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IN THE UNITED STATES COURT OF FEDERAL CLAIMS

FILED

_________________________________ X
STARR INTERNATIONAL COMPANY, NOV 2 1 2011
INC., Individually and on Behalf of All Others :
Similarly Situated, and derivatively on behalf FEDS Elg AC\?_U(?EA?N}I: S
of AMERICAN INTERNATIONAL GROUP, :
INC.,

Plaintiff,

o

V. NE_J?;' 1 ]- - 7 7 9 C
THE UNITED STATES OF AMERICA,

Defendant,

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

Nominal Defendant.

VERIFIED CLASS ACTION COMPLAINT

Plaintiff Starr International Company, Inc. (“Starr International”), individually
and on behalf of a class of all others similarly situated, and derivatively on behalf of hominal
defendant American International Group, Inc. (“AIG” or the “Company”), alleges for its
complaint with knowledge as to its own acts and status and events taking place in its presence,
and upon information and belief as to all other matters, as follows:

NATURE OF THIS ACTION

1. In September of 2008, in the midst of the worst financial crisis in more than half
a century, many large financial institutions were imperiled by a severe lack of required liquidity.

One of those institutions was American International Group.
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2 In the chaos that resulted from the bankruptcy of Lehman Brothers, the
Defendant, including the Department of the Treasury and its agents acting at its direction (the
“Government”), concluded that survival of the United States economy and financial system
required avoiding further bankruptcy filings by major financial institutions. At the same time,
the Government recognized that the bailout of large companies, particularly companies
associated with creating the financial crisis, was politically unpopular.

3. In a number of cases, the Government provided loan guarantees and access to
federal funds. AIG was a particularly good candidate for such liquidity support because its
assets substantially exceeded its liabilities; its problem was not one of solvency but of
temporary liquidity. In addition, a bankruptey filing by AIG would have severely worsened the
finances of many other financial institutions.

4. However, rather than providing AIG with the liquidity support offered to
comparable firms, the Government in September 2008 began a series of steps that eventually
resulted in the Government taking control of AIG away from its sharcholders and thereafter
taking approximately 80% of such shareholders’ equity, all without just compensation.

S The discriminatory treatment of AIG and its shareholders by the Government is
emphasized by the Government’s contemporaneous treatment of comparable financial
institutions. The Government loaned billions of dollars to numerous other financial institutions
without taking any ownership in those institutions; when the Government did take an equity
interest, its interest was limited; it loaned billions of dollars to domestic and foreign institutions
at interest rates that were a fraction of those charged to AIG; and it guaranteed hundreds of

billions of dollars in loans to various institutions, including Citigroup, Inc. AIG and its
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Common Stock sharcholders, by contrast, were singled out for differential — and far more
punitive — treatment.

6. The Government’s taking of an approximately 80% equity stake in AIG, and
ultimately the complete control over AIG that the Government sought, depended on the
authorization of additional shares of AIG’s common stock. This is so because there was not
sufficient common stock authorized under AIG’s Charter to transfer the nearly 80% equity
stake that the Government intended to take.

7. The Government fully understood that in order to implement its proposed
takeover of AIG and the rights of the Common Stock shareholders, the clear legal rights of
existing Common Stock shareholders required that they be entitled to an independent vote to
decide whether their Company should increase the number of authorized common shares
sufficiently to enable the Government to obtain the nearly 80% interest in the issued and
outstanding common stock that the Government sought. Indeed, in a Delaware Court of
Chancery proceeding considering the Government’s actions, AIG expressly represented that
this vote would take place. Consistent with AIG’s express representations to the Delaware
Court, all subsequent securities filings by AIG and the applicable Stock Purchase Agreement,
explicitly stated the holders of the Common Stock of AIG, by a separate class vote, would vote
on whether or not to amend the AIG Certificate of Incorporation to increase the authorized
shares of the Company in order to permit the Government to obtain a nearly 80% interest in the
Common Stock of AIG.

8. As set forth in more detail below, not only did the Common Stock shareholders

of AIG not agree to the proposed taking of their property and rights through an amendment of
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the Charter of their Company, but when the Common Stock shareholders voted to reject the
increase in authorized shares, the Government deliberately ignored and evaded that vote.

oK Providing guarantees to back-up AIG’s obligations, as the Government did with
other comparable financial institutions, would have been less costly and more efficient (and
more fair) than the course the Government took with AIG. However, the unprecedented
approach the Government took with AIG enabled the Government to use AIG as a vehicle to
covertly funnel billions of dollars to other preferred financial institutions, including billions of
dollars to foreign entities, in a now well-documented “backdoor bailout” of these financial
institutions. In so doing, the Government discriminatorily took AIG’s property without due
process or just compensation.

10. The Government is not empowered to trample shareholder and property rights
even in the midst of a financial emergency. The Fifth Amendment of the United States
Constitution directs that the Federal Government shall not deprive any person of “property
without due process of law” and forbids the Government from appropriating private property
“for public use, without just compensation.” U.S. Const. amend. V. Financial emergencies do
not eviscerate this Constitutional protection.

11. To the contrary, although public policy goals may justify the taking of private
property to serve public ends, when the Government does so it is required by the Constitution
to ensure that the property is acquired in accordance with law, that the burdens associated with
the taking are not imposed in a disparate and unfair manner, and that just compensation is paid.
“The Fifth Amendment’s guarantee that private property shall not be taken for a public use
without just compensation was designed to bar Government from forcing some people alone to

bear public burdens which, in all fairess and justice, should be borne by the public as a
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whole.” Armstrong v. United States, 364 U.S. 40, 49 (1960). As Justice Holmes long ago
admonished, “a strong public desire to improve the public condition is not enough to warrant
achieving the result by a shorter cut than the constitutional way of paying for the change.” Pa.
Coal Co. v. Mahon, 260 U.S. 393, 416 (1922).

12. Inviolation of these fundamental principles, and without valid legal authority,
the Government took the property and rights of AIG’s common shareholders without just
compensation, in a discriminatory manner, and by means of an intentional and knowing
violation of the established requirements of law designed to protect the rights of those
shareholders.

13. The Government’s actions were ostensibly designed to protect the United States
economy and rescue the country’s financial system. Although this might be a laudable goal, as
a matter of basic law, the ends could not and did not justify the unlawful means employed by
the Government to achieve that goal. Even in exigent times, and perhaps most especially then,
the Government may not ignore basic protections afforded under the United States Constitution
or disregard established legal rights. Yet beginning in 2008 and continuing through at least
January 2011, the Government ignored the Constitution and singled out AIG Common Stock
sharcholders for discriminatory and unlawful treatment in clear violation of the Takings, Due
Process, and Equal Protection Clauses of the United States Constitution.

14, This lawsuit seeks redress for these Constitutional violations.

15.  In connection with the transactions in September 2008 described above, the
Federal Reserve Bank of New York (the “FRBNY?”) assumed control of AIG. As described in
more detail in litigation that Plaintiff intends to file against the FRBNY in the United States

District Court for the Southern District of New York, FRBNY exercised its control over AIG to
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further harm AIG and its sharcholders and further deprive them of their property and property
rights. FRBNY has asserted that in exercising its control over AIG after September 17, 2008,
FRBNY was not acting in a governmental capacity or at the direction of the Department of
Treasury. However, if the proof at or prior to trial establishes that FRBNY was in fact acting in
a governmental capacity or at the direction of the Department of Treasury, then the conduct by
which FRBNY’s control damaged AIG and its sharcholders and deprived them of property and
property rights would represent a further discriminatory taking by Defendant without due
process or just compensation for which Plaintiff and AIG would be entitled to relief pursuant to
the Equal Protection, Due Process, and Takings Clauses of the United States Constitution.

THE PARTIES

16. Plaintiff Starr International Company, Inc. (“Starr International”) is a privately
held Panama Corporation with its principal place of business in Switzerland. The sole common
stockholder of Starr International is a charity that provides millions of dollars of support to
humanitarian, educational, and medical causes. It is currently and was at all relevant times, a
sharcholder of Common Stock in American International Group, Inc. At the time of the
conduct at issue in this action, Starr International was the largest shareholder of AIG Common
Stock.

17. Defendant United States of America includes the Department of the Treasury
and its agents acting at its direction (collectively, “the Government”).

18.  Nominal Party AIG is a Delaware corporation with its principal executive
offices located at 180 Maiden Lane, New York, New York. AIG was founded 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 grew into the world’s largest group of insurance and

financial services companies. When Mr. Greenberg retired as CEO in March 2005 AIG’s
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market capitalization was more than $130 billion. In early 2008, AIG’s market capitalization
was also more than $130 billion.

19. This is a direct and shareholder derivative action brought by Starr International
on behalf of itself and on behalf of a class of all others similarly situated and on behalf of
nominal party AIG against the United States of America.

JURISDICTION

20. This Court has jurisdiction pursuant to 28 U.S.C. § 1491(a).

CONSTITUTIONAL PROVISION

21.  Plaintiff’s claim is governed by the Fifth Amendment to the United States
Constitution, which provides in pertinent part that no person shall “be deprived of life, liberty,
or property, without due process of law; nor shall private property be taken for public use,
without just compensation” and which incorporates the protections of the Equal Protection

Clause.

FACTUAL ALLEGATIONS

Background of AIG

22. By the turn of the millennium, AIG was the leading international insurance
organization, comprised of a holding company with subsidiaries that served commercial,
institutional, and individual customers through the most extensive worldwide property-casualty
and life insurance networks of any insurer, as well as subsidiaries that were leading providers
of retirement services, financial services and asset management around the world. By the end
of 2005, AIG and its subsidiaries employed more than 97,000 people worldwide; it wrote more

than $41.87 billion in net premiums; and it had more than 65 million customers worldwide.
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II. AIGFP and Credit Default Swaps

23. 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”).

24, 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, AIGFP would,
in effect, buy the securities from the holders at the initial offering price, thereby taking on the
risk that the securities would not perform. This was an early form of what came to be known as
a “credit default swap” (or “CDS”).

25. CDSs are contracts that function much like insurance policies for debt securities
instruments. In exchange for payments made over a period of time by a counterparty, the party
writing the CDS is obligated to pay the counterparty the par value of the referenced debt
instrument in the event that instrument defaults. The party writing the CDS then succeeds to
the counterparty’s interest in the referenced debt instrument.

26. Between the time AIGFP began writing CDSs in 1998 and the time Mr.
Greenberg retired as AIG’s CEO in March 2005, AIGFP had written a total of about 200 CDSs
totaling approximately $200 billion in notional amount. Most of these CDSs were based on

underlying corporate debt.
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27.  Until Mr. Greenberg retired as CEO in March 2005, AIG carefully scrutinized
cach CDS transaction entered into by AIGFP to limit and manage the risks assumed. From
1987 through 2004, AIGFP earned approximately $5 billion in profits.

28. After Mr. Greenberg retired, AIGFP increasingly began to enter into credit
default swaps on securities that included subprime residential mortgages.

29, Between March 2005 and December 2005, for example, AIGFP wrote
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.

30. 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 (“ABSs”). The
CDO then essentially repackages the income stream of those assets into separate securities that
are tiered by “tranche,” that is, arranged in a hierarchy of subordinated payment priority from
senior to junior. Each tranche has its own risk profile, with each more senior tranche being less
risky than those subordinated to it. Each tranche is purportedly designed to pay an interest rate
commensurate with the level of risk assigned to it, which permits each tranche to be rated
independently from the other tranches. Thus, an investor in a CDO may choose from among
differently rated securities relating to the CDO, each paying an interest rate purportedly
commensurate with the level of risk that the investor will be taking on. CDOs are derivatives,
meaning their value is derived from events related to a defined set of reference securities that

may or may not be owned by the parties involved.
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31.  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 geographic areas. CDOs can be
backed by other types of securities also, and when the flow of new subprime mortgages was
insufficient 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” CDO.

32. Intechnical 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 complex 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 reference
securities. Various financial intermediaries, such as investment banks and hedge funds, may be
involved in selecting the reference securities and finding the counterparties. Synthetic CDO
securities are not typically traded on stock exchanges.

33. In late 2005, senior executives at AIGFP concluded that writing CDSs on CDOs
dependent on subprime mortgage debt was unacceptably risky, and in December 2005, AIGFP
decided to stop writing new CDSs for CDOs backed by subprime mortgage debt. However, the
CDS contracts AIGFP had already written remained on its books. As written by AIG in the
period after Mr. Greenberg left AIG, these CDSs presented at least two types of risk: credit risk

and collateral risk.

10
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34.  The par value, or “notional” amount, of the CDOs underlying the 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
AIG 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 could result in a 100%
loss to AIG. This was the “credit risk.”

35.  “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 credit 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 2008

36.  As has been widely documented, in or about 2007, the previously high-flying
housing market began to falter, leading to a cascade of economic problems that precipitated a
global financial crisis that reached a flash point in September 2008. These severe problems
included rising mortgage default rates, falling home values, failures of hedge funds that had
long positions in the mortgage market, and bankruptcies of many subprime mortgage lenders
and servicers. These events, which continued throughout 2007 and 2008, increasingly exposed
AlG to heightened risk, particularly collateral risk, on its CDS portfolio, and ultimately
contributed to AIG’s liquidity crisis in 2008.

11
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37.  Beginning in 2007, growing global financial problems — and in particular
subprime mortgage issues — caused AIGFP’s CDS counterparties to claim that the value of the
underlying CDOs was falling precipitously and to make increasingly large collateral calls on
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 liquidity problems.
Significantly, as discussed in more detail below, even the troubled CDOs transferred to Maiden
Lane III (see infra paragraph 110) have proved ultimately to have substantial value.

38. In addition, beginning around the same time, the securities lending program
operated by AIG insurance subsidiaries also began to exert liquidity pressure on AIG. Under
that program, those subsidiaries lent securities to counterparties in exchange for cash collateral,
which, after Mr. Greenberg’s retirement, the AIG subsidiaries then used to purchase RMBS and
other assets. In 2007, AIG began to experience a growing differential between its liability to
return that cash collateral to the counterparties and the fair value of the RMBS and other assets
the subsidiaries purchased with that cash collateral.

39. 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.

40.  Although AIG posted substantial amounts of collateral in or around the summer
of 2008 — approximately $14.8 billion in total — AIG did not have liquid assets sufficient to
cover these increasing collateral calls. As a result, AIG faced a liquidity squeeze in or around

July 2008 and continuing into September 2008.
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41. In or around July 2008, AIG’s then-Chief Executive Officer, Robert B.
Willumstad, expressed concern to AIG’s Board of Directors regarding a potential liquidity
crisis, telling them the only source from which the Company could secure enough liquidity if
such a crisis occurred was the government,

Iv. The United States Government Refused to Provide AIG Loans, Loan Guarantees, or

Access to the Discount Window on the Same Basis Provided to Other Institutions,
Including Foreign Companies.

A. The Government Opened the Section 13(3) Discount Window to Various
Institutions Without Requiring Any Appropriation of the Common Shares of
Those Institutions.

42.  To allow AIG to address its liquidity situation, and consistent with the manner in
which the Government was addressing related liquidity issues of other institutions, it would
have been appropriate for the Government to provide AIG access to the Federal Reserve’s
discount window on terms corresponding to those being provided to various other institutions.
AIG repeatedly sought, but was denied, such access.

43.  Throughout the global financial crisis, the Government allowed many domestic
and foreign institutions access to the discount window. Indeed, the biggest borrowers from the
Federal Reserve’s discount window during the crisis were foreign banks, which routinely
received loans exceeding $30 billion.

44.  Notably, on March 31, 2011, after losing an appeal of a Freedom of Information
Act request, the Federal Reserve Board was required to release records revealing the nature and
extent of its discount window loans during the crisis. Those records show that the discount
window loans peaked at about $110 billion at the end of October 2008. Foreign banks
borrowed approximately 70% of that amount; for example Dexia SA of Belgium borrowed
about $33 billion; Dublin-based Depfa Bank, Plc, subsequently taken over by the German

government, received approximately $25 billion; Bank of Scotland borrowed $11 billion; and
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Arab Banking Corp., 29% owned by the Libyan Central Bank at the time, received 73 different
loans. Wachovia also borrowed $15 billion, and numerous investment banks were also granted
access. At no time did the Federal Reserve Board require that it be given control of, or an
equity stake in, these institutions.

45.  The Government also permitted other insurance companies to gain access
without punitive funding terms (e.g., The Hartford Financial Services Group, Inc. which was
permitted to acquire a small local bank (for approximately $10 million) in order to gain access
to approximately $3.4 billion in Troubled Asset Relief Program (“TARP”) funds).

46.  If AIG had been given similar access to the Federal Reserve’s discount window
or other sources of liquidity like these other institutions, AIG would easily have met its
liquidity needs.

B. The Government Also Provided Loans and Loan Guarantees to Numerous
Foreign and Domestic Institutions on Terms Denied AIG.

47. The Government could also have granted AIG access to the Term Auction
Facility (“TAF”). In fact, at the height of the crisis, TAF loaned about $493 billion to
numerous foreign and domestic counterparties. These loans were made at reasonable interest
rates without the Government appropriating control of the institutions at issue. If such loans
had been made available to AIG, AIG would have easily met its liquidity needs.

48.  Alternatively, or in combination with the other options available (e.g.,
purchasing CDOs directly), the Government could have guaranteed AIG’s obligations in a
manner similar to the $300 billion in guarantees given to Citigroup Inc. If such a guaranty had
been given, there would have been no further collateral calls on AIG, its liquidity needs would
have been satisfied and, in fact, collateral previously posted by AIG could have been released

for other uses.
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C. The Government Repeatedly Rebuffed AIG’s Requests for Discount Window
Access on Equivalent Terms to Those Provided to Other Institutions.

49.  Over the weekend of September 13-14, 2008, while AIG was still attempting to
obtain discount window access, it was also making efforts to identify a private-sector solution,
which attempts included assembling private equity investors, strategic buyers, and sovereign
wealth funds to discuss funding and investment options, as well as considering a possible
bankruptcy filing. The Government discouraged sovereign wealth funds and other non-United
States investors from participating in a private-sector solution to AIG’s liquidity needs.

50. The morning of Monday, September 15, 2008, Lehman Brothers Holding, Inc.
filed for bankruptcy protection, materially worsening the global financial crisis.

51. On September 15, 2008, the Government also brokered talks among a
consortium of banks led by J.P. Morgan, Morgan Stanley, and Goldman Sachs aimed at
arranging private financing for a loan to address AIG’s liquidity situation. Officers from
Plaintiff, AIG’s largest sharcholder at the time, requested to attend these meetings. Plaintiff’s
requests were denied.

52. Later in the afternoon of September 15, 2008, the three largest rating agencies,
Moody’s, S&P, and Fitch Ratings Services, sharply downgraded the long-term credit rating of
AlG.

53. These ratings downgrades, combined with a steep drop in AIG’s common stock
price, prevented AIG from accessing money in the short-term lending markets, and, without
outside intervention, AIG did not have sufficient cash to post collateral to AIGFP’s
counterparties.

54.  Rather than granting AIG the same access to liquidity assistance that it granted

to numerous other institutions, including various foreign companies, the Government instead

15



Case 1:11-cv-00779-TCW Document 1 Filed 11/21/11 Page 16 of 50

chose to use the difficulties faced by AIG to implement a takeover of the Company without just
compensation and to thereafter use AIG as a vehicle to provide covert, “backdoor bailouts” to
numerous institutions on terms vastly disparate from those imposed on AIG and its Common
Stock shareholders. The Government’s takeover of AIG commenced with the acquisition of
control in mid-September 2008, continued with the deprivation of shareholders’ rights in June
2009, and culminated in the completion of the taking without just compensation of over 562
million shares of AIG’s Common Stock on January 14, 2011.

D. On September 16, the Government Offered, Pursuant to Section 13(3) of the
Federal Reserve Act, to Provide Discount Window Access To AIG; However
in a Wholly Unprecedented Manner and Without Valid Basis, Just
Compensation, or Required Shareholder Approval, the Government Took

Control of the Company and Required AIG to Agree to Provide the
Government with an Approximately 80% Equity Stake in AIG.

1. The Government Did Not Undertake Any Independent Analysis To
Support the Appropriation of an Approximately 80% Equity Stake.

SISk Seven weeks after AIG first approached the Government to request discount
window access, the Government finally took action in the form of an unprecedented and rushed
demand that AIG grant the Government control of the Company and a nearly 80% interest in
AIG’s Common Stock. On the Tuesday afternoon of September 16, 2008, the Government
provided AIG with a three-page term sheet. The Government’s terms included (i) a Federal
Reserve Bank of New York (“FRBNY™) credit facility to AIG of $85 billion secured by all of
AIG’s assets at an above-market interest rate of 8.5% over LIBOR, which with fees resulted in
a cost to AIG of approximately 14.5% per annum, (ii) a requirment that the Government be
given control of AIG and (iii) a promise that the Government would receive a nearly 80%
equity stake in AIG. Thus, loans made pursuant to the Credit Agreement (as defined below)
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.”
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56.  Access to the discount window conditioned on a Government takeover and the
taking of a controlling interest in the Common Stock of a Company was unprecedented. In
accordance with the express terms of Section 13(3) of the Federal Reserve Act then in effect,
and in accordance with the standard means by which access to the discount window is provided,
such loans are to be predicated upon (1) “rates established in accordance with the provisions of
section 357" of the Act, and (2) “fully secured to the satisfaction of the Federal Reserve Bank.”
The extraordinarily high interest rate being charged to AIG, and the securing of the loan with
the assets of the Company, was more than sufficient consideration for access to the discount
window under these traditional and authorized measures. The term sheet did not set forth any
independent purpose, justification, or basis for the proposed takeover of the Company and the
taking of nearly 80% of the Common Stock of the Company.

57. The Government did not conduct any independent analysis justifying the taking
of approximately 80% of the equity of AIG in connection with providing access to the discount
window, nor did the Government undertake any analysis of the “just compensation” required
for such a taking. Moreover, Section 13(3) of the Federal Reserve Act had never been
interpreted or invoked in any prior circumstance to provide a basis for the takeover of a
corporation or as a basis for the taking of a controlling interest in the common shares of a
corporation.

2. The Government Required AIG to Agree to Convey an

Approximately 80% Equity Stake Without Providing Any
Compensation to the Common Stock Shareholders.

58.  After delivering the September 16 term sheet, the Government advised Mr.
Willumstad that this was “the only proposal you’re going to get”.
59. The AIG directors’ acceptance of the Government’s terms was announced

publicly before the opening of the next trading day, September 17, 2008. As a result of the
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provisions of the Credit Agreement, AIG’s shareholders and those directors selected
independently of the Government had lost the ability to control AIG, protect its interests, or
remedy acts that damaged it.

60.  The following day, the Government unilaterally fired AIG’s CEO and replaced
him with a new CEO (Edward M. Liddy) who would be under the FRBNY"s control.

61.  Neither AIG nor its shareholders had any say in the selection of Mr. Liddy as
CEO. At all relevant times, Mr. Liddy was under the control of the FRBNY.

62.  Rather than acting in the best interests of AIG and its stockholders, Mr. Liddy
was required to focus exclusively on the interests of the Government. For example, shortly
after September 18, 2008, Treasury Secretary, Henry M. Paulson, announced on television that
AIG was to be liquidated. Mr. Liddy promptly began to sell off valuable AIG assets (e.g., HSB
Group, Inc. and 21st Century Insurance) often at fire-sale prices. The prematurely announced
liquidation of AIG resulted both in the rushed sale at fire-sale prices of valuable assets and in
the severe damage to AIG’s on-going businesses, costing AIG customers, creditors, and
employees.

63. On September 22, 2008, after being authorized by the Federal Reserve Board
pursuant to Section 13(3) of the Federal Reserve Act, the FRBNY entered into a Credit
Agreement with AIG (“Credit Agreement”) in which it agreed to extend up to $85 billion in
credit to AIG on a revolving basis to be used by AIG for “general 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 payable.”
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64. The Credit Agreement was signed on behalf of AIG by Mr. Liddy. Despite
government allegations to the contrary, the Credit Agreement was imposed upon, and not
voluntarily agreed to, by the AIG board.

65.  In addition to requiring AIG to “fully secure” the loan with AIG’s assets, and in
addition to the excessive interest rate imposed, the Credit Agreement also required AIG to
agree to issue to a trust created “for the sole benefit of the United States Treasury” 79.9% of
AIG’s equity, all at the expense of AIG’s existing shareholders.

66.  The Credit Agreement provided that the Series C Preferred Shares “will vote
with the common stock on all matters submitted to AIG’s stockholders” and “will be entitled to
an aggregate number of votes equal to the Initial Number of Shares,” defined to be “a number
of shares of common stock equal to 79.9% of that number plus the sum of the common stock
then outstanding and the maximum number of shares then reserved for issuance with respect to
AIG’s Equity Units.”

67. According to AIG’s 2008 third quarter and 2009 first quarter Form 10-Q filings
made while the FRBNY was in control of AIG, an ownership interest in 79.9% of AIG’s
Common Stock was then valued at $23 billion. Yet, the Trust was required to pay nothing
more than $500,000 for the Series C Preferred Shares with the purported “understanding that
additional and independently sufficient consideration was also furnished by FRBNY in the
form of its lending commitment under the Credit Agreement.” Contrary to that self-serving
statement, however, no “additional and independently sufficient consideration” was provided
for the taking of approximately 80% of the Common Stock of AIG. To the contrary, the loan
provided under the Credit Agreement was fully and adequately secured by AIG assets, an