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VIA CERTIFIED MAIL/RRR

Securities and Exchange Commission
450 Fifth Street
Washington, D.C. 20549

Re: Filing Pursuant to Section 33 of the Investment Company Act of 1940 by INVESCO Funds Group, Inc.
and AMVESCAP, PLC

Ladies and Gentlemen:

Pursuant to Section 33 of the Investment Company Act of 1940, we hereby file on behalf of INVESCO Funds
Group, Inc., an investment adviser, and AMVESCAP, PLC, two copies of one pleading in L. Scott Karlin
Derivatively on Behalf of INVESCO Funds Group, Inc., v. AMVESCAP PLC, et al., received on or about
December 8, 2003.

Please indicate your receipt of this document by stamping the enclosed copy of this letter and returning it to us in

the envelope provided.
QCESSED

C AN 23 200

Stephen R. ’ m

Sincerely,

Enclosures

cc: Mr. Robert B. Pike, SEC - Fort Worth
Mr. James Perry, SEC — Fort Worth

S:AsmLitigation\Karlin v AMVESCAP\Corr\L-1217038EC.doc
121703 (2) vxv

Member of the AMVESCAP Group
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@
CT System
Service af Prc coss Transmittal Form
Donver, Colorsdo
12/02/2003

Via Federa! Express (2nd Day)

TO: GLEN PAYNE General Counsel
INVESCO Funds Group, Inc.
7800 Easy Union Avenue
Mail Stop # 201
Penver, CO 80237

Tison Cory

INVESCQ Funds Graup, inc.
PO Pox 173708

Denver, CO 80217-3708

g ow v

Re:  PRQCESS SERVED IN COLORADO Y

FOR INVESCO Funds Groug, Inc. Domestic State: De

ENCLOBED ARE COPIES OF LEGAL PROCESS RECEIVED BY THE STATUTORY AGENT OF THE ABOVE COMPA 1Y A8 FOLLOWS:

1. TITLE OF ACTION: L Scott Karlin, INVESCQ FUNDS GROUPR, INC. vs Amves ap, PLC, et al T0:
INVESCO FUNDRS GROUP, INC.
2. DOCUMENT(S) SERVED: summons, Attachments, Derivative Complaint Jury Triai Jemanded
3. COUAT: United Stares District Court, Pistrict of Colorado
Case Number 03MK 2406
4. NATURE OF ACTION: Plaintiff seeks compansation for Defendants alieged viala iong of section 36 of the
Invesyiment Company Act and commeon law braach of fid. clary duny
. ON WHOM PROCESS WAS SERVED: Ths Carporation Campany. Denver, Colorado
8. DATE AND NOUR OF SERVICE: By Process server on 12/01/20013 ax 16:02
7. APPEARANCE OR ANSWER DUE: Within 20 days
8. ATTORNEY(S}: Charlas W Lilley
303-293-9800
1600 Stout Streer
Suite 1100

Denver, CO 80202

9. REMARKS:

cc: Jdeffray Kupor SIGNED CT ‘orporation System
AMVESCAP Group Services, Inc.
1315 Peachtree Street, NE PER Chr 3ten Vinnola /AV
Suite 500 ADDRESS 16" 5 Broadway
Atlanta, GA 30309 ' Suj 3 1200

De: ser, CO 80202
cC OP WS 0005891011

Informavion coNTAnNed on WuE Lansmatal Yorm 8 recarded for € T Corparation SySTeny's record kesping P Tpa¥es only ana to permit quick referonce
fof The reciment. This nformuton does ot SONSEAMTO 8 1AGAI OFNION a5 10 The Nate ot 8ckon, Ta aMount of amaags, the answar date, of any

informaten Nt CAN Da 0OLAINGS IrOM The QOCUMENTS thamaetves. Tha reciplent 1 rasponasibla for interproting ne qocumants and far mking e
ApAroprista action.
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S jA =t~
SUMMONS IN A CIVIL. ACTION (36 P %
United States District Court
faor the District of Colorado |
Civit Action Mu aber
L. SCOIT KARLINDernivatively on Behalf :
of INVESCO FUNDS GROUP, INC. @ 83 Y= 2 4 0 & ? ,(/B)
PLAINTIFF(S),
V.
AMVESCAP, PLC, °
INVESCO,INC., _ { UMMONS
CANARYCAPITALPARTNERS,LLC, ’
CANARY INVESTMENT
MANAGEMENT, LLC,, AND
CANARY CAPITAL PARTNERS, LTD.
DEFENDANT(S).
To the above named Defendant(s):
You are hereby summoned and required o serve upon
Charles W, Lilley
plaintiff's attorney, whose address is:
LILLEY & GARCIA LLP
1600 Stout Street Suite 1100
Denver, Colorado 80202
AND FILE WITH THE CLERK OF THE CQURT
an answer to the complaint which is herewith served upon you, within days of ervice of this summons upon you,
exclusive of the day of service, If you fail to do so, judgment by default will be taken against you for the relief demanded
frs e COMmdtatnt,
Gregory C. L angham, Clerk
By: % .
' Deputy Clerk

(Seal of tl & Coun)
Date: tf«2 F-o02
Clerk, U.S. District Gourt, Room A-105 Alfred A. Arraj U.S. Courthouse, 901 19th Sy :et, Deaver, Colorado 80294-3589

~NOTE: This summons is issued pursuant fo Rule 4 of the Federal Rules of Civil Proc 2dure.



DEC-04-03 11:18AM  FROM=INVESCO FUNDS GROUP +1T208246814 T-047

- - *

P.04/25

F-132

RETURN OF SERVICE

NAME OF SERVER. TITLE:

Check one box (@ (ndicate appropriate method of service.

. D Served personally upon the defendant  Place wnere loft:

D Left copres thereof at the defendant’s awelting nouse or usual place of apade with a persan of suitable ige and
discretion then residing theren,
Name of person with whom the summons and coMpIaInt where jef:

D Returned upexecuted::

D Otner (specily).

STATEMENT OF SERVICE OF FEES

TRAVEL SERVICES TO ‘AL

DECLARATION OF SERVER

§ declare under penally of penury under e [aws of the United States of Amanca that the foregoir § information
containea in the Return of Service ana Statement of Service is Iy anad corract,

Execyted on;

Pate Signature of Server

Address of Server




DEC-04-03

(062102)

11:18AM  FROM-INVESCO FUNDS GROUP +17206246814 T-047 P.05/28  F-132

UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF COLORADO

Instructions Regarding
Notice of Availability of a United Stares Magistrat - Judge
to Exercise Jurisdiction Pursuani to 28 U.S.C. § 636(c), Fe . R. Civ. P. 73.
and D.C.COLO.LCivR 72.2

Anached please find a copy of the United States District Cou 1 for the District of
Colorado Lacal Rules of Practice 72.2 (D.C.COLO.LCivR 72.2), a | {lotice of Availability
of a Magistrate Judge 10 Exercise Jurisdiction and Consent 1o the Ex 2rcise of Jurisdiction
by a United States Magistrate Judge, and a proposed Order of Refer nce.

Pursuant 1o D.C.COLO.LCivR 72.2, it is the responsibility of the filing party to
serve a copy of these instructions, D.C.COLO.LCivR 72.2, and the : tached forms on the
opposing party or parties and to file proof of such service with the ¢ unt. The filing party
is the plaintiff when an acrion is commenced by the filing of a comp aint, the defendant
when an action is commenced by the filing of a notice of removal, tt e third-party plaintiff
when a third-party complaint is filed, or any parvy that adds an addit onal party 1o the civil
action.

If ALL paries have consented 1o this exercise of jurisdiction )lease file an original
and two copies of the Notice and Consent and proposed Order of Re erence. In
accordance with D.C.COLO.LCivR 72.2D, the Notice and Consent 1 1uss be filed no later
than ten days after the discovery cut-off. In cases not requiring disci very, the panies
shall have 40 days from the filing of the last responsive pleading to 1 le their unanimous
consent.

If any additional parties are added after the entry of an Order f Reference to the
magistrate judge under 28 U.S.C. § 636(c), the party adding an addit onal party or parties
MUST file with the clerk a document titled “Notice,” which informas the clerk that an
additional parry has or parties have been added. The notice MUST j rovide the added
party’s address, or parties’ addresses, so that the clerk can serve a co )y of these
instructions, D.C.COLO.LCivR 72.2, and attached forms upen the o wly added party or
parties :n accordance with D.C.COLO.LCivR 72.2F. This mailing v ill be completed
prompily.

You are encouraged to serve the summons and complaint proi 1ptly so that the
added party or parties will understand the reason for being sent the a tached forms from
the Clerk’s Office.
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D.C.COLO.LCivR 72.2 ~
CONSENT JURISDICTION OF MAGISTRATE JUDGES

A.

Designation. Pursuant to 28 U.S.C. § 636(c)(1) and subject :0 the provisions of
this rule. all full-time magistraie judges in the Dismict of Co orado are specially
designared 1o conduct any or all proceedings in any jury or 1 omjury civil marer
and arder the entry of judzment in the case. This rule. impk menting 28 U.S.C. 3
636(c) consent jurisdiction in the District of Colorado, docs 10t affect assignments
1o magistrare judges under other court rules and orders of re erence.

Prohibiuion. No judicial officer, court official, or court empl dyee may atiempt to
influence the granting or withholding of consent 1o the refen nee of any civil
matter to a magistrate judge under this rule. The form of no ice of right to consent
ta disposition by a magistrate judge shall make reference to he prohibition and
shall identify the rights being waived.

Notice. Upon the filing of any civil case, the clerk shall deli /er to the plaintifi(s)
written notice of the right of the parties 10 consent to disposi ion of the case by a
magistrate judge pursuant 1o 28 U.S.C. § 636(¢c) and the prov isions of this rule.
The wrirten notice shall be in such form as the distict judge: shall direct. The
clerk shall also provide copies of such notice to be anached 13 the summons and
thereafier served upon the defendani(s) in the manner provid :d by Fed. R. Civ. P.
4. A failure to serve a copy of such notice upon any defenda u shall not affect the
validity of the service of process or personal jurisdiction ove * the defendani(s).

Unanimous Consent; Determination. Wrinen consens to pr¢ seed before a
magistrate judge must be filed no larer than ten days afier the discovery cur-off
date. In cases not requiring discovery, the parties shall have 40 days from the
filing of the last responsive pleading 10 file their unanimous -onsent. When there
is such consent, the magistrare judge shall forthwith notify i e assigned district
judge, who will then determine whether 10 enter an order of ! eference pursuant to
28 U.S.C. § 636(c).

Reassignment. Upon enmry of an order of reference pursuant to 28 US.C. §
636(c),' the civil action will be reassigned to a magistate jud ‘e by random draw,
excluding the magistrate judge previousty assigned.
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{06:21/02)

Additional Parties. Any party added to the action or served : fier reference 10 a
magistrate judge under this rule shall be norified by the clerk of the right 10
consent to the exercise of jurisdiction by the magistrare judg: purssant to 28
U.S.C. § 636(c). If any added party does not file a consent &« proceed before a
magistrate judge within 20 days from the date of mailing of t e notice. the action
shall be rerurned ro the assigned distrier judge for further pro :eedings.

Vacating Reference. The district judge, for good cause show 1 on the disirict
judge’s own ininative or under exwaordinary circumstances s aown by a party. may
vacate a reference of a civil mauer to a magistrate judge und: r this rule.

Appeal. Upon entry of a judgmeni in any civil action on con ent of the parties
under 28 U.S.C. § 636(c) authoriry, an appeal shall be direct] 1o the United Srates
Court of Appeals for the Tenth Circuir in the same manner as an appeal from any
other judgment of this caurt.
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UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF COLORADO

Cintl Action No

Plamntiffis).

Defendani(s).

NOTICE OF AVAILABILITY OF A UNITED STATES MAGISTRATE JUDGE TO . XERCISE JURISDICTION

In accordance with the provisions of 28 U.S.C, § 636(c), Fed. R. Civ. P. 73. and [.C COLO.LCwwR 722, vouare
hereby notified that a2 United Srates magisoare judge of this diswict court is availabie 1o hapd = all dispositiv e matiers in ins
civil action, including a jury or nonjury wial. and 10 order the eny of a fina! judgmens. Exen ise of this jurisdiction by a
magiswate judge, however, is permited anly if all parmes voluntarily consent and the dismcr udge orders the referency s
magistrate judge under 28 17.8 C. § 636(¢c).

You may, without adverse subsianiive consequences, withhold your consent, bus thie will prevent the coun's
Junsdiction from being exercised by a magistrate judge. {f any party withholds consens, the it sntity of the parues consenting or
withholding consem: will not be communicated 10 any magiswate judge or [o the dismict fudge to whom the case has been
assigned.

= Pursuamio P.C.COLO.LCivR 72.2, no dismict judge or magistrate judge, coun oific 2. or court empioyee may
attempt to influence the granting or withholding of consent to the reference of any civil mane “to a magistraie judge under this
rule.

An appeal from a judgment entered by a magismate judge shall be waken directly to t 2 appropriate Unued Siates Count
of Appeals in the same manner as an appeal from any other judgment of a district court.

{f this civil scuion has been referred o a magistrate judge fo handle cerain nondispos 1ive mamers. that reference shall

remain in effect. Upon entry of an order of reference pursuant 10 28 U.S.C. § 636(¢c), the civil acuon will be drawn randomly 10
3 magistrate judge, excluding the magiswate judge previously assigned. .

CONSENT TO THE EXERCISE OF JURISDICTION BY A UNITED STATE i MAGISTRATE JUDGE
In accardance with the provisions of 28 U.S.C. § 636(c), Fed. R. Civ. P. 73, and D.C ZOLO.LCivR 72.2, the parties in
this civil acrion hereby velunrarily consent to have a United States magisate judge conduct : 1y and all further proceedings in
the case, including the wial, and order the entry of 4 final judgment.

Signasures Party Represenied Date

Primt

Pamt

Prnnt

Prim

NOTE: Return the original and a copy of this form 10 the clerk o' the court ONLY IF alt panies hi ve consenicd ON THIS FORM w
the exertise of junsdiction by 8 United States magismate judge. Also atach a captioned proposetl o der. (Sce antached).

RN
(06/21/02)
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UNITED STATES DISTRICT COLRT
FOR THE DISTRICT OF COLORADO

Civil Action Na.

Mamniffes).

Defendanis).

ORDER OF REFERENCE PURSUANT TO 28 US.C. §6. 6 (¢}

Pursuant t0 D.C.COLO.LCivR 72.2 on the dav of _ . Magistrate Judge

norified the cour of the panties' unanimous consent 10 dispositi 1 of the abave action by a

United States Magiswate Judge. Now, therefore, being sufficiently advised,

IT IS ORDERED as follows:
1 The above action is referred for disposition to a magistrate judge pursua 110 28 U.S.C. § 636 (c);
. 2. The above action will be randomly assigned ro a magistrate judge sclecn d by random draw, excluding
- Magistraie Judge : apnd
3 Upon such reassienment, the above case number will be amended 1o r2fl ¢t the magistrate judge to whom

the case is reassigned.

BY THE COUI.T:
DATED:

Judse, Unired $ :ates District Court
NOTICE OF REASSIGNMENT

Pursuant 1o the above arder. this civil action is reassigned w0 United States Magis rate Judge

James R. Maps) eaker, Clerk

By . Deputy Clerk

——

10872102
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IN THE UNITED STATES ms‘i*mc'r Ct lURT
FOR THE DISTRICT OF COLARaL B P 12: 09

SR L [CHAN

CIVIL ACTION NO @@ cME - € AN ﬁ(w

nre EJI

Tty
o ee—

gy

1.. SCOTT KARLIN
Dcerivatively on Behalf ot
INVESCO FUNDS GROUP, INC.

Blaintitf
V.

AMVESCAP, PLC,

INVESCO, INC., :

CANARY CAPITAL PART NERS LLC,, :
CANARY INVESTMENT MANAGEMENT, LLC., AND
CANARY CAPITAL PARTNERS, LTD,,

Defendants
and

INVESCO FUNDS GROUP, INC.,

Nominal Defcndant

DERIVATIVE COMPLAINT
JURY TRIAL DEMANDED

——

The plaintiff, L. Scout Kaylin, derivatively on behalf of the In esco Funds Group, Inc.

("Invesco Funds”), hereby complain against the defendants as follew =
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JURISDICTION AND YENUE

1. This Court has jurisdiction over this action pursuant o Section 44 of the
Investment Company Act of 1940 ("Investiment Company Act™), 1§ US.C. § 802-43, und
pursuant 1o 28 U.S.C. § 1331, as the action arises under the laws of he United States.

2. This Court also has supplemental jurisdiction, pursui nt to 28 U.S.C. § 1367(a),
over the state law claim asseried hepein, as i1 is part of the same €3s. Or CONLroversy as the
Invesunent Company-Act claim,

3 Venue is proper in this judicial district because sorae or all of the defendants
conduct business in this district and some of the wrongful acts alleg :d herein took place or
originated in this district. Ilihddilion, the defendants maintain head (uarters ia this judiciul
district.

4, In connection with the acts and practices alleged herain, dcféndams directly ar
indirectly used the mails and instrumentalities of intersiate commere 2, including, but not limited

to, the mails, interstate telephone communications, and the facilities of the national securities

markets.
PARTIES
5. Plaintiflf L. Scou Karlin, a resident of Tustin, Califon ia holds 3,936 sharcs vf the
Invesco Growth Fund.
6. Defendant Amvescap, PLC’("Amvcscap”) 15 2 Unitee Kingdom corporation with

is headquarters in London, England. Amvescap is the parent comp: ay of defendant Invesco,
Inc. ("Invesco”), and nominal defendant Invesco Funds,
7. Defendanrt Invesco is the investment advisor of the [n resco Funds. iis

headquarters are at 4350 South Monaco Streer, Denver, Colorado, 8( 237,
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8. Defendant Canary Capital Pariners, LLC ("CCP"), iz 2 New Jersey limited
liability company with its principal offices in Secaucus, New Jersey Atall relevant times, CCP
was u hedee fund engaged in the business of lale trading and timing muiual funds.

0. Dcfcnvdam Canary Capital Partners, L1d. ("CCP Lil."), is a Bermudi linnted
liahility company. At all relevanl times, CCP Lid. was also a hedge fund engaged in the business
of timing mutual funds.

10.  Defendant Canary Investment Management, LLC (" IM™), is u New Jersey
limited liability company with its principal offices in Secaucus, Nev Jersey, At all relevant
times, CIM managed the asscts of CCP and CCP Lid. in exchange fi ra {ee equal 1o 1.5 percent
of the assets of Canary plus 25 percent of the profits above & certain threshold.  As of July 2003,
Canary Assel Management had received approximarely $40 million n Canary management and
incentive fees. The size of these fces reflects the phenomenal succes . Canary enjoyed both in
terms of its rading results and the amount of'capjml i1 was able to g ther in the fund.

11 CCP, CCP L1d., and CIM are collectively referved 10 erein as "Canary.” Canary
employed a number of professionals and wadcrs, and used sophistic ‘ed computer models and
equipment in order lo identify and then exploit late trading «nd timit g opportunities. Because so
much of its business occurred after the close of U.S. markets, Canan employees regularly
worked into the evening.

12, Nonunal defendant Invesco Funds, with headquartars a1 4330 South Monaco St.,
Denver, Colorado, 80237, consisis of 10 reyistercd investment comp inies. The Boards/Trustces
ofthe Invesco Funds consists of the same twelve individuals.

PRELIMINARY STATEMENT
13. This derivative action is brought under Section 36 ¢f 1 Invesiment Company

Act ol 1940, 15 U.S.C. § 80a-35(b), as well as commaon law claims £ 1 breach of fiduciary duty,
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to recover Jamages tor injuries to the [nvesco Funds, and indirectly o their shareholders, caused
by the defendants’ unjawful rading activities in the funds.

14, Like all other mutual funds, {nvesco Funds’ shares ar 2 valued once a day, at 4:00
p.m. Castern Time, following the close of the financial markets in N :w York. The price, known
as the Net Asset Value ("NAV"), reflecis the closing prices of the st zurnities that comprise a
panicular fund’s porifolio plus the value of any uninvested cash tha the fund manager minnmains
for the fund. Thus, although the sharcs of'a mutual fund are bought ind soid all déy long, the
pricc at which the shares trade does not change during the course of ‘he day. Orders placed any
1ime up (o 4:00 p.m. are priced at that day’s NAV, and ocders places afler 4:01 p.m. ave priced at
the next day’s NAV. This praclice, known as “forward pricing,” ha bean required by law since
1968,

15, Because of forward pricing, mutual funds are susecp ble 10 a manipulative
practice known as “'late trading.” ILate trading is the unlaw/ul practi :¢ of allowing some
investors 1o purchase mutual fund shares after 4:00 p.m. at that duy s NAV, even though such
atter-hours trades should be priced ar the next day’s NAY. Laic ira lers scek 10 1ake advantage
of ¢vents that occur after the close of trading on any given day, whil : purchasing shares of
mutual funds at prices that do not take those events into consideratic . For example, if a mulyal
fund invests in the siack of a panicular company that announces pos tive results at 5:00 p.m.
alter the close of trading, a late trader gets 1o buy sharcs of that mali al fund at the 4:00 p.an.
price, which does not reflect the favorable informarion. When tradii g opens the next day, the
price of the effccted company’s stack will rise, causing the fund’s NAV 1o rise. The late trader
can either hold onto his mutual fund shares, acquired at yesterday's heaper price, or sell those

shares and realize an immediate profir,
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18. The etfect of late trading is 10 reduce the amount of r venue paid to the mugual
fund for the late trader’s shares. Because his purchases were placed alter 4:00 p.m. on the first
day, tlie Jate trader should have been charged the second day’s highe - price for the shares.
Instead, he paid the Jower amount to the mutual fund and kept the di ference us his individual
profit. The late trader’s profit is revenue withheld from the mutual tind.

19.  Another manipulative practice used 1o exploit forwar | pricing 1s known as
“nminy,” which involves sharn-term "in-and-owt” irading of mutual und shares designed to
exploit the effect of forward pricing. One timing scheme is “time zc ne arbitrage,” which seeks
1o take advantage of the fact that some funds usc “'stalc” prices to ca vulate NAV. These prices
arc “stale” becanse they do not necessanily refleet the “fair value™ ot such securities as of the
ume the NAV is calculated. A typical example 1s a U.S. muwual fun | that invests in japanese
companies. Because of the tune zone difference, the Japanese mark 1 closes at 2:00 a.m, New
York time. When the NAV is calculated at 4:00 p.in. in New York, s based upon market
infonnurion that is fouricen hours old.  1f there have heen positive n arker moves during the Nuw
York trading day that will cause the Japanese marker to rise when it spens luter, the stale
Japanese prices will not reflect them and the fund’s NAV will be urt ficially low. Put another
way, the NAV does not reflect the tue current market value of the st )eks held by the fund. On
such a day, a trader who buys the Japancse fund ar the “stale” price i : virually assured of a profit
thal can be realized the next day by selling. By “timing” the fund, a1 investor seeks o eam
repeated profits in a single mutual fund. |

"

20. Another “timing” scheme is "lLiquidity arbitrage.” Ui der this scheme, a trader
seeks 1o take advaniage of stale prices in ceitain infrequently traded nvestments, such as high-

yield bonds or the stock of small capitalization companies. The fact hat such securities may not
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have traded for hours before the 4:00 p.m. closing time can render @ 2 fund’s NAV stale, and
thus open il jo being timed.

21.  The device of “timing” is inconsistent with and inimi :al (o the purpose for mutual
funds as long-term investments. Mutual Funds are designed for buy and-hold nvestors, and are
therefare the preferred investment instruments [or many retirement @ nd savings accounts.
Nonetheless, certain investors attempt 1o make quick in-and-out trad :s in arder lo exploit the
inefficiency of forward pricing.

22, The effect of “timing” is 10 artificially increast the [ quency of transaclions in a
mutual fund, and consequently increase the fund’s transaction cosis ,bestamially above what
would be incurred if only buy-and-hold investors were rading in the fund’s shares. The
increased transaclion costs, as well as additional capital gains taxes, ¢duces the assets of the
{und and in turn its NAV,

FACTUAL BACKGROUND

23.  Beginning before 2000, defendani Canary beyan 1o ti ne certain small cap
technology funds (subject to “liquidity arbitrage”) on days when the narket was up, and sold iis
shares as soon as the market began to decline. Canary was able to Ui ae these funds over and
over again — sysiematically transferring wealth our of the funds - be ause of an illicit agreement
with a senior executive of the fund family who allowed unlimited fir ing privileges in exchanuge
for assets that Canavy parked in 3 privaic equity {und invesunent.

24, Canary conlinued to devote considerable encrgy 1o {u ding other such negonated
uming opportunities in 2000, 2001, 2002 and 2003. Indeed, beginni ig in late 2000, Canary
engaged a consultant who was devoted exclusively to looking for iin ing capacity. By July of

2003, Canary had negotiated (sometimes directly, and sometines thi sugh intermediaries) timing
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agreements with approximately thirty- mutual fund families, many o “which involved “sticky
assels” — i.¢., money parked in another investment vehicle ~ of ene ! ind or anather.!

25.  In 2000, Canary also began to expand its timing capa @ity through an approach
catled “timing under the radar.” This refers to placing trades in mut sa! fund shares in such a way
that the liming activity is difficult for the muual fund family whose funds are targets lo detect,
Timers who pursue this strategy rrade through brokers or other inter aediaries who process lurge
numbers of mutual fund trades every day through omnibus accounts where trades are submutted
to mutual fund companics en masse. This way, timers hope their uc ivity will be lost amid the
other trades in the omnibus account.

26,  While Canary 1argeted a number of funds for timing1 nder the radar, that scheme
was never lasting or dependable. Such timing trades were subject 10 discovery and the timer
being shut down 1f the mutual {und company noticed the unusual gev vity, It was much betrer
business for Canary 10 negoriate for liming capacity directty with thx fund managers, cven if ir
hLiad 10 e up some of'its capital in “'sticky assets” to do so.

27, Canary achueved spectacular -- albeit unlawlul - success by tining and late
trading in mutual funds.

28, In 1998, Canary achieved profits of 18 percent profit, and in 1999 its profits

soared 1o 110 percent.

' As an addinonal inducement for sllowing the uming, fund manageis fien recetved “sticky asscts.”
These were typically long-term investments made not in the murual fund it which the liming activity was
permified, bul in one of the fund manager’s financial vehicles (e.g., a tor 1 fund or a hedge fund run by
the manager) that assured a sready {low of fees 10 the manager.
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29.  Inthe year 2000, Canary achieved a net return of 49.. percent while the S&P 500
declined by 9 percent and the NASDAQ declined by 39 percent. By early 2001, Canary had
$184 million in assets.

30. 2001, Canary earned a nef reum of 28.5 percent, + -hile the S&P 500 and the
NASDAQ declined by 13 percent and 21 percent, respectively. By U ¢ end of 2001, Canary’s
assets had swelled o nearly $400 milljon.

31, In2002, Canary carned 15% (nei of fees) in 2002, ‘vl ile the S&P 500 and the
NASDAQ declined by 23% and 31%, respectively. Canary's assets soared to $730 mullion.

32, Afier achieving disappointing profits of just 1.5 peree nt in the first five months of’
2003, as U.S. equily markets were rising, Canary returned all funds . ontributed by outside
investors. A lelter accompanying the checks 1o investors stated: ©'W : hape thar you considered
the ride 1o be a good one.”

33.  Typically a single management company sets up a au nber of mutual funds to
form a family. For example, lnvesco is the manager for the Invesco ~unds. While cach mutual
fund is a separate company, as a practical maiter the management o npany runs it. The portfolio
managers who make the investment decisions for the funds and the ¢ <ecutives to whom they
report are usually employecs of the management company, nat the n utual funds themselves.
Still, the management company owes fiduciary duties 1o each mutnia tund and its investors.

34.  Atall relevantiimes, Invesco managed the Invesco Fronds and controlled und waus
respansible for the day-1o-day operation of the Invesco Funds,

35.  Munagement companies make their profit from fees 1 ey charge the [unds for
financial advice and other services, These fees are typically a percer tage of the assers in the

fund, so the more assets in the family of funds, the more money the 11anager makes. Timers
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frequently offer managers more assets in exchange for the right to ti ne. Fund managers, such as
Invesco have succumbed 1o templation and atlowed innocent invest rs in targeted funds to be
hurt in exchange for additional money in their own pockets in the tc'm of higher management
fees and other illicit payments or benefits.

36.  Fund managers typically have the power simply 10 r¢.cct timed purchases. Many
funds have also instituted shori-term trading fees (“early redemptior fees”) thay effecuvely wipe
out the arbitrage that timers exploit. Generally, these fees go dircetf 7 tnto the affecied fund to
reimburse it for the cosls of short lerm trading. In addition, fund m: nagers are required to update
NAVs at the end of the day in New York when there have been mar et moves that might render
the NAV stale. This is called giving the fund a “fair value.” Ty elim nales the Umer’s arbitrage.
As fiduciaries for their investors, mutual fund managers are obliged 1o do their best 10 use these
weapons 1o protect their customers from the dilution that timing cau ses.

37. Canary found many mutual fund managers willing 1c allow i1 10 time its irades in
exchange for large investments in the funds.  In the period from 200 0 1o 2003, Canary cntered
inro agreements with dozeas of mutual fund families, including deft ndunt Invesco, allowing it 10
time many different mutual funds. Typically, Canary would agree w ith the fund manager on
which funds would be timed -~ often international and equiry funds « ffering time zone or -
liquidity arbilrage — and then move the timing money quickly betws 2n those funds and a resying
piace in 4 money market or simular fund in the same fund family. Br keeping the money - otten
many million dollars — in ihe family, Canary assured the manager tt 1 he or she would collect
nianagement and other fees on the amount whether it was in the targ 21 fund, the resting {und, or

moving in between. In addition, somerimes the manager would wait e any applicable early
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redemiption fees. By doing so, the manager would directly deprive i e fund of money that would
have partially reimbursed the fund for the impact of nming.

38 Invesco, 100, succumbed lo Canary’s templation and ranted it permission Lo time
the Invesco Funds as reporfed in an article on the Web site thestreet. om on November 25, 2003.
fn exchange, Canary agreed to park money (i.e., sticky assets) in oth :r ureas of for cash
management and hedge fund purposes.

39, Throughout the period of Canary's timing, Invesco e zularly provided Canary
with detailed breakdowns of the portfolios of the target funds. This :nhanced Canary’s timing
ability by providing them additional information as to when it was n 0st advantageous 1o exil a
short term inutual fund position. Furthermore, the reports allowea C anary to sell short the siocks
that the portfolios cantained and allowed Canary 1o front-run the ru val tunds’ own selling of

stocks it had investments in and was aclively disposing of or hedge : s short term Invesco_Funds

I3

positions

40.  The Invesco Funds prospeciuses did not disclose the jpproved market timing
activity in the Invesco Funds. Nor do the Invesco prospectuses 10 in estors provide any warnings
that their funds could be used for timing, bul insicad created the mis eading impression that
Invesco and the Invesco Funds actively policed market timers by ide alifying and barring timers
from 11s funds.

4l.  Timing is an insidious problem because the harmful « ffect on individudl fund
shareholderé may be small once the costs are spread out over all the nvestorsin g fund, bur their

aggregate impact is not. One recent study estimates that U.S. muruz funds lose $4 billion each

10
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year fo timers. Sec Eric Zitzewitz, Who Cares About Shareholders? Arbitrage-Prooling Mutual
Funds (October 2002).°

42.  Asanexample of the disruption that can be caused b ' market timing, the Invesco
Technology Fund had a redemption rate of 518%, in 2002, meaning thai redemptions for the ycar
2002 were [ive times greater than the total net assets of the fund at he end of 2002.

43.  Canary and Invesco realized tens of millions of dolla s in profits as & result of
these liming arrangements. In many cases Canary’s profits also refle ot late trading, as Canary
would frequently négotiatc 3 inung agreement witﬁ a mutual fund 1 anagement company, and
then proceed to late trade the target funds through intermediaries.

DEMAND EXCUSED ALLEGATIO! S

44.  The plaintilf has not made demand upon the trustess [ the Invesco Funds to bring
an action against Canary, Invesco and any other culpable partics ta 1 >medy such wrongduing.

45.  Demand upon the trustees is excused because no suc  demand is required for the
plaintiffs 1o asser a federal claim under Section 36(b) of the Investr ent Company Act, 15
1J.S.C. § 80a-35(b), for breach of fiduciary duty in connection with he compensation and other
payments paid to Invesco.

48.  Demand upon the trustees is also excused because th unlawful acts and practices
alieged herein are not subject 1o the protection of any business judgr 1ent rule and ceuld not be

ratified, approved, a1 condoned by disinterested and informed directors under any circumstances.

2 See hup:/facully-gsh.sianford edu/ziizewitz/Research/arbitrage 1002 pd



PEC-04-03 11:22AM  FROM-INVESCO FUNDS GROUP +17206246814 T-047  P.21/25  F-132

49.  Demand upon the trusices is also excused because the unlawlul acls and practices
alleged herein involve self-dealing on the part of Invesco and its dir¢ stors and officers, who

manage and control the day-to-day affairs of the Trust and the [nvesi 0 Funds.

50.  Demand upon the trustees is also excused because the trusiees of the Trust are all
hand-picked by Invesco management, and thus owe their positions a . well as their loyalties
solely to Invesco management and lack sufficient independence to ¢ ercise business judgment.
Becausc the Trustees oversee 46 portfolios of separare funds, Lﬁe tru Jees derive subsiantial

revenue and other benefits {or their services.

51.  Finally, demand upon the trustees is excused because such demand would be
furile. The unlawful acts and practices alleged herein have been the subject of an intense
investigation by the Anorney General of the Stale of New York for: ome time.> On November
24, 2003 Iavesco admitted publicly that i1 had permitred timed tradi g iu the Tnvesco Funds and
that it was the subject of an investigation by the Securities and Exch inge Commission and the
New York Attomey General’s Oftice. Consequently, Invesco alreac y has been informed of the
wrongdoing alleged hercin and has failed and refused to 1ake approy fiate action to recover
damages for the Invesco Funds. No shareholder demand could or wuld prompt the directors to

take action if the New York Attorney General’s inveéstigation did ac .

3 Thai investigation resulied in the filing of a Complaint by the New York Awtorney General against
Canary on September 3, 2003, and a $40 million partial seulement with Canary.

12
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COUNT 1

VIOLATION OF SECTION 36 QF THE INVESTMEN ' COMPANY ACT

52. Plaintiff incorporates by reference all of the paragrap 1s above as if sct fosth

herein at length.

53.  Pursuant to Section 36 of the lnvestment Company A i1, 15 U.S.C. § 80a-35(b),
the invesiment advisor of a mutua! fund owes Lo 1the mutual fund anc its shareholders a fiduciary
duty with respect 1o its receipl of compensation for services or payni :nis of any material nature,

paid by the mutual fund or its sharcholders to such investment advis i or any alfiliated person.

54, Pursuant 1o Section 36(b) of the Investment Compen: Act, 15 U.S.C. § 80a-35(b),
a civil action may be brought by a mutual fund shareholder against ¢ 1 investment advisor or any
affijiated person who has breached his or its fiduciary duty concerni .g such compensation or

ather payments.

55, Underihe Investment Company Act, each of the Inve ico defendants owed 1o the
Invesco Funds and their shareliolders the duty 1o refrain from chargi 12 or collecting excess
compensation or other payments for services in order to preserve the funds’ property and asscrts,
owed the duty not to place their own financial interests above those »f the Aim Funds and their

sharcholders, ung owed the duty of {ull and candid disclosure of all 1 1arerial facys thereto.

56. As alleged above, the Invesco defendant breached its fiduciary duty with respect

to the reccipt of compensation or other payments from the Invesea T ands or theiy shareholders.
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57. By agrecing and/or conspiring with Canary ta permir and/or encourage Cunary to
time the [nvesco Funds, Invesco placed its own self-interest in max: nizing ils compensation and

other paymenis over the interest of the Invesco Funds and its shacel >lders.

58. By vire of the foregoing, the defendants have viole &d Section 36(b) o the

[nvestment Company Act, 15 U.S.C. § 80a-35(h).

59. . Asadirect and proximate resull of the Invesco delor dants’ wrongful conduct, the
assers and value (including the NAV) of the Invesco Funds have be :n reduccd and diminished

and the corporaic assets of the Invesco Funds have been wasted.

COUNT II
COMMONLAW BREACH OF FIDUCIARY DUTY

60.  Plaintff incorporates by relercnce all of the paragrap h above as i[ set [orih herein

at length.

61. Each of the defendanis owed 1o the Invesco Funds ar d their shareholders the duy
to exercise due care and diligence in the management and adminish stion of the aflfuirs of the
fund and in the use and preservation of its property and assels, and wed the duty of full and
candid disclosure of all maierial facts thereto. Further, defendants « wed a duty 1o the Invesco
Funds and their shareholders not to waste the funds’ corporare asse 5 and not to piace their own

personal self-interest above the best interest of the funds and their s areholders.

62. To discharge those duties, the defendams were requi ed 10 excreise prudent
supervision over the management, policies, practices, conirols, and financial and corporate

affairs of the Invesco Funds.

14
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63. As alleged above, each defendant breached his or its t duciary duty by receiving

¢xcessive compensation or payments in connection with Canary’s it iing scheme.

64. As alleged above, each defendant also breached his oy its fiduciary duty to
preserve and not to waste the assets of the Invesco Funds by permitri a2 or incurring excess

charges and expenses 10 the {unds in cannection with Canary's wimir 3 scheme.

65. Defendant Canary, with full knowledge of the Invesc »'s fiduciary duty to the
Invesco Funds and their sharcholders, and with full knowledge of th : negative impact of their
wrongdoing upon the assets of the Invesco Funds, conspived with an i induced the Invesco
defendants to participate in the timing scheme alleged hercin and 1o sreach their fiduciary duries

to the Invesco Funds and their sharehaolders by doing so.

60. By agrecing and/or conspiring with Canary 1o permuit and/or encoursge Canary to
engage in timing, the defendants placed their own self-interest in ¢ <imizing their fecs,

compensation, and other payments aver the interest of the Invesee I inds 4nd 113 shareholders.

67. As a dircer and proximate result of defendants’ wron (ful conduct, the assets and
value (including the NAV) of the Invesco Funds has been reduced a1d diminished and the

corporate assels of the Invesco Funds have been wasted.

WHEREFORE, plainniff demands judgment againsi the de 2ndants jointly, severally, or
individually, as follows:
A. awarding damages to the [nvesco Funds agai: st all defendants for alt
damages sustained as a result of defendants’ wrongdoing, in amoun s 1o be proven at trial,

together with interest thereon;

15
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B. awarding plaintiffs their reasonable costs and xpenses incurred in

_bringing this action, including attomeys’ and expents’ fees; and

C. such other and further reliet as this Court may seem jusl and proper.

JURY TRIAL DEMANDED

PlaintifT hereby demands a mrial by jury of all issues so triabl .

Dated: Denver, Colorado
November 28, 2003

Address of Plaintiff:
13522 Newport Avenue
Tusun, CA 92780
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