause” the Certificate o'f Incorporation
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to be amended to increase the number of authorized shares of Common Stock to 19 biilion, and
requires the Trustees to “Vote or cause to be Voted all of the Trust Stock in favor of” the
amendment.

106.  In addition, under the “standard of care” articulated in the Trust Agreement, the
Trustees are indemnified from liability only if each Trustee “(i) acted in good faith in a manner
the Trustee reasonably believed to be in accordance with the provisions of this Trust Agreement
and in or not opposed to the best interests of the Treasury and (ii) had no reasonable cause to
believe his or her conduct was unlawful.” |

107.  FRBNY exercised control over AIG’s SEC filings; undertook to negotiate on
AlG’s behalf with AIGFP counterparties; exercised control over proxy materials and AIG’s
annual meeting; appointed and removed directors; and influenced all material business decisions
made by AIG.

VI.  Defendant Fully Understood That a Sharehelder Vote By Those Holding the

Common Stock of AIG Was Required To Legally Implement the Approprlanon of
an Approximately 80% Interest in AIG Common Stock.

108.  Defendant fully understood and was aware that the approval of AIG’s common
shareholders would be required in order to increase the number of Common Stock shares
available so that the Series C Preferred Shares provided pursuant to Defendant’s proposed

,takeover could be converted into- approxrmately 80% of AIG’s Common Stock

’ 1 09 Moreove1 Delaware law, wh1ch governs the Charter is unequrvocal that the '

S ,anrerldment ofa certlﬁcate of incorporation to mcrease the number of authonzed shares m a class -
.. of stock can be accomphshed only through a majomy vote of the then~exrstmg outstandmg
shares in that class The express purpose of this 1equ1rement of corporate law is to protect the
property rrghts and i mte_rests of the corporation’s shareholders.
110.  Under AIG’s then-governing Restated Certiﬁcate of Incorporation (the “Charter”),
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‘AIG’S Charter did not authorize a sufficient number of shares of Common Stock to permit AIG
to transfer an approximate 80% interest in the Common Stock of the Company without the
approval of existing shareholders. Specifically, the Charter provided that the number of
authorized shares of Common Stock was 5 billion shares, of which more than 3 billion shares
had previously been issued or reserved.

VII.  The Delaware Consent Order Protects the Rights of AIG Shareholders

111. On November 4, 2008, a lawsuit was filed in the Delaware Court of Chancery on
this very issue to ensure that the rights of the Common Stock shareholders of AlG were
respected with regard to Defendant’s takeover of the Company. Walker, etal v. AIG, et al., CA
No. 4142-CC. That lawsuit, which included breach of fiduciary duty claims against Mr. Liddy
and the Company’s then Directors and Officers (the “AIG defendants”), sought, among other
things, compliance with Delaware law and an order declaring that the Super Voting Preferred “is
not convertible into common stock absent a class vote by the common stock to increase the
number of authorized shares, as well as all relief appropriate in light of the Board of Directors’
failure to call a class vote and failure to act in the interests of the ‘commo’n stockholders who are
entitled to reject the dilution of their shares.”

112.  On February 5, 2009, the Delaware Court of Chancery entered a Stipulation and
Order of Dismissal ﬁnding the request for this relief to be moot in ]ighf of thé representa‘cion and

agreements of Mr. Liddy and the AIG defendants that there ‘would be a shareholder vote in

which “holders of the common stock will be entitled to vote as a class separate from the holders
of the Senes C Preferred Stock on any amendment to AIG’s Restated Certlﬁcate of Incorporation
that increases the number of authorized common shares and decreases the par value of the

common shares.”
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VHI. The Representations of AIG and Defendant in Securities Filings

113.  All representations and disclosures made by AIG and the Government in required
securities filings were consistent with the Delaware Consent Order and with AIG’s
representation upon which the Consent Order was based. These representations and disclosures
made clear that the proposed takeover of AIG with its conversion of its Preferred Shares to a
nearly 80% interest in the Common Stock of AIG required a vote of the existing Common Stock
shareholders be held to permit an increase in the authorized number of sﬁares of AIG Common
Stock.

114, | For instance, in its Form 10-Q for the third quarter of 2008 (filed with the SEC on
November 10, 2008), AIG stated: “Under the terms of Fed Credit Agreement . . . After the
Series C Preferred Stock is issued, AIG will be required to hold a special shareholders’ meeting
to amend its restated certificate of incorporation to increase the nmumber of authorized shares of
comrﬁon stock to 19 billion and to reduce the par value per share. The holders of common stock
will be entitled to vote as a class separate from the'holdgré of the Series C Preferred Stock on
these changes to AIG’s Restated Certificate of Incorpdratibn. If the increase in the number of
authorized shares and change in par value is appréved, the Series C Preferred Stock will become
convertible into common stock.” (emphasis supplied). |

115, Inits 2009 Form 10-K (filed with SEC on Febrﬁary 26,2010), AIG again

confirmed that the Series C Preferred Shares “will become convertible into common stock upon

the subsequent amendment of AIG’s Amended and Restated Certificate of Incorporation, which
amendment will need to be approved by a separate class vote of the holders of AIG Common
Stock. Upon such amendment, the AIG Series C Preferred Stock will be convertible into a
number of shares of AIG Common Stock represénting yit':s::,voting power at that time.” (emphasis
supplied).
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116.  All filings and disclosures by AIG to the Common Stock shareholders of AIG
were consistent with the representation that the Government would not complete its proposed
appropriation of nearly 80% of the Common Stock of AIG unless the existing Common Stock
shareholders, voting as a separate class, approve an increase in the authorized shares of AIG
Common Stock to “19 billion.”

IX.  The Express Terms of the Stock Purchase Agreement

117. Consistent with Delaware law, the Delaware Consent Order and AlIG’s
representation upon which the Consent Order was based, and the representations made in various
securities filings, the Stock Purchase Agreement entered between the Trust and AIG on March 1,
2009 (“Series C SPA™), provides that Defendant and its agents would be permitted to convert the
Preferred Shares to a nearly 80% interest in the Common Stock of AIG only upon a valid vote by
the existing Common Stock shareholders to “approve the Charter Amendment” that would
“reduce the par value of the Common Stock to $0.000001 per share and increase the number of
authorized shares of Common Stock to 19 billion.”

118.  AIG also covenanted in the Series C SPA to adopt several Board resolutions
pursuant to Delaware law, including an amendment to the Charter increasing the number of
authorized shares, as to which the Series C SPA specifically stated would require “the holders of
the Common Stock voting asba separatg class in the case of th¢ Common Stock Amendment

Proposal” and that if not obtained, “the Company shall include a proposal to approve such

proposals al each subsequent annual meeting of its shareholders.” (emphasis supplied).

119.  In connection with the shareholder meeting at which such vote was to take place,
AIG further covenanted in the Series C SPA to file with the SEC “a preliminary proxy statement
reasonably acceptable to the Trust”. Moreover, under that Agfeement, none “of the
information . . . in any proxy statement . . . will . . . contain any untrue statement of material fact
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or omit to state any material fact necessary in order to make the statements therein, in light of the
circumstances under which they are made, not misleading.”

X. Defendant’s Efforts to Appropriate a Nearly 80% Interest in the Common Stock of
AlG Through a “Backdoor” Conversion.

120." On or around June 5, ,2‘0‘09,’ AIG submitted its 2009 proxXy statement and materials,
which were the subject of review andqapproval by Defendant, in advance of the June 30, 2009
annual shareholder meeting. That staterﬁent and materials included a proposal (“Proposal 3" to
amend the Charter to increase the nurﬁber bf authorized shares of Common Stock.

121. According to the proxy sfatement, Proposal 3 required a “for” vote of a majority
of the voting power of the outstanding shares of Common Stock and Series C Preferred Stock
“plus a “for’ vote of a majority of the outstanding shares of AIG Common Stock, voting as a
separate class.”

122. At AlG’s annual shareholder méeting on June 30, 2009, this Proposal 3 to
increase the authorized shares of AIG Common Sfock, which was the only proposal for approval
in which the Common Stock shareholders of AIG were entitled to a vote separate from the
controlling vote exercised by the ATru‘st, “failed” That is, the vote contemplated by (i) Delaware
law, (ii) the Delaware Consent Order and AIG’s representation upon which the Consent Order
was based, (iii) all securities filings by A‘IG and Defendant, and (iv) the Series C SPA itself, and
the only vote in which AIG Common Stoc’"k ‘shareholders were entitled to a separate vote to

protect their property and interests with respect to Defendant’s takeover, failed.

123.  However, Defendant, and at Defendant’s insistence AIG, had inserted into the
proxy materials a mechanism to evade the requirement of a vote by AIG’s Common Stock

shareholders by creating a sufficient number of authorized but unissued shares, to hand over

nearly 80% of the Common Stock of the Company despite the failure of the required vote of
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existing Common Shazeholders ThlS mechanism was a proposal (“Pl oposal 4) to amend the

Charter to effectuate a reverse 20: 1 Stock split. Thxs reverse stock spht with respect to whlch the -
trust’s controlling vote was pérmlﬁed to participate (and, hence, effectively nullify the vote of
AlG’s existing common Shareholders), was deliberately engineered to guarantee that sufficient
authorized shares of AIG Cémmon Stock were made available to allow the conversion of the
Series C Preferred Shares to approximately 80% of the Common Stock, regardless of the
independellt vote of the Common Stock shareholders regarding the number of authorized shares.
The ;'everse stock split VOté was engineered to proportionately decrease both the authorized and
issued Common Stock shares of AIG only if the increase in the number of authorized shares was
approved by the Common Stock shareholders; in the event the Common Stock shareholders
rejected an increase in the authorized shares of AIG common stock, then the 20:1 reverse stock
split would only apply to issued shares, but not to authorized shares. As a result, if Proposal 3
failed, Proposal 4 wouid reduce the approximately 3 billion of outstanding Common St-ock
shares to slightly more than 150 million shares, but the number of authorized shares would
remain at 5 billion. Through these machinations, the number of authorized, but unissued, shales
of AIG Common Stock ava:dable for conversion would move from less than 40% of the
outstanding Common Stock to more than 90% of the outstanding Common Stock.

124.  The proxy nﬁétenals accompanymg Proposal 4 did not relate the stock split in any o

manner to Defendant’s takeover and d681re to appropriate nearly 80% of the Common Stock of :

the Company. Indeed, the proxy statement mlsleadmgly stated that “AIG cunemly has no plans
for these authorized but umssued sharcs of Common Stock” other than purposes unrelated to the
scheme for which they were actually used. As part of the scheme, no proposal was presented‘

that would have allowed the C:bmmon Stock shareholders of AIG to vote for a reverse stock split
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~ that would appiy toﬁ‘bo"tk‘ issued and authorized Common Stock. The vice of Proiaosal 4 was not-
that it involved a révet_sé stock split but that if PropobsaIVB failed, Proposal 4 only reverse split the
outstanding shares a;nd not the authorized shares so as to permit FRBNY to evade the required
common stockholder vote.

125. At AIG’s annual shareholder meeting on June 30, 2009, Proposal 3 (voted upon
by the separate class of AIG Common Stock shareholders) failed, and Proposal 4, in Wthh
Defendant’s controlling voting interest was permitted to participate, passed.

126.  Pursuant to this “backdoor” scheme to effectively increase the number of shares
of authorized Common Stock without a class vote, FRBNY enabled the conversion of the
Preferred Shares to Common Stock of AIG even though the vote on that issue had fai]ed.

127.  Neither Defendant nor AIG has offered any justification as to why they
engineered this scheme to circumvent the requirement of a Charter Amendment vote by the class
of existing Corﬁmon Stock shareholders to increase the authorized shares of AIG Common Stock
to 19 bi}]ién as specifically contemplated by (i) Delaware law; (ii) the Delaware Consent Order
and AIG’s representation upon which the Consent Order was based, (iii) all securities ﬁhngs by
AlG and Defendant and (iv) the Series C SPA itself. Defendant’s deliberate and knowmg
scheme to circumvent the vote of existing Common Stock shareholders on whether to increase in
the authorized shares of AIG Common Stock was a breach of FRBNY’s duties and obligations to

AIG and its Cdmmoﬁ Stock shareholders.

128. ,In'September 2010, AIG announced an “exit plan” that was designed to repay all
AIG’s obligations to Defendant and required AIG, among other things, to sell two of its valuable
operating units ~ namely, American Life Insurance Company (ALICO) and American

Int.ernvat‘ionalfk-Assurance Comp,any,,Ltd. ‘(AIA). On January 14, 2011, upon éorhpletion of the
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,exxt plan the Senes C Prefened Shares were convelted into nearly 80% of AIG Common Stock

- XI Defendant’ “Exxt Plan”.
' 129 On December 8, 2010 AJG and the U.S. Govemment executed a “Mastex
Agreement on Recapltahzanon Plan” (the “Recapltahzanon Plan”) supersedmg and
,mcorporatmg most of the terms of a September 30, 201 0 ag1 eement-i n—pnnmple
; 130. The Recapitalization Plan involved a series of integrated transactions in which

AlG would, among other things:

(a) Repay and terminate the Credit Agreement with FRBNY:

(b) Convert Treasury’s preferred shares obtained in connection with the Credit

Agreément (i.e., the Series C Stock) and its preferred shares obtained pursuant to TARP

(1.e., the Series E and F Stock) into a total of 92.1% of AIG’s common stock or

approxima%ely 1.7 billion shares;

() Issue to existing shareholders ten-year warrants for up to 75 ‘million shares of AlG

common stock at a strike price of $45 per share; and

(dj Permit Treasury to gradually sell off its 92.1% stake.

131. With respect to Treasury’s staggered sell-off of its AIG stake, undér the
Recapitalization Plan, Treasury has complete control over the terms, conditions, and pricing of
any share sales until its ownership stake in AIG falls below 33%.

132. Also with respect to Treasury’s staggered sell-off, an October 1, 2010 Wall Street

Journal article noted that “Treasury stands to profit on its AIG shares if it can sell them at about
$29 apiece,” although the article further noted that Treasury’s “goal is to sell at around $45 per
share, the #ame price at which private shareholders can exercise warrants”.

133. | On January 14, 2011, upon closing of the Recapitalization Plan, AIG repaid
FRBNY, including the outstanding balance on the original $85 billion Credit Agreement.
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Upon the closing of the Recapitalization Plan, Treasu

AIG,
The terms of the Recapnahzatlon Plan were not put to avote of AIG pnvate ;“f"‘ o
o :common Stock sha1 eholders

DERIV AT IVE AND DEMAND FUTILITY ALLEGATIONS

136.  Plaintiff brings Claims 1, 11 and Vasa shareholder S derwatlve acmon pursuant' to
Rule 23.1 of the Federal Rules of Civil Procedure. |

137.  Plaintiff brings this action derivatively in the right and for the benefit of AIG to
redress injuries suffered, and to be suffered, by AIG as a direct result of the violations described
herein. AlG is named as a nominal defendant solely in a derivative capacity. |

138.  Plaintiff will adequately and fairly represent the interests of AIG and its

shareholders in enforcing and prosecuting its rights.

139. This is not a collusive action to confer jurisdiction on this Court that it would not

" otherwise have.

140.  Plaintiff was a shareholder of AIG at the time of thé acﬁohs compléined of herein
and remains a shareholder.

141. Since thé facts concerning FRBNY s actions began to b’e‘ revealed, Plaintiff
Iéi;ﬁéate;dl& gequgsﬁed that AIG institute pro‘ceedings against the Défendént and itg afﬁiiates to

: tl’-éc'ovef f'or‘ fhe wrongs alleged in this complaint. Any further request or demand would be futile,

and AIG has so acknowledged

142; Moreover, under the apphcable “Standard of Care” set forth in sectlon 3 03(a) of
"the T anuary 16, 2009 Trust holding the voting rights Wthh AlG was required to glve up, the

trustees may onIy take actions that are “in or not opposed to the best 1nterests of the Treasmy
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: ;Sectmn 2 O4(d) in tum pr 0v1des that the Tlustees “shall exerc.lse all such Votlng and other

‘jsumlar nghts w1th 1espect to the Trust Stock in accordance w1th the Apphcable Standald of Care "

o ""y(as deﬁned in Secnon 3 03 (a) heleof) ” The Trustees a;re therefom duty bound tcs elect only

‘ | Board members Who snmlarly wﬂl act on]y “m or n ot oppose to the be 1t ;

o , Tréasury The Department of the Tleasmy COntmues to oontrol apprommatelyr 77% of the
| equlty of AIG. |
143.  The Trustees, under the control and direction of FRBNY, have exercised their
voting rights to install all 14 1ﬁembers of the current Board — all consistent with the applicable
“standard of care” discussed above. Further, 11 of the 14 members of the current Board became
AlIG Board members for the first time after the formation of the Trust.
144, Plaintiff has not made a demand on other shareholders to bring this lawsuit. Such
‘an act would be futile and useless because the vast majority of outstanding voting shares are held
by the Trust. Further, AIG is a publicly traded company with millions of shares outétahdjng that
are not controlled by the Trust and thousands of shareholders. Making demand on such a
number of shareholders would be impossible for Piaintifﬁ which‘ has no Way o'vf ’ﬁndi‘ng out the
names, addresses or phone numbers of shareholders. Mo;eover, making a deman’ci on all
shareholders would force Plaintiff to incur huge expenses, even assuming all sha;:eholders could

be md1v1dually identified.
CLAIM I —~ BREACH OF FIDUCIARY DUTY (DERIVATIVE)

o 145, Plamtlff mcorporates by 1eference and realleges each and evez y aliegatlon
f 'contamed in W 1 144 as though fully set forth herem

.,;‘:]4’:6"

' behalf of AIG as described above, Defendant owed the Company du’mes mcludmg the

obhgatlon of good falth, fair dealing, onalty, and due care.

36



147. As demonstrated above, Defendant violated its dvutieé to AIG By taking actions,
including actions that involved self«cl‘ealing,rthat were deliberately cbntrary to the ‘interests of the
Company.

148.  AIG has suffered injury as a direct and proximate result of Defendant’s unlawful
actions, including but not limited to monetary injury. As a result of the conduct alleged herein,

Defendant is liable to AIG.

CLAIM II - REQUIRING AND/OR INDUCING AIG OFFICERS AND DIRECTORS TO
BREACH THEIR FIDUCIARY DUTIES (DERIVATIVE)

149.  Plaintiff incorporates by reference and realleges each and every allegation
contained in 1 1-144 and 145-148, as though fully set forth herein.

150.  Atall relevant times, the officers and directors of AIG owed fiduciary duties to
AIG’s shareholders.

151, Defendant, with knowledge or reckless disregard of the fact that AIG’s officers
and directors would be in breach of their fiduciary duties to AIG shareholders as a result of their
participation in the actions alleged above, used its power and authofity to require and induce the
aforementioned breaches of fiduciary duties, and knowjngly participated in, aided and abetted,

directed, and solicited those breaches.

152.  AIG has suffered injury as a direct and proximate result of Defendant’s unlawful
actions, including but not limited to monetary injury. As aresult of the conduct alleged herein,

Defendant is liable to AIG.

CLAIM Ui - BREACH OF FIDUCIARY DUTY (DIRECT)

153.  Plaintiff incorporates by reference and realleges:each and every allegation
contained in 1§ 1-144, 146-148, and 150-152, as though fully set forth herein.

154. At all relevant times, by reason of its control of AIG, including as a result of its

37



position asa controlling lender and shareholder, Defendant owed AIG’s common shareholders
including Plaintiff duties, includirig thé oﬁligation of good faith, fair dealing, loyalty, and due
care.

155.  Defendant repeatedly violated the duﬁes it owed to Plaintiff, including as
described above. |

156.  Plaintiff has suffered injury as a direct and proximate result of Defendant’s
unlawful actions, including but nét limited to monetary injury. As a result of the conduct alleged
herein, Defendant is liable to Plaintiff and all similarly situated shareholders.

CLAIM 1V - REQUIRING AND/OR INDUCING AIG OFFICERS AND DIRECTORS
TO BREACH THEIR FIDUCIARY DUTIES (DIRECT)

157. Plaintiff incorporates by reference and realleges each and every allegation
contained in 1Y 1-144, 146-148, 150-152, and 154156, as though fully set forth herein.

158. At all relevant times, the ofﬁcefs and directors of AIG owed fiduciary duties to
Plaintiff.

159.  Defendant, with knowledge or reckless disregard of the fact that AIG’s officers
and directors would be in breach of their ﬁduciéry duﬁes to AIG shareholders as a result of their
participation in the actions alleged above, uséd ité power and authority to require and induce the
aforementioned breaches of fiduciary duties, and knowingly participated in, aided and abetted,

directed, and solicited those breaches.

160.  Plaintiff has suffered injury as a direct and proximate result of Defendant’s

unlawful actions, but not limited to monetary damage. As aresult of the conduct alleged herein,

Defendant is liable to Plaintiff.

CLAIM V — CONSTITUTIONAL CLAIMS (DERIVATIVE)

161.  Plaintiff incorporates by reference and realleges each and every allegation
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contained in 4 1-144, 146-148, 150-152, 154-156, and 158-160, as though fully set forth herein.

162.  The Equal Protection, Due Process, and Takings Clause of the United States
Constitution protect companies and shareholders from having their property and property rights
taken by the Government, in a discriminatory manner, without due process or without just
compensation.

163. The FRBNY has asserted that in exercising its control over, and acting on behalf
of, AIG it did not act in an official, governmental capacity or at the direction of the Department
of Treasury.

164.  To the extent the proof at or prior to trial shows that the FRBNY did in fact act in
a governmental capacity, or at the direction of the Department of Treasury, the mmproper conduct
described above constitutes the discriminatory takings of the property and property rights of AIG
without due process or just compensation.

165.  AlG has suffered injury as a direct and proximate result of such takings, including
but not limited to monetary damage. As a result of the conduct alleged herein, Defendant is liable
to AIG, and AIG is entitled to relief.

CLAIM VI — CONSTITUTIONAL CLAIMS (DIRECT)

166.  Plaintiff incorporates by reference and realleges each and every allegatﬁon

contained in 1Y 1-144, 146-148, 150-152, 154-156, 158-160, and 162-165, as though fully set

forth herein.

167.  The Equal Protection, Due Process, and Takings Clause of the United States
Constitution protect companies and shareholders from having their property and property rights
taken by the Government, in a discriminatory manner, without due process or without just

compensation,

168.  The FRBNY has asserted that in exercising its control over, and acting on behalf
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of, AIG it did not act in an official, governmental capacity.

169.  To the extent the prébf at or prior to trial shows that the FRBNY in fact acted in a
governmental capacity, the imprope? conduct described above constitutes the discriminatory
takings of the property and property rights of Plaintiff without due process or just compensation.
Plaintiff has suffered injury as a direct and proximate result of such takings, including but not
limited to monetary damage. As a result of the conduct alleged herein, Defendant is liable to

Plaintiff and Plaintiff is entitled to relief.

WHEREFORE, Plaintiff Starr International demands judgment against Defendant as follows:
A. Finding that Plainﬁff may maintain this action on behalf of AIG and that Piaintiff is an
adequate representative of AIG;' |
B. Finding that the Defendaht‘hra‘s’ breached and/or conspired to breach its duties to AIG
and to Plaintiff; |
C. Finding that Defendant,ha's coerced, induced, and required AIG officers and directors
to breach their fiduciary dutigs to AIG and to Plaintiff;
D. Determining and awarding to AIG the damages sustained by it as a result of the
violations set forth above ﬁrom Defendant;

E. Awarding AIG the costs and disbursements of this action attributable to the claims

brought on behalf of AIG', iﬁcluding reasonable attorneys® and experts’ fees, costs and

expenses;

F. Determining and awarding to Plaintiff the damages sustained by it as a result of the

violations set forth above from Defendant;
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G. Awarding Plaintiff the costs and disbursements of this action attributable to the claims
brought on behalf of Plaintiff, including reasonable attorneys’ and experts’ fees, costs and
expenses; and

H. Granting such other relief, including equitable and injunctive relief, as this Court may

deem just and proper.

Dated: New York, New Ybrk
November 21, 2011

BOIES, SCHILLER & FLEXNER LLP

By M

David Boies

333 Main Street

Armonk, NY 10504

Tel. (914) 749-8200

Fax (914) 749-8300
Email: dboies@bsfllp.com

Robert J. Dwyer

Nicholas A. Gravante Jr.
Duane L. Loft

Julia C. Hamilton

575 Lexington Avenue
New York, NY 10022
Telephone: (212) 446-2300

Samuel C. Kaplan

5301 Wisconsin Avenue, NW
Washington, DC 20015
Telephone: (202) 237-2727

SKADDEN, ARPS, SLATE, MEAGHER & FLOM LLP

John L. Gardiner

Four Times Square

New York, NY 10036
Telephone: (212) 735-3000

Attorneys for Plaintiff Starr International Company,
Inc.
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VERIFICATION

I, Edward E. Matthews, hereby verify as follows:

1. I am a Director of Starr International Company, Inc. (“Starr™). I make this
Veriﬁcation in connection with the filing of the foregoing shareholder-derivative complaint.

2. [ am authorized to make this Verification on Starr’s behalf.

3. Starr currently holds shares of American International Group, Inc. and has held
such shares continuously at all times relevant to the complaint.

4, I have reviewed the complaint and know the contents thereof. I verify that the
allegations as to Starr and allegations as to which I have personal knowledge are true. With
respect to the remaining allegations, I am familiar with the factual basis for those allegations and
verify them to be true to the best of my knowledge, information, and belief.

Pursuant to 28 U.S.C. §1746, I declare under penalty of perjury under the laws of the
United States of America that the foregoing is true and correct.

Executed this 19th day of November 2011 at Princeton, New Jersey.

g ONetetizr

Edward E. Matthews




