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November 1, 2005

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 the parties listed in
Attachment A

Ladies and Gentlemen:

Pursuant to Section 33 of the Investment Company Act of 1940, we hereby file on behalf of the parties listed in
Attachment A, a copy of Transfer Order filed in Case No. MDL-1586 In Re: AIM, Artisan, INVESCO, Strong,
and T. Rowe Price Mutual Fund Litigation in the Multi-District Litigation pending in the United States District
Court for the District of Maryland and Darrell V. McGraw, Jr., Attorney General of the State of West Virginia v.
AIM Advisors, Inc., et al.

Sincerely,

— | PROCESSEL
Stephen \ E@ @ 2 265
Enclosures : THOMSON
FHNANGIAL

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

List of Defendants
1. AMVESCAP PLC
2. AMVESCAP National Trust Company
3. AMVESCAP Retirement, Inc.
4. AVZ, Inc.
5. A IM Advisors, Inc. (1940 Act Registration No. 801-12313)
6. A IM Distributors, Inc. (1933 Act Registration No. 8-21323)
7. AIM Investment Services, Inc.
8. A IM Management Group, Inc.
9. INVESCO Funds Group, Inc.
10. INVESCO Distributors, Inc.
11.  INVESCO Global Assets Management Limited
12.  INVESCO Institutional (N.A.), Inc.
13, INVESCO Assets Management (N.A.)
14.  AIM Stock Funds
15. AIM Combination Stock and Bond Funds
16.  AIM Sector Funds
17. AIM Treasurer’s Series Trust
18. Mark Williamson
19.  William Galvin
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DOCKETNO. 1586 CLERKS OFFIGE

BEFORE THE JUDICIAL PANEL ON MULTIDISTRICT LITIGATION
IN RE MUTUAL FUNDS INVESTMENT LITIGATION

Lydie Maxowell v. PIMCO Funds Muiti-Manager Series, C.D. California, C.A. No, 8:05-479
Duvid Rotkschild v. Federated American Leaders Fund, Inc., et al., W.D, Penusylvasis,
C.A. No. 2:05-896

Darvell V. McGraw, Jr. v. Aim Advisors, Inc, et al., ND. West Virgiia, C.A. No. 5:05-78

BEFORE WM. TERRELL HODGES; CHAIRMAN, JOHN F. KEENAN, D.
LOWELL JENSEN, J. FREDERICK MOTZ," ROBERT L. MILLER, JR.,
KATHRYN H. VRATIL AND DAVID R HANSEN, JUDGES OF THE PANEL

TRANSFER ORDER

Presently before the Panel are motians by plaintiffs in these actions, pursuant to Rule 7.4,
RPIPML,, 199 FR.D. 425, 435-36 (2001), to vacate the Pansl's orders conditionaily transferring the
actioas to the District of Maryland for inclusion in the Section 1407 proceedings oceurning there in this
docket. Defendants favor inclusion of these actions in MDL-1586 proceedings.

On the basis of the papers filed and hearing session held, the Panel finds that these actions share
sufficient guestions of fact with actions in this litigation previevsly transferrcd to the District of
Maryland. Transfer of the actions to that distriet for inclusion in the coordinated or consolidated pretrial
proceedings occurring there will serve the convenience of the parties and witnesses and promote the just
and efficient conduct of this litigation. Plaintiffs’ pending or anticipated motions to remand to state court
can be presented to and decided by the ransferse judges. See, e.g,, In re vy, 901 F.2d 7 (2d Cir. 1990);
In ye Prudensial Insivance Company of America Sales Practives Litigation, 170 F.Supp.2d 1346, 1347-
48 (JP.M.L. 2001). The Pansl further finds that transfer of these actions is appropriate for reasons
expresged by the Panel in its original order directing centralization in this-docket. In that order, the Panel
held that the District of Maryland was a proper Section 1407 fonum for actions arising ou of allegations

of market timing and/or late trading in the mutual fund industry. See In re Mutual Funds Invesiment
Litigation, 310 F.Supp.2d 1359 (JP.M.L. 2004),

* Judge Motz took no part in the decision of this matter.

msaenocrisas  OFFIGIAL FILE COPY
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1T 15 THEREFORE ORDERED that, parsuant to 28 U.S.C. § 1407, these actions are transferred
to the District of Maryland and, with the consent of that court, assigned o the Honoreble I, Frederick
Motz, Andre M. Davis, and Catherine C. Blake for inclusion in the coordinated or consolidated pretrial
proceedings occurring there in this docket.

FOR THE PANEL:

Wm&dﬁrﬁw—
Wm. Terrelt Hodges
Chairman

Pyg:

575




® PO Box 4333

Houston, TX 77210-4333

11 Greenway Plaza, Suite 100
Houston, TX 77046-1173

713 626 1919

A

AIM

INVESTMENTS

A | M Advisors, Inc.

November 1, 2005

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.,
INVESCO Institutional, Inc., INVESCO Distributors, Inc., A I M Advisors, Inc. (1940 Act Registration
No. 801-12313), and A 1 M Distributors, Inc. (1933 Act Registration No. 8-21323)

Ladies and Gentlemen:

Pursuant to Section 33 of the Investment Company Act of 1940, we hereby file on behalf of INVESCO Funds
Group, Inc., INVESCO Institutional, Inc., INVESCO Distributors, Inc., A 1M Advisors, Inc., an investment
adviser, and A I M Distributors, Inc., a distributor, a copy of an Plaintiffs’ Reply to Defendants’ Partial
Opposition to (1) Plaintiffs’ August 22, 2005 Motion to File Consolidated Amended Complaint, Change
Parties, and Modify Case Caption and (2) Plaintiffs’ August 30, 2005 Motion to File Second Amended
Consolidated Complaint in Dolores Berdat, et al. v. INVESCO Funds Group, Inc., et al, Fernando Papia, et al.
v. A I M Advisors, Inc., et al, and Ronald Kondracki v. A I M Advisors, Inc. and A I M Distributors, Inc.

Sincerely,

Stephen R. Rimes
Assistant General Counsel

Enclosures

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

Si\smiLitigation\Berdat, et al. v INVESCO and AIMCorm\L-110105SEC.doc
110105 (1) vit

Member of the AMVESCAP Group




IN THE :UNITED STATES DISTRICT COURT
FOR THE SOUTHERN DISTRICT OF TEXAS
> HOUSTON DIVISION

DOLORES BERDAT, et al.
| Plaintiffs,

V.

INVESCO FUNDS GROUP, INC,, et al.,

Defendants.

FERNANDO PAPIA etal,
Plamtlffs
R

AIM ADVISORS, INC. et al., and
AIM DISTRIBUTORS, INC,,

 Defendants.

RONALD KONDRACK],
Plain‘tiﬁ's,
V.

' AIM ADVISORS, INC. et al., and
AIM DISTRIBUTORS, INC.,

Defendants.

Civil Action No.: 04-CV:2555

Judge Keith P. Ellison

PLAINTIFFS’ REPLY TO DEFENDANTS’ PARTIAL OPPOSITION TO (1)
PLAINTIFFS’ AUGUST 22, 2005 MOTION TO FILE CONSOLIDATED AMENDED
COMPLAINT, CHANGE PARTIES, AND MODIFY CASE CAPTION AND (2)
PLAINTIF FS’ AUGUST 30,2005 MOTION TO FILE SECOND AMENDED
CONSOLIDATED COMPLAINT

NACLIENTS\26495\1\PLEADINGS\PLREPLYDEFOPPMOTTOAMEND FINAL 102105.00C



Plamtlffs file this reply to Defendants’ partial opposition to Plaintiffs’ motron regardmg .

their Consohdated Amended Complamt and Second Amended Complamt
| - I. ARGUMENT |

A : Plaintiffs’ Proposed Amend ments Streamline The Litigation In Two Ways

First, Plaintiffs ﬁlejd their amended cornpla_ints as consolidated complaints fbecausev these
cases have been :consolidated for pretrial purposes, see December 23, 2004 Order consol‘ida-ting:
Papia and Berdat cases into Berdat (Attachment 1); April 19 2005 Order consolidating
Kondrackr into Berdat case (Attachment 2), and it is more efficient for the Court and the partles
than ﬁlmg three separate complaints. Second, in amendmg the complaint pursuant to the Court s
July 28, 2005 Order, Plamtrffs focused on a smaller number of funds. Whrle Defendants‘
»comp]arn that Plaintiffs have “deal[t] entlrely new cards,” Opposition at 1 in fact, Plamtlffs :
merely dealt fewer‘ cards from the same deck. Defendants claim to be “dlsturbed”_hy this; yet,
notably, they do not object to the: n'arrov'Ving of the caSe.' -

B. | Plaintiffs Should Be Permitted to Amend Therr Complamt To Substrtute And Add |
' . Plaintiffs For Funds In The Orlgmal Complaint

2

Defendants misplace their focus on the standing issue® as courts have long allowed the

substitution of plaintiffs to cure standing deficiencies in situations where the plamtrffs are a’ctmg

! Defendants also insinuate that Plaintiffs did not drop claims on behalf of funds until after they received discovery
from Defendants. /d In fact, Plaintiffs did so because the opportunity to do so presented itself with the Court’s.
July 28, 2005 Order to amend the complaint. Defendants’ production of a number of contracts that bear little on
the issues presented in this litigation had nothing whatsoever to do with the plaintiffs’ decision to narrow the
riumber of funds in these consolidated cases. Further, the little discovery Defendants have produced to date
consist only of advisory agreements, distribution agreements, and 12b-1 plans that are virtually identical to each
other and which they would be obliged to produce regardless of the number of funds named in the complaint.

? This issue is more appropriately raised in a separate motion to dismiss.

1
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in a representative capac‘:'rty.3 Sée Graves v. Walton ‘Couht)l Bd. bf Edneation, 686 F.2d 1135
- (5th Cir. l_982). See also Corbin v. ‘Blankenbur:'g,v39 F.3d 650, 653 (6th Cir. 1994) énoting that
“Congress would have looked askance at any abatement rule calculated to leave [those on whose
behalf an action was brought] high and dry ... > if the mdmdual who_ brought the action lost
‘ standing); Harris County Wrecker Owners v. City of Houston, 943 F. Snpp. ’711 (S.D. Tex.
1996) To not allow plamtlffs to seek a replacement in a situation where the defendants: are on
notlce of a clalm but a plaintiff thereafter lost standmg by selling a fund, svould leave the
mvestmg public “high and? dry” while allowmg offendmg defendants a free'-pass on illicitly
obtained gain's.‘ Thisvwould‘ take the teeth out of the only enforCenrent 'meclianism available to
. shareholders wishing to challenge the legi_timacy of fees charged ljy the funds in which they have
invested. As such, the analysis of whether l’laintiffs sho.u]d be allowed to amend their cornpla.int--.
to snbstitnte plaintiffs forthe Constellation Fund, which was ’a fund included in the original

complaint, should focus on Fed. R. Civ. P. 15(a).*

! Defendants rely on two inapposite cases to support their argument that Plaintiffs should not be allowed to cure any -
standing deficiency. In Summit Office Park v. United States Steel Corp., 639 F.2d 1278 (5th Cir, 1981), plaintiffs
attempted to substitute new plaintiffs for a new cause of action due to an intervening Supreme Court decision
which had the effect of barring the original claims by the original plaintiffs. That situation does not exist here.
Importantly, the Fifth Circuit specifically cautloned

The circumstances of [the Summit] case are unique...[O]ur decision in this case [is not] a restriction or
limitation on the amendment procedure as it pertains to adding parties plaintiff or curing a defect in the
cause of action. Rather, we hold only that where a plaintiff never had standing to assert a claim against
the defendants, it does not have standing to amend the complaint and control the litigation by substituting
new plaintiffs, a new class, and a new cause of action. .

Id. at 1282 (emphasis added). Here, both Fred Duncan and Grace Giamanco owned shares of the Constellation
‘Fund when the original complaint was filed and, accordingly, had standing. In Fox v. Board of Trustees of the
State University of New York, 148 F.R.D. 474 (N.D.N.Y. 1993), af"d., 42 F.3d 135 (2d Cir. 1994), cert. den., 515
U.S. 1169 (1995), plaintiffs were attempting to amend a complaint for a third time four and one-half years after
the previous amendment, after the case had been through trial, and after the case had been proceeding through the
federal court system for over ten years. /d. at 476,477 n.4, 489.

&

Regardless of whether the Court addresses Plaintiffs’ request as one to substitute plaintiffs through amendment
. pursuant to Fed. R. Civ. P. 15(a) or add plaintiffs pursuant to Fed. R. Civ. P. 21, the same analysis apphes Verav.
" Bush, 980F Supp 254,255 (S.D. Tex. 1997).

NACLENTS\2649 5\ \PLEADINGS\PLREPLYDEFOPPMOTTOAMEND FINAL 102105.00C



In analyzing Rule 15, the Fifth Circuit consistently has held that there is a‘.liberal- policy
favoring amendment and that leave, therefore, should not be denied unless there is‘undue delay, - |
bad faith or dllatory motive on the part of the movant repeated fallure to cure deﬁcrencws by.
amendments previously allowed or undue prejudice to the opposmg party by virtue of allowance

| of the amendment.’ Lowrey v. Tex. 4 & M Univ. Sys 117 F.3d 242, 245 (Sth Cir. 1997)

* However, “prejudice is the touchstone of the mqurry under rule 15(a) ” Lone Star Ladzes Inv. _
Club v. Schlotzky’s Inc. , 238 F.3d 363, 368 (5th Cir. 2001) (citation omitted). -

| befiendants can point to no undue prejudice they will suffer if substitute plaintiffs are
allowed for the Constellation Fund. The Court is weli aware of the fact that virtually no
diecovery has occurred and that this case is i_n the very beginning stages o'flitigation". . The claims |
that will be brought by the sub'stitute' plaintiffs will be substantively identic_al to -the claims
brought by the mmal owners of the Constellation Fund, Mr. Duncan and Ms Glamanco |

. Further, given that substltute plaintiffs seek to advance the same claims on behalf of the
Constellation Fund, 1f substitution was not al]owed, they could simply file a new ]awsult.‘ .
Hoyu'ever, “requiring [plaintiffs] to file a neuv action . . . vvvoul.d. needlessly conc.ume the additibnat
resources of all the parties and of the Court.” Sogevalor, S.A. v. Penn Cerzt. Corp., 137 F.R;D.
12, 14 (S.D. Ohio 1991). | |

Defendants’ only argument (other than 'standt'ng) against allowing the subStitu_tion‘of ,

plaintiffs for the Constellation Fund has to do with the “look-back” period for damages under

* Mr. Duncan and Ms. Giamanco were shareholders of the Constellatxon Fund at the time the ongmal complamt was.
filed and for the period one year. prior to the filing of the original complaint. Though Mr. Duncan and Ms,
Giamanco’s broker sold their shares of the Constellation Fund in September 2004, counsel for Plaintiffs did not
become aware of this fact until March 30, 2005 while in the process of obtaining proofs of current ownership
pursuant to Defendants’ request. The facts reveal that the Plaintiffs’ motion seeking leave to amend was not the

- product of undue delay, bad faith or dilatory motive on the part of Plaintiffs. See In re Initial Pub. Oﬁ'ermg Sec.
Litig., 224 F.R.D. 550 (S.D.N.Y. 2004) (finding no undue delay and allowmg substrtutlon of plamtrffs six months -
after plamtlft’s counse] s last contact with the lead plaintiffs). '

3
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- Section Bo(h) ot" the Investment Comnany Act, lS UsS.C. § 80a - 35(b). That is an issue that -
~should be aSSerted in an affirmative defense not intertwined nvith' the simple question.of whether
Plamtiffs should be allowed to amend their complaint. Accordmgly, Plamtlffs should be allowed
- to amend their complamt to substitute in plaintiffs who owned shares of the Constcllation Fund
“at the time the original cor_nplalnt was filed and who would assert the identical claims as Mr.
Duncan and Ms. Gia‘rnanco.. '~ |
'. The'sa.me. rationale for allowing the substitution .:of plaintiffs for the Constellation fund
applies to the addition of plaintiffs for funds that afg the subject of the original complaint,
" Defendants do not argue that the addition of plaintiffs for those funds is prejudicial. 'Rather, they
- repeat their concern about the ‘.‘look-back” neriod, an issue that need not (and should not) be
.addressed in the context of a motion to amend |
C. In The Interest Of Judicial Economy, Plamtlffs Should Be Permltted To Amend

Their Complaint To Add Two Additional Funds Or To Join Two Funds Pursuant
To Fed. R. Civ. P. 20(a) :

~ Plaintiffs sepa_rately sought leave to add two new funds (i.e. Basic Balanced F_und -and
Premier Eqnity Fund) either via amendment pursuant to Rule 15(a) or joinder pursuant to Rule
20(a). The sum total of Defendants’ “arguments” against adding the requested two funds are that
it was not eontemplated by the Conrt"s Order of July 28, 2005, and it vlrill mvake the case even
more unwieldy. Opposition'at 2. _
o | Plaintiffs recognized that adding funds was not contemplated in the Court’s July 28, 2005

,_Order,~which~15 precisely -why- Plamtiffs ~have -sought leave to file. the Second Amended
'Consolidated, Complaint. Further,_.Defendants ignore the fact that if the Court allows the addition
of the Basic Balanced and Premier Equity Funds, the effect of the plaintiffs’ requested

amendments will reduce Plaintiffs. original case from 21 funds to eight funds. Plaintiffs find it

N:\CLIENTS\26495\1\PLEADINGS\PLREPL Y DEFOPPMOTTOAMEND FINAL 102105.00C



odd for Defendants, who claim-that P}aintiffs’ original caée was too unwieldy due to the number

of funas, to be complainihg about a reduction of funds from 21 to eigﬁt. And as arg.uedf‘

previdusly, io require Plaintiffs to file new case would be a waste of resources giveh the

relatively -infancy of this litigation. See Sogevalor, 137 F.R.D."at 14 (allowing amendment
. wherc, ambng other thingé,,“judicial_ econorﬁy suggests that this action proceed now withoui the
~ delay and waste precipitated by a second ﬁiing”). | ‘

IL. CONCLUSION
Thé Court should grant Plamtlffs motnons to ﬁle a consolidated complamt and second
amended complaint.

Dated: October 21, 2005 -
: ‘Respectfully submitted,

Robin L. Harrison

State Bar No. 09120700

Southern District I.D. No. 4556

Justin M. Campbell, III

State Bar No. 03721500

Southern District I.D. No. 2988

Campbell Harrison & Dagley L.L.P.
4000 Two Houston Center, 909 Fannin Street

Houston, Texas 77010 I

(713) 752-2332 Telephone

(713) 752-2330 Facsimile

{s/Michael D. Woerner
Lynn Lincoln Sarko-
Michael D. Woerner
Tanalin
Gretchen F. Cappio -
KELLER ROHRBACK, L.L.P.
1201 Third Avenue, Suite 3200
Seattle, WA 98101-3052
Telephone: (206) 623-1900
Facsimile: (206) 623-3384

ATTORNEYS FOR BERDAT, PAPIA and
KONDRA CKI PLAINTIFFS
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OF COUNSEL

Ron Kilgard

Gary Gotto

- KELLER ROHRBACK P.L.C.
National Bank Plaza .~

© 3101 North Central Avenue, Suite 900

- Phoenix, AZ 85012
: Telephone (602) 248- 0088
- Facsimile: (602) 248-2822

Michael J. Brickman

James C. Bradley

Nina H. Fields

RICHARDSON, PATRICK WESTBROOK &BRICKMAN LLC
174 East Bay Street

Charleston, SC 29401

. Telephone: (842) 727-6500

‘Facsimile: (843) 727-3103

Guy M. Burns
Jonathan S. Coleman
Becky Ferrell-Anton
JOHNSON, POPE, BOKOR, RUPPEL & BURNS, L. L P
100 North Tampa Street, Ste. 1800
Tampa, FL 33602 -
Telephone: (813) 225-2500
Facsimile: (813) 223-7118

- Attorneys for Berdat, Papiq and Kondracki Plaintiffs
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CERTIFICATE OF SERVICE

_ A copy of this pleading was served on the followmg counsel by electromc mall (read
receipt requested) and first class mall on October 21, 2005.

Daniel A. Pollack
Pollack and Kaminsky
C U114 W. 470 St

“New York, NY 10036

dapollack@pollacklawfirm.com

Charles S. Kelley S
Mayer, Brown, Rowe & Maw LLP
700 Louisiana Street

Suite 3600

- Houston, Texas 77002

- ckelley@mayerbrownrowe.com

Michael K: Oldham

Gibbs & Bruns, LLP .
1100 Louisiana, Suite 5300
Houston, Texas 77002

* moldham@gibbs-bruns.com

/s/Michael D, Woerner
Michael D. Woerner
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Page 1 of 3

| Daniel A. Pollack

From: <DCECF_LiveDB@txs.uscourts.gov>

To: <DC_Notices@txs.uscourts.gov>

Sent: Friday, October 21, 2005 6:01 PM '

Subject: - Activity in Case 4. 04-cv-02555 Berdat, etal v. Invesco Funds Group, et al "Reply to Response to
Motion"

***NOTE TO PUBLIC ACCESS USERS*** You may view the filed documents once without
charge. To avoid later charges, download a copy of each document during this first viewing.

U.S. District Court
“Southern District of Texas

" Notice of Electronic Filing
/

~ The following transaction was received from Woemer Michael D entered on 10/21/2005 at 5 01 PM
- CDT and filed on 10/21/2005

Case Name: Berdat, et al v. Invesco Funds Group, et al _
Case Number: 4:04-cv-2555 .
Filer: , Jeffrey S Thomas
: ~ Ferdinando Papia
Fred Duncan
Grace Giamanco
Courtney King
Kathleen Blair
Henry Berdat
Ruth Moccia
Murray Beasley
Frances J Beasley
Delores Berdat
Marvin Hunt
‘Madeline Hunt
Randal C Brever
- Rhonda Lecuru
| , ‘Ronald Kondracki
_ Document Number: 117 '

Docket Text: :

Reply to Response to [104] MOTION to Amend [102] Amended Complaint/Counterclaim/Crossclaim

etc.,,,, [103] MOTION for Leave to File Amended Consolidated Complaint, filed by Delores Berdat,

Marvin Hunt, Madeline Hunt, Ferdinando Papia, Fred Duncan, Grace Giamanco, Jeffrey S Thomas,

Courtney King, Kathleen Blair, Henry Berdat, Ruth Moccia, Murray Beasley, Frances J Beasley, Ronald
Kondracki, Randal C Brever, Rhonda Lecuru. (Woerner, Michael) ‘

The following document(s)_are associated with this transaction:
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AIM KN =LVe3

INVESTMENTS

November 1, 2005

VIA CERTIFIED MAIL/RRR

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

PO Box 4333

Houston, TX 77210-4333

11 Greenway Plaza, Suite 100
Houston, TX 77046-1173
713 626 1919

%VC\AVCXA \ R A | M Advisors, Inc.

Re: Filing Pursuant to Section 33 of the Investment Company Act of 1940 by A I M Management Group
Inc., AIM Investment Services, Inc., A IM Advisors, Inc. (1940 Act Registration No. 801-12313),
INVESCO Funds Group, Inc., and the following persons:

Robert H. Graham

Mark H. Williamson

Frank S. Bayley

Bruce L. Crockett

Albert R. Dowden

Edward K. Dunn, Jr.

Jack M. Fields

Carl Frischling

Prema Mathai-Davis

Lewis F. Pennock

Ruth H. Quigley

Louis S. Sklar

AIM Aggressive Growth Fund
AIM Asia Pacific Growth Fund
AIM Balanced Fund

AIM Basic Value Fund

AIM Blue Chip Fund

AIM Capital Development Fund
AIM Charter Fund

AIM Constellation Fund

AIM Dent Demographic Trends Fund
AIM Developing Markets Fund
AIM Diversified Dividend Fund
AIM Emerging Growth Fund
AIM European Growth Fund
AIM European Small Company Fund
AIM Floating Rate Fund

AIM Aggressive Growth Fund
AIM Global Equity Fund

Si\smiitigation\Boyce v IFG and AIM\CornL-110105SEC.doc
110105 (1) vit

AIM Global Growth Fund

AIM Global Healthcare Fund

AIM Global Value Fund

AIM High Income Municipal Fund
AIM High Yield Fund

AIM Income Fund

AIM Intermediate Government Fund
AIM International Emerging Growth Fund
AIM International Growth Fund
AIM Large Cap Basic Value Fund
AIM Large Cap Growth Fund

AIM Libra Fund

AIM Limited Maturity Treasury Fund
AIM Mid Cap Basic Value Fund
AIM Mid Cap Core Equity Fund
AIM Mid Cap Growth Fund

AIM Municipal Bond Fund

AIM Opportunities I Fund

AIM Opportunities II Fund

AIM Opportunities IIT Fund

AIM Premier Equity Fund

AIM Real Estate Fund

AIM Select Equity Fund

AIM Short Term Bond Fund

AIM Small Cap Equity Fund

AIM Small Cap Growth Fund

AIM Tax-Free Intermediate Fund
AIM Total Return Bond Fund

AIM Trimark Endeavor Fund

Member of the AMVESCAP Group




November 1, 2005
Page 2

AIM Trimark Fund INVESCO Health Sciences Fund

AIM Trimark Small Companies Fund INVESCO International Core Equity Fund

AIM Weingarten Fund INVESCO Leisure Fund

INVESCO Advantage Health INVESCO Mid-Cap Growth Fund
Sciences Fund INVESCO Multi-Sector Fund

INVESCO Core Equity Fund INVESCO S&P 500 Index Fund

INVESCO Dynamics Fund INVESCO Small Company Growth Fund

INVESCO Energy Fund INVESCO Technology Fund

INVESCO Financial Services Fund INVESCO Total Return Fund

INVESCO Gold & Precious Metals Fund INVESCO Utilities Fund

Ladies and Gentlemen:

Pursuant to Section 33 of the Investment Company Act of 1940, we hereby file on behalf of ATM Management
Group Inc., AIM Investment Services, Inc., A 1M Advisors, Inc. (1940 Act Registration No. 801-12313),
INVESCO Funds Group, Inc., and the following persons, a copy of Unopposed Motion for Entry of
Stipulation and Agreed Order Granting Leave to File Second Amended Complaint and Setting Briefing
Deadline and Second Consolidated Amended Complaint in Richard T. Boyce v. A I M Management Group,
Inc., et al.

Robert H. Graham

Mark H. Williamson

Frank S. Bayley

Bruce L. Crockett

Albert R. Dowden

Edward K. Dunn, Jr.

Jack M. Fields

Carl Frischling

Prema Mathai-Davis

Lewis F. Pennock

Ruth H. Quigley

Louis S. Sklar

AIM Aggressive Growth Fund
AIM Asia Pacific Growth Fund
AIM Balanced Fund

AIM Basic Value Fund

AIM Blue Chip Fund

AIM Capital Development Fund
AIM Charter Fund

AIM Constellation Fund

AIM Dent Demographic Trends Fund
AIM Developing Markets Fund
AIM Diversified Dividend Fund
AIM Emerging Growth Fund
AIM European Growth Fund
AIM European Small Company Fund

Si\srrVlitigation\Boyce v IFG and AIM\Com\L-110105SEC. doc
110105 (1) vit

AIM Floating Rate Fund

AIM Aggressive Growth Fund

AIM Global Equity Fund

AIM Global Growth Fund

AIM Global Healthcare Fund

AIM Global Value Fund

AIM High Income Municipal Fund
AIM High Yield Fund

AIM Income Fund

AIM Intermediate Government Fund
AIM International Emerging Growth Fund
AIM International Growth Fund
AIM Large Cap Basic Value Fund
AIM Large Cap Growth Fund

AIM Libra Fund

AIM Limited Maturity Treasury Fund
AIM Mid Cap Basic Value Fund
AIM Mid Cap Core Equity Fund
AIM Mid Cap Growth Fund

AIM Municipal Bond Fund

AIM Opportunities I Fund

AIM Opportunities I Fund

AIM Opportunities III Fund

AIM Premier Equity Fund

AIM Real Estate Fund

AIM Select Equity Fund
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AIM Short Term Bond Fund
AIM Small Cap Equity Fund
AIM Small Cap Growth Fund
AIM Tax-Free Intermediate Fund
AIM Total Return Bond Fund
AIM Trimark Endeavor Fund
AIM Trimark Fund

AIM Trimark Small Companies Fund

AIM Weingarten Fund

INVESCO Advantage Health
Sciences Fund

INVESCO Core Equity Fund

INVESCO Dynamics Fund

INVESCO Energy Fund

Sincerely,

</

Stephen R. Rimes
Assistant General Counsel

Enclosures

cC: Mr. Robert B. Pike, SEC — Fort Worth
Mr. James H. Perry, SEC — Fort Worth
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INVESCO Financial Services Fund
INVESCO Gold & Precious Metals Fund
INVESCO Health Sciences Fund
INVESCO International Core Equity Fund
INVESCO Leisure Fund

INVESCO Mid-Cap Growth Fund
INVESCO Multi-Sector Fund

INVESCO S&P 500 Index Fund
INVESCO Small Company Growth Fund
INVESCO Technology Fund

INVESCO Total Return Fund

INVESCO Utilities Fund



UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF TEXAS

HOUSTON DIVISION
RICHARD TIM BOYCE, individually and §
on behalf of all others similarly situated, §
§
Plaintiff, § Civil Action No. 04cv2587
VvS. § (Consolidated)
§
ATM MANAGEMENT GROUP, INC.,etal., § Judge Keith P. Ellison
§

Defendants. §

UNOPPOSED MOTION FOR ENTRY OF STIPULATION AND AGREED ORDER
GRANTING LEAVE TO FILE SECOND AMENDED COMPLAINT AND SETTING
BRIEFING DEADLINE

Defendants file this Unopposed Motion for Entry of the attached Stipulation and Agreed
Order Granting Leave to Plaintiffs to file their Second Amended Complaint and Setting a
Briefing Deadline. In support hereof, Defendants would show the Court as follows:

1. In response to Plaintiff’s First Amended Consolidated Complaint, Defendants
filed a Motion to Dismiss. Before briefing was completed, Plaintiffs requested leave of Court to
amend and file their Second Amended Consolidated Complaint. Defendants indicated that they
were opposed to Plaintiffs’ request for leave of Court,

2. In an effort to compromise on certain issues and take into consideration the
scheduling conflicts of the respective counsel in this case, all Parties — by and through their
counsel — have executed the attached Stipulation and Agreed Order. (See attached “Stipulation
and Agreed Order,” attached as Exhibit A.)

3. In the Stipulation and Agreed Order, the Parties have agreed that Plaintiffs shall
have leave to file their proposed Second Amended Complaint. The Parties have agreed it shall

be filed on or before November 1, 2005. The Parties have further agreed that, based upon




MAYER, BROWN, ROWE & MAW LLP

by:._ S/ Charles Kelley
Charles Kelley
State Bar No. 11199580
700 Louisiana St., Suite 3600
Houston, Texas 77002
Tel. (713) 547-9634
Fax: (713) 632-1834

GIBBS & BRUNS, LLP

by: S/ Michael K. Oldham
Michael K. Oldham

1100 Louisiana St., Suite 5300

Houston, Texas 77002

Tel. (713) 751-5268

Fax: (713) 750-0903

Attorneys for Defendants A I M Management Group
Inc., INVESCO Funds Group Inc., A I M Advisors,
Inc., A I M Distributors, Inc., INVESCO
Distributors, Inc., Robert H. Graham and Mark H.
Witliamson
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By: / . _//7

TQ@SIS) Kelley /
Daniel A. Pollack, Esq.
Martin I. Kaminsky, Esq.
Edward T. McDermott, Esq.
Anthony Zaccaria, Esq.
POLLACK & KAMINSKY
114 West 47" Street, Suite 1900
New York, New York 10036
Tel. (212) 575-4700
Fax: (212) 575-6560

Charles Kelley, Esq.

MAYER, BROWN, ROWE & MAW LLP
700 Louisiana, Suite 3600

Houston, Texas 77002

Tel. (713) 547-9634

Fax: (713) 632-1834

Michael K. Oldham, Esq.
GIBBS & BRUNS LLP
1100 Louisiana, Suite 5300
Houston, Texas 77002

Tel. (713) 751-5268

Fax: (713) 750-0903
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Paul D. Flack, Esq.

NICKENS KEETON LAWLESS FARRELL & FLACK LLP
600 Travis, Suite 7500

Houston, Texas 77002

Tel. (713) 571-9191

Fax: (713) 571-9652

COUNSEL FOR DEFENDANTS FRANK S. BAYLEY, BRUCE L. CROCKETT, ALBERT R.
DOWDEN, EDWARD K. DUNN, JACK M. FIELDS, CARL FRISCHLING, PREMA
MATHAI-DAVIS, LEWIS PENNOCK, RUTH H. QUIGLEY, LOUIS SKLAR, FRED
DEERING, VICTOR ANDREWS, BOB BAKER, LAWRENCE BUDNER, JAMES BUNCH,
GERALD LEWIS, JOHN McINTYRE, and LARRY SOLL

24566821



ORDERED that, in the event any or all Defendants file a motion or pleading in response
to the Second Amended Complaint to which a response from Plaintiffs is required, the deadline
for Plaintiffs to respond to such a motion or pleading shall be on or before February 1, 2006; it is
further

ORDERED that Defendants’ deadline to file a reply to Plaintiffs’ response shall be on or
before February 15,2006.

Ordered on this day of , 2005.

UNITED STATES DISTRICT JUDGE
HONORABLE KEITH P. ELLISON

SO STIPULATED AND AGREED:

By: i/ W—/

Phrolin Courville

Michael R. Reese, Esq.
MILBERG WEISS BERSHAD
& SCHULMAN LLP

One Pennsylvania Plaza

New York, New York 10119
Telephone: (212) 594-5300
Facsimile: (212)868-1229

Stephen D. Susman, Esq.
Carolyn Courville, Esq.
SUSMAN GODFREY LLP
1000 Louisiana, Suite 5100
Houston, Texas 77002
Telephone: (713) 651-9366
Facsimile: (713)654-6666

Robert S, Gans, Esq.

Jerald D. Bien-Willner, Esq.
BERNSTEIN LITOWITZ BERGER
& GROSSMANN LLP

12544 High Bluff Drive, Suite 150
San Diego, California 92130
Telephone: (858) 793-0070
Facsimile: (858) 793-0323

COUNSEL FOR PLAINTIFFS
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Daniel A. Pollack

From: <DCECF_LiveDB@txs.uscourts.gov>

To: <DC_Notices@txs.uscourts.gov>

Sent: Thursday, October 27, 2005 6:43 PM

Subject:  Activity in Case 4:04-cv-02587 Boyce v. AiM Management Group, et al "Motion for Entry of Order"

***NOTE TO PUBLIC ACCESS USERS*** You may view the filed documents once without
charge. To aveid later charges, download a copy of each document during this first viewing.

U.S. District Court
Southern District of Texas
Notice of Electronic Filing
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AIM Distributors Inc
Invesco Distributors Inc
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Unopposed MOTION for Entry of Order Approving Stipulation and Agreed Order Granting Leave to
File Second Amended Complaint and Setting Briefing Deadlines by AIM Management Group Inc,
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H Graham, Mark H Williamson, filed. Motion Docket Date 11/16/2005. (Attachments: # (1) Exhibit A -
Form of Stipulation and Agreed Order# (2) Proposed Order Stipulation and Agreed Order Granting
Leave to File Second Amended Complaint and Set Briefing Deadlines)(Kelley, Charles)

The following document(s) are associated with this transaction:

Document description:Main Document

Original filename:n/a

Electronic document Stamp:

[STAMP dcecfStamp_ID=1045387613 [Date=10/27/2005] [FileNumber=2805645-
0] [698d30727b5f6e940346563£2df506292fdde94e3f195dd969b432691€9962925d
83368{30906da64e08ba94b7245319055f8a6d9a8¢6301b8505991aa86¢cd4e]]
Document description:Exhibit A - Form of Stipulation and Agreed Order
Original filename:n/a

Electronic document Stamp:

[STAMP dcecfStamp 1D=1045387613 [Date=10/27/2005] [FileNumber=2805645-

10/28/2005



UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF TEXAS

- HOUSTON DIVISION
RICHARD TIM BOYCE, Individually And Civil Action No. 04cv2587
- On Behalf Of All Others Similarly Situated, (Consolidated)
| ~ Plaintiff, Judge Keith P, Ellison - -

vs. | |
AIM MANAGEMENT GROUP, INC,, et al.,

Defcndants.

~ SECOND CONSOLIDATED AMENDED COMPLAINT

1. Plaintiffs, by and through their counsel, allege the fo‘llobwing based upon the -

. -'ir'xvestigation.of counsel, which included intervie\’;rs with persons with knowledge of the conduct
compléined of herein and é review of Unitgd St;'ites Securities and Exchange Corﬁmission |
_(“SEC”) filings, as we‘ll as other regulatory filings, repbﬁs, advisoriés, press releases, media
repofts, news articles, academic literature and acad_cnﬁc studies. Plaintiffs believe thai
substantial ad_ditional evidentiary support will exist for the allegations set forth herein after a
reasonable oppyorturiity‘for diécévery. |

INTRODUCTION

2. . Thisis a federal class action based ﬁpon the qungdoing by Defendants AIM-
Mahﬁgement Group Inc. and ATM Advisors, Inc. (“AIM”); and INVESCO Funds Group, Inc.
(_“INVESCO-’.’) (collectively, “ATM/INV ESCO"), and its subsidiaries and affiliates also‘named.'
heréin as Defendants, in charg_in'g excessive fees and commissions and failing adequately to
disclose fhat they siphoned assets belonging to investors in AIM mutual funds and/or iNVESCO
mﬁtual funds (éolléctively, “AIM/INVESCO Funds” or “Funds”) in order to improperly pay and

induce brokers to steer investors into AIM/INVESCO Funds. As a result of the excessiveness of




the fees charged to investors and the material omissions and conduct détailed below, Defendants
are liable: 1) under the Investment Company Act ,Of 1940 (the “Investment Comp;clny Act") to a
class (fhe “Claés’_’) of all persons or entiﬁes who ﬁe_ld one or more shares, units of like intereéts of
AJMJB*IVESCO Funds, set forth in Exhibit A hereto, during the pgriod March 11, 1999 to May
» 10,'2004, inclusive (the “Cl'asé Period”); and 2) for unjust enrichment, and br'e_aches of their o
.commén law ﬁduciary.dutiéé, toa éub-class (the “State Law Sub-Class” or the “Sub-Class”) of
ail peréons or entities who- acquired one or more shares, units or like.interests of AIM/INVESCO
Funds before March 11, 1999 and held during the Class Period. The State Law Sub-Class
excludes any pérsbns with transactionls that consti.tute a “puichase?’ within the -meanihg of the'
Securities Litigatiori Un_iform Standards Act of 1998 (“SLUSA”), 15 U.S.C. § 78bb_(f)‘, ,inciuding
any dividend reinvest_m‘ents duﬁng the Class Périod. Plaintiffs also bring a separate dériVatiye
clla.im under the Investment Advisers Act of 1940 (the “Investment Advisers Act"").
3. The invcst’ment adviser fees, administrative fees, 12b-1 fées and di‘recto.xl'l' |
;:ompensation receive'd‘by Defendants for managing A:IM/INV ESCO mutual funds and chérged
| to the AIM/INVESCO investors were excessive. These feés wefe used to ﬁna_ncé revenue
sharing émd_dir'eoted bfﬁkerage re]ationshijﬁ‘s that would increase mutual fund sales signiﬁca’.ntly‘
and created significant economies of scale. These economies of scale were not pﬁssed on to
investors, but instead resulted m iﬁcreased profit margins for the investment advisers. In light of
the economies of scale that solely benefited Defendants, the“ fees were so disproportionatély large
that they bore ‘no reasonable relationship to the services rendered. The investment advisers
(deﬁned below) took advantage _6f the lack of transparency in ‘the fee structure and their

influence over the Funds’ directors to ensure that their fees continued to rise even though the

I As used herein, “director” means either director or trustee, as applicable, consistent with -
Investment Company Act Section 2(a)(12), 15 U.S.C. § 80a-2(a)(12).




services they provided remained the same and the investmeﬁt advisers and brokerage firms Were‘
the oniy parties benefiting from the economies of scale. The iﬁves_tment advisers used investor
assets, suchAas cxéessive investment adviser fees, directed brokerage commissions and |
distribution fees, to pay for their own out-of-pocket expenses and to furthe; relationéhips with
| Erd}(ers that only benefited ‘themselves and their affiliates, as dcséribed below.

| 4, | Although an i.nvcreése in Fund assets should benefit investors due to economies of
scale thét decrease gxﬁenses, these benefits were enjoyed sblely by Defendants. As the Funds
grew, Defen_dants failed to pass on the benefits of the eéonémies of scale - decreased coét§ and
_e'xpcnsesv ~to AIM/INVESCO sharehoiders. In fa_ct,. although Defendants’ fees were increasing
with the size of the Funds, the seryices provided by Defendants did not inérease. Accordingly,
- the sole purpose of the fees charged to the Funds binvestom‘lv)y Defendants was to expand the size - '
of t_hevFund‘s t§ proﬁt Deféndants, but no benefit accrued fo their ihvestom from those fees. |
Thus, the feeé were excessive and Defend‘ants bfeache’d their ﬁd_uciéry duties by charging such
fees "(the Vtrue purposes for which §verc undisclosed to in?mtors) aﬁd receiving the benéﬁts _
thereﬁ-om.A ‘

5. The excéssiverieés of the fees is best shown by comp;cxring how the significant
increases in'fees did ‘not corrélate to Chénges in'sérvices provided to the Funds inQestors. For
example, although the dollar amount of the advisory and 12b-1 fees has expanded dramatically,
the hature énd quality of the services provided did not chahge, and the aggregate costs of
operation de not increase in proportion to the inérease in fees and were esséntially fixed.

6. = The practice of charging e#cess‘iVe‘ fees and commissions created an
‘ins;urmountable conflict of interest for the investment advisers to the AIM/INVESCO Funds who

had a duty to act in the best interests of Fund investors, but were, in fact, only conc':efned with




'siphoning fées from AIM/INVESCO Fund investofs to induce brokers artificially to increase the
sale of shares 6f AIM/INVESCO Fundé. Defendénts were moﬁvatgd tb engagé i.n,thi"s
undisclosed plén of charging exceésive fees to induce brokers to steer investors into
AIM/]NV ESCO Funds because, as noted abbve, the fees collected for managing and édviéing the
AIM/INVESCO Funds were calculated as a percentage of assets ﬁnder management and,
» therefore, increased as the riﬁmber ‘of AIM/INVESCO Funds investors grew.
7. Defendants’ prac’a’ﬁe of charging excessive fees and commissions to
: AIM/INVE/S(b Funds ixﬁvestors _to pay and induce brokers to steer investors into the
AIM/INVESCO Funds necessarily cr_eated insu@ountaﬁle bonﬂipts of interest for thé brokérs
who were purportedly acting in the bést interests of their clients - but in fact were only |
concerned with their pay-offs from AIMHNVESCO. | |
8. .In addition, the directors of the Funds breached theﬁ fiduciary duties in,thﬁat they .
failed to negotiate lower fees for the FundsAinvestors and ignored the fact that there were fnil_l’ions |
.'of dollars being paid out by the Fuhds and their investors and no bengﬂts were cbming back in
- exchange (i.e., that the fees were excessive). These directors, who are supposed to be the
wﬁtdhddgs looking outr for the Funds investors, instead apprbved the excessiv.e fees when it was
and should have been obvious that the fees bore no reasonable relationship to_thev services
rendéred, thereby breaching their own fiduciary duties. -

9. Defendants omitted disclosure of any of the guid pro éuo arrangements with
brokers and the ﬁse of investor assets to finance these programs. Defendanté concealéd such fees
used to iﬁduce brokers to push AIM/INVESCO Funds as they realized that‘ the inducements
creatéd insurmountable conflicts of interest significant to any feasongblé person deciding how to

invest his or her money.




10, Defendants’ wrongdomg described herein dxrectly impacted Plaintiffs and the
Class Unhke a traditional corporatxon, a mutual fund is a collection of the mvestors money
The purpose of the corporate structure of a mutual fund is to protect shareholders’ investments.
Because a mutual fund is a mere shell, the excessive fees and charges at iseue here oharged by
Defendants to the Funds ifwestor_s immediately reduced the Fundé’ net asset value (“NAV™) per
: shafe, thereby decreasing the &ahie of each shareholder’ s investment in the affected Fund(s) and
the amoont by which eoch sha.reholder is entitled to redeem his or her shares. This has a direct
impacf on shareholders.

11. Investment adi/isers, djsfributors and brokerage firms have beeh subject to
enfor_cement actions for entering ipto the very types of arrangements alleged hefein and failing to
. edequately disclose these arrangements to iovestors‘ In actions to date against brokerage houses
' Morgan Stanley DW, Inc. (“Morgan Stanley”), Edward D. Jones & Co,, Citigroup Global - |
Markets, Inc;ﬂ/Salomon Smith'Barney, Inc., American Express Finaﬁciail Advisors, Inc.
(“AEFA”); and mutual fund compém'es Massachusetts Financial Services, Co., Franklin
Templeton Disﬁbutors, Inc., Putnam Investment Management, LLC, American Funds
Dist;ibutors, inc., and OppenheimerFunds, Inc., the SEC and other regulators have condemned
lthese practices stating that they create iﬁsunnountable, undisclosed conflicts of ioterest in
violation of the securities laws. The actions of the ATIM/INVESCO defendants'de'scﬁbed herein
are 'ﬁo different from those already condeﬁmed by the SEC and others.

| 12.  Asdescribed by former Sen Peter Fitzgerald (R-Ill.) inaJ anua.ty 28, 2004 Los
Angeles Times article, the mutual fund mdustry “is indeed the world’s largest skimming
operatlon, tantamount to “‘a $7-trillion trough’ exploited by fund managers, brokers and other

insiders.” Jonathan Peterson, Senate Panel Chides Fund Industry; New York Attny, Gen. Eliot .




Spitzer testifies at a hearing that‘suggests Jfees may be a target of legislative reforms, Los
ANGELES TIMES, Jan. 28, 2004, at C4. R
13. - The truth about AIM/INVESCO ﬁrst emerged on November 17, 2003 when the
SEC and the Natlonal Association of Secunnes Dealers (“NASD”) fined and sanctioned E
| brokerage house Morgan Stanley for, among other wrongdoing, accepting Defendants’ |
_impermjssible payments incxchange for aggressively pushing AIM/INVESCO Funds over other
funds.‘ The SEC stated that “this mattcr arises from Morgan Stanley'l.)W’s failure to disclos‘e- h
adequately gertain matericl. facts to its customers. ..[namely that] it collected from a select group
of mutual fund complexes amounts in excess of standard sales loads and Rule 12b-1 trail
pcymen‘rs.” The SEC concluded that such conduct violated Section 17(a)(2) of the Securiﬁes Act
of 1933 (“Secuntles Act”) among other statutes, that prohlblts one from obtammg money or
' property “by means of any untrue statement of a matenal fact or any omission to state a matenal
| fact necessary in order to make the statements made, in light of the cucums'_tances u.nder Wthh
ihey were made, not misleading.” See November 17, 2003 SEC Order Instituting Administrative
~ Cease-and-Desist Proceedings, Making Findings and Imno‘sing‘ Remedial Sanctions Against
Morgan Stanley DW Inc File No. 3- 11335 avazlable at http /harwrw sec. gov/htxga.uon/
admm/33 8339. htrn (the “SEC November 17, 2003 Cease-and-Desist Order’ ).
14,  Inthe NASD news release announcing the action it had taken against Morgan
Stanley regarding, among other wrongdoing, thc improper payments Morgan Stanley had
received from vAiM/INVESCO,' the NASD likewise stated the following: |
| | This extra ,compensation paid to Morgan Statﬂcy for the
preferential treatment included millions of dollars paid by the
mutual funds through commissions charged by the firm for trades
it executed for the funds. These commissions were sufficiently

large to pay for the special treatment as well as the costs of trade .
execution. - ‘ \ :




The NASD then concluded that the payments at issue here violated NASD Rule 2830 that |
prohibi:ts the type of directed brokerage paid by AIM/INVESCO:

This conduct vi_oletted NASD’s “Anti-Reciprocal Rule,” Conduct

Rule 2830(k), which prohibits members from favoring the

~ distribution of shares of particular mutual funds on the basis of
brokerage commissions to be paid by the mutual fund companies...

.Press Releés_e, NASD Cha_.rges Morgan Stanley with Giving Preferential Treatment to Certain
Mutual Funtis in Exehé.nge for Brokerago‘Commissi.on Payments (Nov. 17, 2003) (on file wrth
NASD), avaz"lable.at http://www.nasd.com/web/idcplg?lchervioe=SS GET PAGE&ssDoc

| Name—NASDW 002819&ssSourceNodeld=554 (the “November 17, 2003 NASD News
Release”) see also NASD Rule 2830(k).

15.  Indeed, Defendants —as operators and overseers of the A]M/INV ESCO Fund.s -
| :are cxrrrentiy the subject of widespread and intensive regulatory myestrga’nons related to
exoe_ssil've or improper‘advisory and distribution fees and mutual fund sales practices, includrng
revenue sharing and direeted brokerage arrangements. vA_mo'ng the govemrﬂental reguletors
investigating INVESCO and/or AIM and eertain of their affiliates and/or directors for the
practices deteiled throughout this Complaint are: the SEC, the NASD, the Florida Der)erhnent of
Financial Semces the Attorney General of the State of West Virginia, the West Vrrgrma
Secuntles Commission, the Bureau of Secuntres of the State of New Jersey, the Umted States '
Department of Labor and the United States Attomey s Office for the Southern District of New
?ork. See March 1, 2005 Registration Form for the AIM Investment Funds, available at
http‘://www.seo-.gov/Archives/edgar/data/826644/0.0(5095012905001837/h22856ae485aoos.txt; _

- JURISDICTION AND VENUE

16. The claims asserted herein arise under and pursuant to Sections 34(‘b), 36(a),

36(b) and 48(a) of the Investment Company Act, 15 US.C. §§80a—33(b), 80a-35(a) and (b) and |




80a-47(a), Sections 206 and 215 of the Investment Advisers Act, 15 U.S.C. §§80b-6 and 801:}-15,
and the common law. | | | o
17, | ThlS Court has  jurisdiction over the subject matter of this action pursuant to
Secnon 44 of the Investment Company Act, 15 U.S.C. §80a-43; Sectlon 214 of the Investment
| Advlsers Act, 15U.S.C. §80b714; and 28 U.S.C. §139l‘(b).
| 18. : Many of the acts ellarged herein, including the prepa.ratien and dissemination of
' materially false and misleading in_formatien, occxirr_ed in substantial part in this District.
: Defehdants conducted other substantial _bllsinees within this District and maﬁy Class merlxbers
reside within this District. Defendants AIM Management Group Inc. and AlM were at éll‘
relevant times, and still are, headquartered in this District. |
19, In connectlon with the acts alleged in this Complamt Defendants, directly or
indireetly, used the means and 1nstmmentalmes Qf interstate commerce, mcludmg, butnot -
hmJted to, the meils, interstate telephone communications, and thefacilities of the naﬁenal
secuﬁties markets. |
PARTIES
| Plain tiffs |
| 20. ~ Plaintiff Joy D Beasley l'leld during the Cl:lss Period andtcontinuee‘to own shares
er units of the AIM Basic Value Fund a.nd has been damaged by the conduct alleged herein.. A
copy of Ms. Beasley’s verification is attached hereto as Exhibit B. |
: 21. _ Plaintiff Sheila McDaid (aka CeceliaJ. McDaid) held during the Class Penod and
eolllinUes to own shares or units of the INV ESCO Technology Fund, and has been damaged by
.the condﬁct alleged herein. A .copy of Ms. McDaid’s verification is aft‘ached hereto as Exhibit B.
22.  Plaintiff ,Citylof Chicago Deferred Compensation Plan (“Chicago™) xs a municipal

deferred compensation plan located in Chicago, Illinois. Chicago was formed pursuanf to




| Section 457 of the United States Internal Revenue Code (26 U.S.C. § 457) for the benefit of the
current and retired employees of the City of Chicago and their beneficiaries. Chicago“ held |
durin‘g. the Class Period shares or units of the INVESCO Dynamics Fund and the AIM
Constellation Fund, and has been damaged by thé conduct alleged herein.
23.  Plaintiff Richard Tim Boyce held during the Class Period and gontinues. to owﬁ
v shareé or units of the AIMlEuropean Fund (fk/a INVESCO European Fund), and has been
damaged by the conduct alleged herein.

24. ; Plaintiff Robert P. Apu held duriné the Class Period shares or units of the AIM
European Gro.wth Fund and AIM Grqup Value.Fﬁnd, and has been damaged by the conduct
alleged .herein. |

25, Plaintiff Suzanne K. Apu held dun'ng the Class Period shares or units of the AIM
" Eafopean Groafth Fund. Together with Robert P. Apu, Suzanne K. Apu also hekl.d'during: the
Class Period and continues to own. shares or units of the AIM Weingarten Fund and AIM
Premier Equity Fund, and has been damaged by the c’bnduct aileged herein.
26, Plaintiff Marina Berti held during the Class Period shares or units of the AIM
Premier Equity Fund‘and AIM Mid Cap Core Equity Fund, and has been damaged by the

conduct alleged herein.

27.  Plaintiff Khanh Dinh held during the Class Period shares or units of the AIM
Constellation Fund and has been damaged by the conduct alleged herein.

28.  Plaintiff Frank Kendrick held during the Class Period shares or units of the AIM
Weingarten Fund and AIM Basic Value Fund, and has been damaged by the conduct alleged

herein.




- 29,  Plaintiff Edward A. Krezel held during the Class Period shares or units of the
AIM Basic Value Fund, and has been damaged by the conduct alleged herein.

- 30. Plaintiff Dan B. Lesiuk held during the Class 'Perio‘d' shares or units of the AIM
Basic Value Fund and has been da.maged by the conduct alleged herem
| - 31,  Plaintiff John B Perkins held during the Class Penod shares or units of the ATM
' :Basxc Value Fund and has been damaged by the conduct alleged herein.

32. Plam_hﬂ’ J. Doris Willson held during the Class Period shares or units of the AM |
Pre'rnier Equity Fund and INVESCO Dynamice Fund, and has been damaged by the conduct :
alleged herein. | o )

33.  Plaintiff Robert W. Wood held during the Class Penod shares or units of the AIM
' Select Eqmty Fund and has been damaged by the conduct alleged herein.

34, Plamtlff Bob J. Fry held durmg the Class Period shares or units of the INVESCO
Worldwide Commumcatlons Fund INVESCO European Fund and INVESCO
Telecommunications Fund, and has been damaged by the conduet alleged herein.

| 35. _Plaintiff Janice R. Fry held during the Class Period shares or units of the
INVESCO Telecommunicatione Fund, INVESCO European Fund, INVESCQ Financial Services
-FUnd INVESCO Health Sciences Fund, INVESCO Worldwide Communications‘ Fund, and
INVESCO Technology Fund, ‘and has been damaged by the conduct alleged herem

36. Plalnnff James P. Hayes held during the Class Period shares or units of the AIM
Aggreesive Growth Fund, AIM Global Aggresswe Growth Fund, AIM Group Value Fund, AIM '
Capxtal Development Fund, AIM Charter Fund and AIM Group Income Fund, and has been

damaged by the conduct alleged herem
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37.  Plaintiff Virginia L. Magbual held during the Class Period shares or units of the
INVESCO Leisure Fund and has been damaged by the conduct alleged herem

| '.38.  Plaintiff Henry W. Meyer held dunng the Class Period and contlnu'es to own‘ ’
shares or umts of the AIM Balanced Fund, AIM Constellation, Fund and AIM Large Cap Growth
Fund, and has been damaged by the conduct alleged herem |

| 39.  Plaintiff George Robert Perry held during the Class Period shares or units of the_
INVESCO Financial Services Fund, and has been damaged by the con.duct alleged herein. |

40. ; Plaintiff Hal'vey R. Bendix held during the Class Period shares or units of the
INVESCO Leisure Fund, and has been damaged by the conduct alleged herein.

41. | Plaintiff Cvetan Georgxev held dunng the Class Period shares or units of the AIM
VI Capital Appreciation Fund, and has been damaged by the conduct alleged heretn.

42. ‘Plaintiff David M. Lucoff held during the Class Period shares or units of the AIM
Basic Value Fund and the AIM Constellation Fund, and continues to oWn shares or umts of the
‘IAIM Capital Developrnent Fund, and has been damaged by the conduct alleged herein.

43 Plaintiff Micba_el E. Parmalee, Trustee of the Hefrnan S.and Eeperanza A. Drayer ..
Residual Trust U/A 4/'22/‘83, held during the Class Period shares or units of the AIM Floating - |
Rate Fund, and has been damaged by the conduct alleged herein. | |

44, Pla1nt1ff Kehlbeck Trust Dtd 1-25-93, Bllly B. Keh]beck and Donna J. Kehlbeck ‘
TTEES, held durmg the Class Period shares or units of the AII\/I Large Cap Growth Fund and the
AIM Blue Chlp Fund, and has been damaged by the conduct alleged herem

| Sub- Class Plamtlffs

45, Sub-Class Plaintiff Stanley S. Stephenson, Trustee of the StanleyJ Stephenson
Trust, pu:rchased pnor to and held dunng the Class Period shares or units of the ATM Lmnted ‘

Matunty Treasury Fund, and has been damaged by the conduct alle ged herein.
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46. Sub-Class Plamhff Robert P, Apa purchased pnor to and held during the Class
Period shares or units of the AIM Wemgarten Fund ‘and has been damaged by the conduct
a]leged herein.
| Non-Partv - | .
"~ 47.  Nonparty AMV ESCAP PLC is one of the lafgest ivndependent global investment

| managers in the world, with omoré than $375 billion in assets under maxiagement as of March 31,

2005. AMV ESCAP PLC is the ultimate oarent of defendaﬁts AIM, INVESCO and AIM
Management Group Inc. |

The ATM/INVESCO Defendants

48.  Defendant AIM Management Group Inc. (“AMG”) is an affiliate of AMVESCAP
- "PLC and the parent compény of AIM. AMG is located at 1_1 Greénway Plaza, Suito 100,

Houston, Texas 77046,

The Inveétment Adviser Defendonts.
49. Defendant INVESCO is an indirect wholly—owned subsxdxary of AMVESCAP :
PLC located at 4350 S Monaco Street, Denver, Colorado 80237 and was at all relevant times
‘ the mvestment adviser to the INVESCO Funds. INVESCO collected durmg the Class Period
}various forms of compensation for “maoagmg" and “advising;’ the INVESCO Fuhds, including
millions of dollars in advisory, distribution, 12b-1 and other fees as a percentage of assets under
manogement.

(a) On November 25 2003 -AIM succeeded INVESCO as the investment -
advxser to the INVESCO Funds other tha.n INVESCO Variable Investment Funds, Inc. (“IVIF™).
AM replaced INVESCQO as the adviser for IVIF in April 2004. |

(®) Asa result of the transition of investment adviser for the INVESCO Funds

~ from INVESCO to AIM, as of October 15, 2004 each of the INVESCO Funds that is tﬁe subject
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of this action was re-branded as an AIM Fund, as set forth in Appéndix A. According to a
Washington Post article, the INVESCO name was dropped pﬁr.lcipally-because. of th‘e"imme_ns‘e
negaﬁx)e publ‘ic‘:i_ty‘ generated by the scaﬁdals in Which INVESCO has been-involw}ed and the '
related régulé.tory iﬁvestigatidns and setﬂerﬁents.l See Brooke A. Masters, “Problems? Try A
_ 'Néw-Name} Some Funds Look To Change The Way Investors See Them,” WAS}HNGTdﬁ POST;
-Sept. 17, 2004, at EO1. | |
| 50.  Defendant' AIM serves as investment adviser to, among other entiﬁes, the
AIM/INV E,SCO Funds. :AIM collected during the Class Period, and continues to collect, various
forms of compensation for “managing” and “advising” the AIM Funds, including millions of
dbliars in advisory,‘di‘stribution, 12b-1 and other fees as a percentage of vassets' under . |
' manégemént. For exarhple, d'ﬁring the fiscal ycar 2003, AIM received compensation .Qf‘
ap-proxir"nately .6‘7% of average daily net assets under.manag'ement'for ad‘visdry» fees aloﬂc:.
AIM, together with i_t.s‘subsidiaries, managed or advised over 155 fund$ or portfoiios, inbiuding
‘over 70 “retail” funds With $131 billi‘on in assets undé_r‘ management as of March 31, 2005. AIM
is located at 11 Greenway Plaza, Suite 100, Houston, Texas 77046, |
| 51. INVESCO and AIM are referred to couectivély herein as the “‘Inve.stment Advisér
Defendénts.” | | |
52. ’fhe Investment Adviser Defendants are registered as investment advisers under
the Investment Advisers Act. Fees payable to the Investment Adviser Defendants are_caiculated _
as a percentage of fund assets under managément. |
53, Pursuant to their ﬁdvisory'agreements with the AIM/INVESCO Portfolios, the
Invésﬁnent Adviser Defendants provide to the Portfolios research, advice, and supervision with

respect to investment matters. Additionally, the Advisers: (i) determine through whiéh-br’okerr
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dealers the Portfblios ;vill execute their isgcurities transactioﬁs; and (ii) negbt_iate with broker-
dealers the .tcrms of such agreemcrits; inﬁluding cbrﬁmissions, the amounts of Soft Dollars (as
defined belo‘w)? revenue shaﬁng and directed brokerage paﬁnenm (discuséed more fully

_ hereinafter) to be paid by the Funds’ investors to the broker-dealers.

The Distributor Defendants

54.  Defendant AIM Distributofs, Inc. (“ADI”), a private subsidiary of AMG and a
‘brokerv-deale'r régistered with the SEC, sefves as the principal underwriter of each éf the
.AIM/INVES.CO Funds and was paid fees out of the ass;ts of the AIM Funcis iﬁve's.tors duﬁng the
Class Period. ADI is located at 11 Greenway Plaza, Suite 800, Houston, Texas 77046,

55. Defendant INVESCO Distributdrs? Inc. (“IDI) is a wholly-owned subsidién‘y of ‘

" INVESCO. IDlisa broker-dealer registered kwith the SEC and sérved as the principal | |
underwriter of each the INV.ESCO Funds and was paid fees out of the assets of the INVESCO
-Funds investors duriﬁg the Class Period. IDI is 1ocated at 4350 Squth Monaco Street, Denver,
Colorado 80237. | |
56. ., "ADI and IDI are‘collectively referred to herein as the “Distributor Defendants.”

Nominal Defendants: The AIM/INVESCO Funds

57. The Nominal Defendants are the AIM/INVESCO Funds, as identified in the list
annexed hereto as Appendixv A, and all trusts and corporations that comprised the.
AIM/INVESCO Funds that were advised and managed byleVESCO and/or AIM during the
Class Period; Each trust or corporation has a board of directors who are responsible for.the .‘
trust’s or corporation’s adminivsrr'ation. Each of the AIM/INVESCO Funds is an open-end
management investment company, or mutual fund, in which investors contribute casﬂ for the

purpose of creating a pool of assets with which to invest and purchase securities.

14




58. The AIM/INVESCO Funds offer multiple classes of shares, with each class
representing a pro rata interest in each AIM/INVESCO Fund. AIM/]NVESCO Fun'd~ sharesare
issued to AIM/INV ESCO Fund shareholders pursuant to Prospectuses that must ‘comply wifh ihe ‘
féderal sécurifies laws, including the Inyesﬁnent Company Act. All of the Prospecfuses are. |
| ‘'substantially the same on the matters relevant to this litigation.

59. Al of the AIM/INVESCO Funds are alter egos of one another. The - |
AIM/INV ESCO Funds are essentl:ally pools of investor assets that ,afé managed and adminiéiefed |
by a common body of dife;:tors arfxd emﬁloyees of AIM and/or INVESCO who administer the
AIM/INVESCO Funds generally. The AII\/I/II\IVESCO Funds have no independent will ah‘d are
tbté.lly dominated by the Investment Adviser Defendants and the common body of _dire_ctdrs
established by the Inveé;ment AdviserDefendénfs. Thus, in substance, the AWESCO-
Funds funcﬁoﬁ as components of one unitary organization. | | | o

| 60. Al AIM/[NVESCO Funds shared throughout the Class Period the same éfﬁliated B
.compa‘nies. as their investment advisers and shared either IDI or ADI as their principal
underwriter and distributor, Currently, all of the AIM/INVESCO Funds share the same
investment adviser, AiM, and the same distributor, ADI. Additional]y, the Défendants pool
together fees and expenses collected from the AIM/INVESCO Fund shareholderé, and as a res_uit
the A]M/]NVESCO Fundé share expenses with one another.

61..  Furthermore, any commissions generated through directed brokerage rel:zitionships
(discussed in mére detail below) relating to the sale or marketing of any parficular
| ATM/ MSCO Fund are lumpéd together with all the other commissions on the Funds managed

by Defendants and are not Fund-specific. For example, as explained _in an internal INVESCO
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Funds memorandum from Mark H. Williamson (a Defendant in this case) and Ray Cunningham
to the INVESCO Mutual Funds Brokerage Committee, dated January 24, 2001:
- If the Boards approve [the brokerage] relationship [with American
- Express Financial Advisers (“AEXP”)], commissions generated
in the arrangement will not be Fund-specific. In other words,
commissions generated by transactions for the Total Return
Fund may be used to reward sales of shares of the Equity
- Income Fund and vice-versa. (Emphasis added)
62, ’I'he AIM/INVESCO Funds are named as nominal defendants herein to the extent
that tney may be deemed necessary and indispensable parties pursuant to Rule 19 of the Federal
Rules of Civil Procedure and to the extent necessary to ensure the availability of adequate

remedies.

The Director Defendants

| -, 63. Eachofthe AIM/INVESCO Funds had during the Class Penod a Board charged
wirh' representing the interests of the shareholders in one or a series of rhe AIM/INVESCO
Funds The members of those Boards are' as defined hereim the Direcror Defendants The AIM
Director Defendants and the INV ESCO Dueetor Defendants, as defined 1mmed1ately below, are
referred to collecnvely herem as the “Director Defendants

The AIM Director Defendan_ts_

69.  The following Defendants were directors of the AIM Funds and/or the trusts or -
entities that consisted of the AIM Funds during the Class Period: N
o , (a) Defendant Robert H. Graham (“Graham”) was a director and Chairman of
AMG dunng the Class Period. Graham is an mterested person of the AIM/INVESCO Funds
_wnhm th_e meaning of Investment Company Act Section 2(a)(19)(A) 15 U.S.C. § 80a-

2(a)(19)A)) because he is also a director of AMVESCAP PLC, the parent of AIM and AMG. -
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(b) Defendant Mark H Williamson (“Wllhamson”) was a dn'ector, President
and Chief Executive Officer (“CEO”) of AMG durmg the Class Period. Wllhamson was also
CEO of INVESCO and IDI durmg the Class Penod Williamson is an mterested person of the
AIM/INV ESCO Funds within the meaning of Investment Company Act Section 2(a)(19)(A) ( 15
~UsS.C § 80a-2(2)(19)(A)) because he is also an officer and director of AIM and AMG.

(c) Defendant Frank S. Bayley (“Bayley”) was a director dunng the Class
Periocli.A Bayley recewed compensation tota_hng approximately $614,000 during the Class.Penod.

/(@) Dsfendant Bruce L. Crockett (“Cfockett”) was a director dur_'mg the Class
Period. Crockétt received compensatlon totaling épproximstely $874,000 during the Class"
Périod. | |

(e Dsfendant Albert R, Ddeen (“Dowden”) was a director dnﬁné'the Class
_ Period. Dowdsn received compensation totaling apprbximately 5640,935 durmg the Clalss
Period. | | |

()  Defendant Bdward K. Dunn, Jr. (“Dunn”) was a director during the Class
Period. Dunn received compensation totaling approximétely $844,000 during the Class Period.

| ® Defendant Jack M. Fields (“Fields™) was a director during the Class
Period. Fields res’eived compensation totaling approximately $834,000 during ths.Class Perio_d..
- (h)- | Defsndant Carl Frischling (“Frischling”) was a director during the Class .'
Period. Frischling received compensation totaling approximately $836,000 during th§ Class
Period. | |
W - Defendant Prema Mathai-Davis (“Mathai-Davis™) was a director during
the Class Period. Mathai-Davis received compensation totaling approximately $839,250.during

the Class Period.
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G) Defendant Lewis F. Pennock (“Penno‘ck"’) was a director during the Class
Period.‘ Pennock received eompensation totaling approximately $84.1,500 dnring the Class
Period. | | | | |
' "(k) Defendant Ruth H. Quigley (“Qui gley”) was a director duﬁng the Class
| feﬁod. Quigley received .co_mpe_nsation tota_ling approximately $615,250 during the Class
' lPenod.‘ . | | |
() | ‘Defendant‘Louis S. Sklar (“Sklar”) was a director during the Class Period.
Skiar feceive'd compensation totaling approxirnately $83 5,600 during the Class Period. |
(m) Defendants Graham, Williar‘nson,‘ Bayley, Crockett, Dowden, Dunn,
Fields, Frischling, Mathai-Davis, Pennock, Quigley, and Sklar are referreo to collectively herein
.-as 'the “AIM 'Director Defendants.” As of May 2004, each of the AIM Director Defendants'
oversaw at 'lenst 112 separete AIM/INVESCO Funds or “portfolios.” The AIM Director
Defendants business address is 11 Greenway Plaza, Suite 100 Houston, Texas 77046,

The INVESCO Director Defendants

64. - The following defendants were directors of the INVESCO Funds and/or the trusts
or entities thet consisted of the INVESCO Funds during the Class Period:
(a) Defendant Fred A. Deering. (“Deering”’) was Vice Cheirman of the Board
_ during the Class Period. Deering also served as'a member of the Executive, Audit, Veluation,
Legel Insurance and Nominating Committees during the Class Penod Deering received
compensa’non totahng approximately $475 800 during the Class Penod
(b) Defendant chtor L “Andrews, Ph.D. (“Andrews’) was a director during
the Class Period. Andrews also served as a member of the Investments and Management
Liaison, Derivatives, Compensation, and Retirement Plan Committees during the Class Period. -

Andrews received compensation totaling approximately $401,100 during the Class Peﬁod.
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(©) befendant Bob R. Baker (“Baker”) was a director during the Class Period.
Baker also served as a member of the Executive, V;iluation, Investmenis and Managgfhent
Liaison, Brokefage, Nominating, Corﬁpensation, .apd Retirement Plan'Committeés during thé
Ciass Period. Baker received'compensa;ionbtotalving approximately $760,354 durmg the Class -
 Period.
(d) ‘Deféridant L;awrence H. Budner (“Budner”) was a director during the - A_
- Class Period. Budner aiso served .as a member of the‘ Audit, Brokerége, Compenéation, and‘ |
Retirement Plan Commitfeés during the Class Period. Budner received compensation totaling
approx1mately $391,900 during the Class Period.
(e) Defendant James T Bunch (“Bunch”) was a director durmg the Cl#ss
Period. Bunch also served’ as a member of the Investments and Management Llalson, Brokerage,
and Nommatmé Committees durmg the Class Period. Bunch recex\}ed compensatlon totalmg
approxunately $627, 654 during the Class Period.. |
| ® Defendant Gerald J. Lewis (“Lewxs”) was a director during the CIass
_Period. Lewis also served as a member of the Audit, Denvatwes, and Legal Committees during
the Class Period. L_ewi§ received cornpénsétion totaling appfoxirnately $626,254 during the
Class Period. . | |
@® Defendant John W. Mclntyre (“Mclntyre”) was a ditector during the Class
Period. McIntyre also served as a member of the Executive? Audit, Valuation, Brdkeragé, and
Legal Cofnmitteés during the Class Period. 'McIntyre received compensatioﬁ totaling
| approxiﬁiately $465,750 during _the Class Period.
| (h)  Defendant Larry Soll, Ph.D. (“Soll™) was a director dunng ;he Class

Period. Soll also served as a member of the Investments and Management Liaison, Derivatives,
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Nominating, Compensation, and Retirement Plan Committees ‘during the Class Period. Soll
received compensation totaling approximately $775,329 during the Class Period. |
() Defendarits Deering, Andrews, Baker, Budner, Bunch, Lewis, McIntyre

and Soll are referred to collectively herein as the “INVESCO Director Defendénts.” As of May

2004, each of the INVESCO Director Defendants oversaw at least 112 separaté AIM/INVESCO
Funds or “portfolios.” The INVESCO Director Defendants’ business address is 11 Greenway’
" Plaza, Suite 100, Houston, Texas 77046.

The John Doe Defendants

- 65.  The true names and capacities of Defendants sued herein as John Does 1 through
100 are other active participants with the above-named Defendants whose identities have yet to

_‘be ascertained.

SUBSTANTIVE ALLEGATIONS

ALL OF THE DEFENDANT ENTITIES INVOLVED WITH RUNNING,
~ ADVISING, MANAGING AND PROTECTING THE FUNDS INVESTORS
VIOLATED THEIR DUTIES IN CHARGING AND OBTAINING EXCESSIVE FEES

66.  The fees charged to mutual fund investors are required to reflect the equivalent of
fees thatv wouid have bé'en the result of arm’s-length negotiation. Difectors are supposed to
hegotiate the fees charged to the fund iﬂvestors on behalf of the investors wﬁo, individually, are
unable to negotiate such fees. At the same time, investment advisers and their éfﬁliatcs have a
fiduciary dﬁty with respect to the fe;es that are charged to investors inl that the fees must be
reasonébly related to the services providéd and cénﬂicts of interests should be disclosed.

B 67. Congress and the Supreme Court have recognized the potential coﬂcts of
interest that exist in the mutuai fund industry and placed safeguards to protect investors. Since it
is difficult for investment advisers to b¢ completely impartial towards clients given their

profitability goals, investment advisers are under a duty to disclose to clients all mater_iél
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‘information “which might incline an investment adviser — cbnsciodsly or unconsciously - to
render advice which [is) not disinterested.” SEC v. Capital Gai’ns R_eséarch B-ufeau, Iﬁc., 375
U.S. 180, 191-92 (1963). The Investment Adviser Defendants failed adequately to disclose to
sﬁareholdcrs tﬁat fees were actually being uéed fdr the payment of kickbacks to brokers solely to
‘ beheﬁt these and the other Defendants and that investors did not receive any benefit therefro_m:.
In fact., the inflated fees that the Investment Adviser Defendémts charged the Funds and their - )
investors were ‘not reasonably rel#ted to services_rendered‘ and were fﬁerefore excessive. . :
68. Distributofs, as affiliates of the investment adviser, are also fiduciaries to
investors with.respect to the fees inve§tqrs pay.. Furthermoré, the NASD has impleménted ,
additionél regulations to prevent registered distributor Broker-dealers (such as ﬁle Disnibﬁtor ‘
Defendants here) from offe'ﬁng gifts or making directed brokerage payments to bquers on the
c;ohdition of saies of a mutval fund. In violation of thé fbrcgoing, tﬁe D'istributolt- Defendénts
were the conduit for arrangement of the revenue sharing payments to brbkers on behalf_' c'afv
AIM/INVESCO. For example, according to recent disclosures from Morgan Stanley, groéé
payfnents, asset payments and_recordkeeping payments Qete rhéde to brokers by the Distributor
Defendaﬁts on behalf of the AIM/INVESCO Fund family in eXchangé for “Shelf Space.” Asis |
common in revenue arrangements, and can be presumed on the basis éf the 'Di’stri.butox_- |
Defendants enteﬁng arrangeménté with brokerage firms on behalf of a fund family, distributors
tell the investment adviser where to direct brokverage to ﬁ.llﬁ'l]‘revenue sharing obligationé.
69 As to the directors, Congress fortified directors’ duties by adépting Section 15(¢c)
of the Imlrestment Company Act, requiring directors to be adequately informed and giving them
the é’ufhority to demand documents from investment advisers to make their decisions. Because

AIM/INVESCO'’s directors were beholden to the Investment Adviser Defendants and in breach.
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of their ﬁdueiary'duties, the Director Defenda_ntsb failed to aciequaiely inform themselves or |
negotiete lower advisory aﬁd distribution fees with the Investment Adviser Defend'ants.'
Fuﬁhennore the Director Defendants failed to hold the Investment Adviser Defendants
accountable for revenue sharmg agreements entered into by Al'M/INVESCO with various
| brokeragc firms, and other shelf space payments for which the Investment Adwser Defendants
' and Distributor Defendaqts charged the Funds and their investors excessive fees and

conuniseions. |

| 70 - Various fees and use of Fund aseets are determined betweeh' the above—mexitioned

parties. Speciﬁcally, the directors negotiate with ipvestment advisers and distﬁbutors,

investment advisor fees, 12b-1 fees, service fees, Soft Dollars and directed brokerage. .

_ investnien_t adviser fees ere'usually a percentage of assets under management. As the fund assets
- increase, such fees parallelythis growth. The growth of fund assets may occur for Va.rious
Teasons, i’nclﬁding increased investments, high returns or market apj)reeiation. :

71. - 12b-1 fees get their name from the SEC rule that authorizes their payment. Rule

12b-1 ﬁermit‘s a'fund to pay distribution fees out of fund assets only if the fund has adopted a
plan ._(12b-1 p‘lan) authorizing their payment. “Distribution fees” inc'Iude fees paid for marketing
and selling fund shares, such as compeﬁsaﬁng brokers and others who sell fund sl'lares, and
j)aying for advertising, the printing and mailing of prospectuses to new investors, and the
priniing and mailing of sales literaﬁue. ThevNASD has pleced al% eap on the amount of 12b-1

fees thet may be charged to the fund, and the AMINVESCO Defendants often charged the
maxunum amount (1%) permissible.

72. Service fees axe fees paid to persons to respond to investor inquiries and provide

investors with information about their investments. Unlike distribution fees, a fund may pay
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| 'sharehovlder service fees without adopting a 12b-1 plan, The NASD imposes an annual .25% cap
on shareholder service fees (regardless of whether these fees aré authoﬁzed as ﬁart of 2 12b-1
plan). | |
| 73. “Soft Dollar” practices are a&angéments under which products or sefvices other

| ‘than execution of securities transactions are obfained by an adviser fromn or through a broker- |
_dealcr.in exchange for the directioﬁ by the advisef of client brokerage transactions‘to:the'brokexf-
déaler. In other words,. funds are élloWed to include in “commissioﬁs” payments for not onl& |
pu‘rchase‘ an;i sales executiﬁn, but also for specified services, which the SEC havs'deﬁned to
include, “any service that provides lawful and appropriate aésistar_lce to the money manager in
the 'perfcrmance of his investment decision-making responsibilities.” The coMssion axﬁount;
chargéd by brokerage_s to investment advisers in excess Qf the purchase and sales ghargés are
_ known as “Soft Dollars.” |

74. Direcped brokerage is the préctice of investment advisers din:ctingthe ﬁndérlying
portfolio 's_ecurities trahséctions to broker-dealers that sell shares of the fund in return for favored
, freatnient. The practice raisgs_ a problem for investors because; fﬁzer alia, it creates a conflict of
intérést for the invest:ﬁent adviser for the reasons discussed he?ein, it encouréges chu.rning of - |
clients’ accounts and, according to the SEC, it has led funds to “pay ué," or tradelsecurities at |
comfnission rates higher tﬁan the fund would pay if it were not indirectly paying for distx-ibution '
through directing brokerage.

75. Ail of the Defendants involved with running, advising and prétecting the Funds
and thei.r.invgstors viplated'their ‘duties. As described above, the ﬁlveSMmi Adviser Defendants
(aloﬁg with the Distributor Defendants) secretly siphongd monies from the Funds and their'

investors in various forms, as described below, in order to pay for shelf space at brokérage
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houses. ' Thé AIM/INVESCO Funds grew as a result and so did the Investment Adviser
Defendénts’ asset-based feés. But the services being performed by the Invcsﬁnent Adviser
Defendants did not change and _eéonomies of scale were not passed on to investors, resulting in
the r¢ceipt of ‘e;(céssive fees from investors. The Director Defendants breached their ﬁduciaiy

| duty to be adequately infofmgd and negotiate the advisory and diétribuﬁon fees on behalf of the
Fund shé.reh‘élders 50 as to eﬁsure'that_such fees Qere not excessive. They were beholden to the
Investment Adviser ‘De.fendants,.and siphdned monies from the Funds and their investors in the
- form o.f excéSsive fees, as described herein. In .iight of these conflicted posi-tiohs, no entify is .
perfonning ﬂae“‘Watchdég” rdle or otherwise looking out for ihe Funds or theif investors. -

Investment Adviser Revenues Were Significantly
Increasing Before and During The Class Period

76, AIM/INVESCO’s Fund sales and, thus, asset-based investment advisory fees,
incr'casedb signiﬁcantly over time, including during the Class Period. For instance, |
AIM/INVESCO Fund asséts under management grew 29% from $357.4 billion in 1999 to about
$461 billion through the first half of 2005 .‘ This increase in assets means that the dollar amounts
 of the asset-based advisory fee_é have also signiﬁcaﬁtly increased.

: 77. Additidnally, asan example, in 1999, the sharcholders of the -A]M.La.fge Cap
Growth Fund paid $42,255 in investment advisory fees and by 2003, thé fund was paying
$2,85 0,279' in investment advisory fees. Duringvthis time, according to the master investmeﬁt
advisory agreements, the advisory fees that were paid (which were a percentage of the Fund’s
average daily ﬁet assets) remained the same'whg:n they should have been decreasing to a’ccouni
fbr the econoniies of scale. In addition, vthe administration fees paid by the AIM Large Cap
Growth Fund and their investors increased substantially during the Class Period, going from

$29,197 in 1999 to $218,708 in 2004. See October 31, 1999 and October 31, 2004 Large Cap
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| Growth Fund Annual Reports. Despite this significant increase in fees, the AIM Large Cap
Growth Fund Prospectuses did not éite any differences in the services brovided.,dﬁriné this time
period.- Additionally, net assets for thé fund increased from $4.3 million to $680-million. Inthe
1999 annﬁal feport, the Manager’s ‘Over‘view secﬁon even highlighted the fact that ‘;[n]et assets.
under management soared to $14 million” from $4.3 million in just six month;. In light of t_hé :
_increaéed assets under maﬁagemenf and the economies of scale created, the fees cﬁarged'by =
Defendants to _their Fuhds- and theirinvestors. were grossly dispropoftional to the services,théf "
were being provided. Also during this same time, AMVESCAP’s revenue increased from $1.33
billion to $2.21 billion. As explained. in the AMVESCAP PLC (the parent company of A]M and
INVESCO) 2004 Anhual Report, revenues arise substéntia.lly from manégemént, service énd
distribixtioh fees gengratgd from assets under rﬁanagement. | “

78. ‘Due in large part to Defendants’ shelf épace payments, the ass‘ets_fn'a.nagec.i ‘by the
Investment Adviser Defendants ha.ve growﬁ dramatically, and so have their} revenues, net incbme |
and profit margins. Dﬁring the Class Period, the immense growth of assets under managément

_ has generated substantial economies of scale to the great-beneﬁt' of Defendants, which have not
been:paésed on to thg funds or their investors through lower fees. '

79. A;' a result of theée practices, the mutual fund induétry was enqnnbusly proﬁtab!é
for AIM and INVESCO. HoWever, AIM and INVESCO’s profits at the expernse of |
AIM/INVESCO Fund shareholders remained unchecked by the Director Defendants thr_éughout

the Class Peri.od.’ In this regard, a Forbes article stated:
| | The average net pfoﬁt margin at publicly held mutual fund firms

was 18.8% last year, blowing away the 14.9% margin for the
financial industry overall ...

* * *
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The [mutual fund] business grew 71-fold (20-fold in real terms)
in the two decades through 1999, yet costs as a percentage of
assets somehow managed to go up 29%. ... Fund vendors have
a way of stacking their boards with rubber stamps. As famed
investor Warren Buffett opines in Berkshire Hathaway’s 2002
annual report “Tens of thousands of independent directors; over
more than six decades, have failed miserably.” A genuinely
independent board would occasionally fire an incompetent or ‘
overcharging fund adwser That happens just about never,

'See Ne11 Weinberg and Emlly Lambert The Great Fund Failure, FORBES, Sept 15,2003, at 176
(empha515 added).

| 80.  The excessive fees only served fhe purpose of increasing Defendants’ proﬁts. o
The proﬁtability of a fund to an adviser;manager is a function of revenues miﬁus the costs of
providing services. Defendants’ incremental costs of providing advisery eewices to the Funds
- were nominai while the édditional fees receiQed by Defendants. were hugely disproportionate
given that the nature, quahty, and level of the services remamed the same.

Defendants Took Advantage of Various Types of
Fees by Making Excessive Charges to the Funds

'81.  According to SEC filings, Defendants’ main source of revenue is derived from
investment ad\?iser, administration, distribution and sefvice fees.} In the ebsence of _effective
“watehdogs” (i.e., the Director Defendants), the Investment.Adviser Defendants and. Distributor
Defendants were able to take advantage of varieus forms of fees and Fﬁnd assets under their -V
control. Specifically, Defendants charged excessive investment adviser fees, adminis'tratioxi'fees_,
12b-1 fees, service fees, and brokerage commissions.

82, ’ Durmg the Class Period, the dlsmbutlon fees significantly increased. For
example, in the A]M Large Cap Growth Fund, distribution fees charged to Class A shares rose
from $13,1591n 1999 to $606,542 in 2004; distribution fees charged to Class B shares rose from

$16,134 in 1999 to $1,205,821 in 2004; and distribution fees charged to Class C shares rose from
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$2,610 in.1999 to $499,243 in 2004. This disproportional increase without any correlating
increase in services, esp‘ecially in light of the Funds’ fixed costs, is illustrative of ‘the_ h
exces'siveness-c}f the fees charged.. |

| 83. ‘ | Furthérmore, fund staiistics aiso demonstrate that fees were actually incregsing
when they should have been decreasing due to economies of scale from increased assets, As was

noted by Russel Kinnel, director of mutual-fund research at Morningstar, “[t]he'mﬁtual-fund.

business hasn’t done a good job of delivering economies Qf scale.” Adrienne Carter, Mutual
Funds: Why Fees Still Déﬁz Gravft)f, BUSINESS WEEK, May 2, 2005, at 70. ThlSlS clearly
illustrated when looking at A]M/INVESCO’S ratio of expeﬁses compared 1o the incre;aSe in i)et |
assets. For example, despite the fact that net assets for the AIM Core Stock Fﬁnd increaséd from

| $4.674 million in.2003>t9 $8.159 million in 2004, the net asset value per share of the fund

_ deéreased froﬁ $11.56 t0 $10.86. Yet, during the same period, expénses charge_d by Defé{ndants,

| increased, with the ratio of expensés to net assets increasing from 1.23% t0 1.25%. Addiﬁonally, |
.‘the management fees remained constant at 0.51% (me?ming the dollars paid increased

~ substantially), but no additional services were provided.

84. Simi_laf]y, despite the fact that nét assets for the AIM High Iﬂcéme Municipal
Fund increased from $38.645 million in 2000 to $94.657 million in 2004, the net .asset value p_er‘
share of the fund decreased from $10.04 to $8‘64. Yet, during the same period, expenses
chargéd by Defendants increased, with the rati6 of expenses to net assets inaeasiﬁg ﬁorﬁ 0.50%
t0 0.55%. Additionally, the management fees remained constant at 0.60% (rﬁeaning the dollars

paid increased substantially), but no additional services were provided.

85. Similarly, despite the fact that net assets for the AIM European Growth Fund o E

increased from $157.651 million in 2001 to $301.659 million in 2003, the net asset value per
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share of the fund decreased from $23.59 to $15.60. Yet, during the same period, expenses
charged‘by Defendants increased, with thé ratio of expenses to net assets incréasing frorﬁ 1.83%
to 2.01%. Additioﬁally, thé management fees remained constant at 0.95% (meaning the dollars
paid increased substantially),'but no additional services were provided..

o 86." AIM/INVESCO’S high expenses and failure to pasé on any economies of scale is
| 1fL'1rther réﬂeéfed when-compaﬁng AIM/INVESCO’S Fund expenses to the expenses charged by
o‘ther,- smaller funds with less economies of scale available. .For instance, the AIM Dent
: Derhographic Trends Fund, with $478 million iﬁ assets as of July 31, 2004, ‘had' annual eipénses

of $2.00 per $100 invested. Much smaller funds, with lesvs thﬁn'$70 million in .as'sets, had ,

between $0.80 -$1.15 in annual expenses per $100 invested. James M; Clash, Tize Frugal
’Inv-estOr, FOREES MAGAZM, Sept. 20, 2004, ét 230, available at’http://www.forbes.‘com/forbes/ ‘

2004/0920/230_print.htral. - . |
| 87‘ Subseqﬁeﬁt to fhe Class Period and as a result of beiﬁg Linder_ intense scrutiny
from 'r‘egulators, new competitors and consumers have become aware of the “ravages of high
fees,” and other investment advisers have started to reduce their fees th:rbughout the mutual fund
| industry. According to Lipper (@hich provides research and analysis on mumal fund’s), between

j uly 31, 2003 gnd July 21, 2604, 528 mutual funds decreased fees at the portfolio level. Daniel

Gross, Mutual Funds, Crazy Ediiie-Style, Why Theyv’re Slashing Fees, SLATE, Sept. 28, 2004,

http‘:/./slate.msn.com/id/m07369/. Similarly, AIM/INVESCO has also waived advisory fees

payablé to AIZ‘M)by certain AIM Funds, effective January 1, 2005.

o 88.  The economies pf scale enjoyed by Defendants with respect to the fees they
éollect have not been shared with Funds investors as required by Sectioh 36(b) of the ﬁwestment

Company Act and Rule 12b-1. Instead, as shown above, as the size of the Funds grew,
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Defendants’ fees increased without any corresponding increase in servrces to the Funds, and
Defendants’ costs decreased due to ecooomies of scale. Asa re.sult,_the. fees paid to Defendants.
for services proﬁided to the Funds were grossly disproportionate to those sewiceé, were
excessive, and-violated Section36®).

The Fees Are Also Excessive When Compar_ed To Fees
Charged Where Both Parties Negotiated At Arm’s-Length

' 89.  The excessiveness of the fees charged by Defendants is illustrated by trxe low_er _
fees paid by unafﬁl'iated irrvestment managemeht’compa_nies to Investment Adviser Defendants
when it aeteé as sub-adviser to unaffiliated funds. ,Flind companieo sometimee hire outside ‘
money managers, known as sub-advisers, to do the day-to-day stock or bond p'icking The fees
in these relationships tend to be lower. As noted by New York Attorney General Ehot Sp1tzer '

' whcn dxscussmg adv1sory fees before the Umted States Senate:
[Ulnlike most mutual fund fees where directors rubber starrlo their
affiliated management company’s request, the fees charged by
subadvisors are the product of an arms length negotiation between
4 disinterested parties. - |
See Eliot Spitzer, Before the United States Senate Governmental Affairs Committee
Subcommittee on Financial Management of the Budget, and International Secority (Jan. 27,
2004). | :
90.  Aspartof Sprtzer s settlement w1th Defendants rega.rdmg their unlawful ma.rket
timing activities, Defendants agreed to fee advisory reductlons and to pubhcly dlSClOSC a
summary of a senior officer’s eyaluatxon of fees. These drsclosures discuss how AIM’s fees
| compare for providing advisory services to AIM Funds versus 'sub-edvisory services to
u_nafﬁ]iated funds. According to these disclosures, Defendants routinely charged more

investment advisory fees to AIM Funds compared to fees charged for sub-advisory fees to -

unaffiliated funds. For exemple, AIM’s Aggressive Growth Fund fees are higher than sub-~

29




advisory fee fates for four unafﬁliated mutual funds for which an AIM affiliate serves as sub-:
adviser;‘AIM Basic Value Fund’s fees 'wefe hi gher than sub-adﬁsow fee rate§ for WhJCh an
affiliate of AIM serves as sub-advisor; and AIM Blue Chip Fund’s advisory fee rate was higher -
than what it charged for three unaffiliated mutual funds for which an AIM affiliate serves as a

| subv-,ad'visorv. | |
| | DEFENDAi‘ITS"IMPRO'PERLY ‘USED FUND ASSETS TO

ENTICE BROKERS TO PUSH AIM/INVESCO
- MUTUAL FUNDS ON UNWITTING INVESTORS

i)efendants Used Improper Means to Aéquiré “Shelf Space” at Brokeréges‘

‘ 91.  Unbeknownst to Plaintiffs and other members of the Class, AIM/INVESCO used
the assets of its mutual fund investors to participate in “shelf-space” pr‘ograms‘at various »‘

. brdkcrages, iricluding; bui not limited to, Mérgan Stanley, Salomon Smith Bamey, AEFA HD.
Vest Investmeﬁt Services ahd Wachovia Securities. AIM/NVESCO improperly paid these and
other brokemges to aggressivély push AIM/INVESCO mutugl_ funds on unwitting investors.
These arréngements were signiﬁcaht to A]M/INVESCO since revenue sharing ‘arrangement,s
have béen known to increase ten-fold the amount of money received by mutual funds. However,

the arrangements between AIM/INVESCO and brokerages were illegal because Defendants:

(1) used Fund assets to pay fdr these arrangements; (2) shifted their own out;of-pdcket_expenses
fo the Funds; and (3) failed to disclose the magnitude and nature of these arrangements to
investors. AIM/INV ESCO’s practices have led to investigations by tﬁe SEC, NASD and various
state régulétofs. To date, these ihvestigaﬁons have resulted in fines and censure of Morgan
S@ﬂey and A_EFA for their acceptance of -the improper relationships with' AIM/INV ESCO.

o 92. As alleged herein, Defendants employed several differént means to increase thei;
pro'ﬁts by, among other wroﬁgful practices: (1) increasing the Amount of fees they were able to

retain by shifting fees, expenses and commissions to AIM/INVESCO Fund shareholderé; and (2)
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“enticing third-party brokers to increase sales of A]ZM/INVESCO Funds, using money paid by
current shareholders, thereby increasing the amount of assets under management and pfoﬁts the
Investment Adviser Defendants and their affiliates could reap with no Corresponding benefits to

the AIM/INVESCO Fund shareholders.

_ Participation in Imnrg;er'S_helf Space Progfams with Morgan Stanley
93 As mentionéd. above., A]M/lNVESCO participated in “shelf space” programs at |

bfokefages such as. Mofgan Stanle-y', Salomon Smith Barney, AEFA,’ H.D. Vest Investment |
Services and Wachovia S,écuritich

94,  Pursuant to the “shelf space” progfam agreements, brokers steered unwitting_
clients iﬁto AIM/INVESCO Funds because they were paid more for AIM/]NVESCO Funds than
ofhef mutual funds. | | -b A

95, - The “shelf space” program AIM/INVESCO ,participa.lted in at Mo_fgé_m Sta.ﬁley was
called the “Partners Program.” Thé Partneﬁ Program was nothing more than a series of Véiled :
‘paym-ents' by AIM/INVESCO to Mbrgan Stanley to steer unwitting investors into

AIM/INVESCO Funds. In a nutshell, under the “Partner’s 'Pro.gfénl,” Morgan Stanley brokers:

improperly pushed AIM/INVESCO Funds on unwitting cliehtsbecauée they feceivéd more cash.
to do so.. o

| 9. - Aécording t§ former Morgan Stanley brokers and intemal Morgan Stanley
documents, pursuant to the Partners Program, Morgan Sta.nlgy adopted a broker “Incehti,?e
Compensation;’ éayout grid that provided up to 3% greater compensation fof “asset-based
| products;’; Versus “u'ansaction-baéed products.” AIM/INV ESCO Funds were classified as “asset-
baséd.products," while non-Partner Program funds were classified as “transaction-based - | “

products” and resulted in a smaller payout to the brokers.
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97. | Because of the improper inducements paid by AIM/INV ESCO, Morgan Stanléy’s
managément made it clear through ﬁnh-vﬁde memos that it wanted its brokefs to tike advantage
of the payout grid by directing investors into AIM/INVESCO Funds. As stated by Bruce
Albnso, the niaﬁaging diféctéf of Morgan Stanley’s Investor Advisory Services Divigion,_ ina
| ﬁrm-Wide message entitled *“An Important Message from Bruce Aionso Regarding the 2003
vCompen’ysati'o.n Plan” circulated thfoughout Morgan Stanley in December of 2002; “the reéently
announced 2003 Compensation Plan provides you with the opportunity to increase your overall
- compensation by focusing on asset—based produéts,” ie ,V AIM/INVESCO Funds. - |

- 98.  Under the comi)ensation grid discussed above, for instance, a bl;oker whose
annual production was over $1 million received 42% of the commissions on “asset-based -
'prédu"cts” and 40% of the éommissions on “trénsactionfbased products.” Accordingly, brokers A
generally received a higher payout from the s‘aJe. of the AIM/INVESCO Funds tha.n “non- |
Partner” ;hutual funds. | |

| 99.  -Additionally, in order to further push AIM/INVESCO Funds and reap tﬁe benefits
of the extra iri_ducements from AIM/INVESCO, Morgan Stanley management gave
AIM/INVESCO Funds prioﬁty i)lacement in the rgview of fund materials to be distributed to
Morgan Starﬂgy brokers; gavé AIM/INVESCO access to Morgan Stanley’s brancﬁ system at the
branch mapagers’ discretion; gavé AIM/INVESCO‘direct access to Morgan Stahléy brokers;.
inciﬁdcd AIM/INVESCO in Morgﬁn Stanley broker events; and invited AIM/INVESCO to

participate in programs broadcasted to brokers over Morgan Stanley’s internal systems.

The November 17, 2003 Announcement
100. OnNovember 17, 2003, Defendants’ practices began to come to light when the
SEC issued a px“essirelease (the “November 17 SEC Release”) in which it announced a $50

million settlement of an enforcement action against Morgan Stanley Dean Witter relating to
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improper mutual fund sales pracﬁces. The AIM Funds were subseqﬁently identified as one of
the mutual fund families that Morgan Stanley brokers were paid to promote. In this regard, the | | '
release announced:

[TJhe institution and simultaneous settlement of an enforcement
action against Morgan Stanley DW Inc. (Morgan Stanley) for
failing to provide customers important information relating to their
purchases of mutual fund shares. As part of the settlement,
Morgan Stanley will pay $50 million in disgorgement and
penalties, all of which will be placed in a Fair Fund for distribution
to certain Morgan Stanley customers.

; Stemming from the SEC’s ongoing industry-wide investigation of
mutual fund sales practices, this inquiry uncovered two distinct,
firm-wide disclosure failures by Morgan Stanley. The first relates , _
to Morgan Stanley’s “Partners Program” and its predecessor, in-
which a select group of mutual fund complexes paid Morgan ' :
Stanley substantial fees for preferred marketing of their funds. - ' i
To incentivize its sales force to recommend the purchase of ' h -
shares in these “preferred” funds, Morgan Stanley pald |
increased compensation to individual registered : ,
representatives and branch managers on sales of those funds’ L L
shares. The fund complexes paid these fees in cash or in the
form of portfolio brokerage commissions,

See Press Release, U.S. Securities and Exchange Commission, SEC Charges Morgan Stanley
With Ihadequate Disclosure in Mutual Fund Sales (Nov. 17, 2003) (on file with author), |
available at http: //www sec.gov/news/press/2003-159.htm (emphasis added)

101. The November 17 SEC Release further stated o ' ‘ -

The Commission’s Order finds that this conduct violated Section
17(2)(2) of the Securities Act of 1933 and Rule 10b-10 under the
Securities Exchange Act of 1934, Section 17(a)(2) prohlblts the
making of materially misleading statements or omissions in the
offer and sale of securities. Rule 10b-10 requires broker dealers to
disclose the source and amount of any remuneration received from
third parties in connection with a securities transaction. The Order ‘

also finds that the conduct violated NASD Rule 2830(k), which o i
prohibits NASD members from favoring the sale of mutual fund ' '
shares based on the receipt of brokerage commissions.
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~ Stephen M, Cutler, Director of the Commission’s Division of
Enforcement, said: “Unbeknownst to Morgan Stanley’s

“customers, Morgan Stanley received monetary incentives — in
the form of “shelf space” payments - to sell particular mutual
funds to its customers. When customers purchase mutual
funds, they should understand the nature and extent of any
conflicts of interest that may affect the transactlon

Morgan Stan]ey has agreed to settle this matter, wuhout adtmttmg
- or denying the findings in the Commission’s Order. As part of the
- settlement, Morgan Stanley will pay $25 million in d1sgorgement
and prejudgment interest. In addition, Morgan Stanley will pay
- civil penalties totaling $25 million.

In addition, Morgan Stanley has undertaken to, among other -
things, (1) place on its website disclosures regarding the Partners
Program; [and] (2) provide customers with a disclosure document
that will disclose, among other things, specific informatjon
concerning the Partners Program, and the differences in fees and
- expenses connected with the purchase of different mutual fund
. share classes; [. .. .]

Finally, the Comm1sswn s Order censures Morgan Stanley and
‘orders it to cease-and-desist from committing or causing any
violations of Section 17(a)(2) of the Securities Act of 1933 and
Rule 10b-10 under the Securities Exchange Act of 1934,

* *x . ok

The NASD also announced today a settled action against Morgan
Stanley for violations of NASD Rule 2830(k) arising from the
Partners Program and its predecessor.

Id. (Emphasis added.)
102, In fact, the Novembqr 17, 2003 NASD News Release explained that:

Morgan Stanley operated two programs - the Asset Retention
Program and the Partners Program - in which it gave favorable

" “treatment to products offered by as many as 16 mutual fund
companies out of a total of over 115 fund complexes that could be
sold by the firm’s sales force. In return for these brokerage
commissions and other payments, mutual fund companies received
preferential treatment by Morgan Stanley...

This conduct violated NASD’s “Anti-Reciprocal Rule,”
Conduct Rule 2830(k), which prohibits members from favoring
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103.

* relevant part:

the distribution of shares of particular mutual funds on the
basis of brokerage commissions to be paid by the mutual fund -
companies, as well as allowing sales personnel to share in
directed brokerage commissions. One important purpose of .
the rule is to help eliminate conﬂlcts of interest in the sale of

‘autual funds.

On November 18,2003, The Washington Post nub]ishéd an article which states in

Investors who bought mutual funds from Morgan Stanley, the
nation’s second-largest securities firm, didn’t know that the
company was taking secret payments from some fund companies
to promote their products, according to allegations that resulted in
a $50 million settlement agreement yesterday with the Securities
and Exchange Commission.

In many cases, those same investors were actually footing the bill,
indirectly, for the slanted recommendations, the SEC said. Some
of the 16 fund companies whose products were pushed by Morgan
brokers paid for the marketing help by letting Morgan handle some
of their stock and bond trading, The millions of dollars in - ‘
commissions earned by Morgan on that trading came out of mutual
fund share owners’ profits, according to the SEC.

¥ S ¥ L%

Morgan said yesterday that companies in its “Partners
Program” included AIM Management Group Inc..

See Brooke A. Masters and Kathleen Day, Morgan Stanley Settles thh SEC, NASD Firm

Accused of Fatlmg fo Dzsclose Funds’ Payments, TI{E WASHINGTON POST, Nov 18 2003 at EO1

(emphasis added.)

104.

On November 24, 2003, the Chicago Sun-Times published an article stating that

_ “Morgan,StanleY’s bill of righté reveals the coxnpany receives special payments from 16 funds

groups ... Such payments provide these firms with ‘greater access’ to Morgan Stanley’s brokers;

with all the fishiness that implies.” Russ Wlles Investor ‘Bill of Rights’ Doesn’t Go Far

Enough CHICAGO SUN-TIMES, Nov. 24 2003, at 63.
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105. " According to AIM/INVESCO internal documents, in 2001, Defendants agreed to
pay Mérgari Stanlcy‘ a certain percentage in basis points (“bps™) (one bps is 0.0l%) with Soft
Dollars for xﬁarketing, and in hard dollars for asset retention. AIM ranked in the top 10 at
Mbrgan Stanléy with saleé-'tdtaling’$407 million. Furthermore, acéoiding to an AI]WINVESCO
intémal mémorandum, as bart of AIM’s and Morgan Stanley’s 2003 marketing sﬁpport
-agreement, AIM agreed to péy bps in Soft Dollars oh Class A, B and C shares, while meetings
were paid in cash. 'AIM also agreed to pay cash f_br_a Direcfors Club meeting held at the BellagioA
in I",as‘Vegas,' as well as for a Presidents Club rﬁeeting also 'at the Bellagio. AM also agfeéd to
pay bps on assets retained for one year or more; cash for networking fees on écc'ounts that are not
‘in an omnibus account; and cash when accounts go into an omnibus abcount.

- Defendants Negotiated And Profited From_Improper “Shelf Space” Arrangements

106. The conflicts of interest and harm to AIM/INVESCO Fund shareholders
»evid'enced by»AIM and INVESCO’s ‘relationship.to Morgan Stax;ley are paradigmatic of other
conflicts of interest and harmful afrangementscnte;ed into by D‘efendants. Throughout the Class
Period., AIM/INVESCO entered into _vaﬁous. other quid pro quo arrangements with various
broker-dealers. In addition to those already mentioned, below are additional broker-dealers with
whom AIM/INVESCO had éstablished 'improper érrangements to push AIM/INVESCO Funds.
| 107. | FSC Securities Corporation represents financial advisor§ under the AIG group
umbre_ua. The firm’s September 14, 2004 “FSC Disclosure Documeﬁt for Mutual Fund and
Va.riaBle Annu;ty Shareholders” indicates that AIM participated in “shelf space” arrangements"
with FSC. See http://www.fscor'p.com/EPProgfémDisclosure.pdf. According to the FSC
.Disclosu‘re Document, AIM péid FSC an amount “in addition to the customary sales charges in
connection with sales of mufual funds.” Jd. FSC Securities aiso disclosed that its ihdividuél

brokers, as well as FSC Securities, are compensated by AIM such that it “may create an

36




inégéntive for representatives to sell such funds.” Id. Furthermore, on sales of AIM Funds, FSC
b’rokers‘ did not have to pay a ticket chargé, further increasing their compensaﬁon. |

108.' FSC Securities diséloscd that it also received ¢ompensatiori in the form of 12b-1
fees: “12b-1 feés are payﬁiehts made by a mutual fund in connection with a distribution of its
s;eduxities. “The fund compény takes 12b-1 fees out of the fund’s éssets each year for'marketing

: and di str'ibuti.on expénses,_. wlﬁch ﬁay include compensating representatives.” ld. (Emphasis
added.) |

| 109. Inalune 2004 press release on £he Smith'Ba..mey website entitled “Mutuai Funds,

Revenue Sharing Fund F érnilies,” Smith Barney, a _divisioh of Citigroup Global Markets Inc.
(“CG_MI”), identified that the AIM Fuﬁds made payments to Smith Bafney as part of a “shelf

: spﬁce” anangement. See http://www.smithbai;ney.con)/products;éervices/mutual_funds‘
/investbr_’information/revehueshare.html. Abcording to AIM/INVESCO internal c'locuments,.
AM Deféndan& agreed to 'pay bpson Class A,Band C svhare__salles.. In 2001, AIM ranked in the
top 10 in Smith Bamey’s sales of mutual funds, with $350- million in sales. As for the affiliated
broker dealers of CGML, Citicorp Investment Services and PFS Investments Inc., AIM similarly

) agreed to pay bps on Class A, VB‘ and C share sales. They also paid a signiﬁc_ant additional
payment for meeting support as part offhe »sales and assets arrangements.

110.  AIM also entered into a shelf space arrangement with Chase Invéstinent Services
Corﬁoration (“Chase”). According to AIM/INVESCO intefnal documents, in a 2002 agreement |
with Cﬁase, AIM agreed to pay brokeragé commissions to Chase — in bps for sales of mutual
funds, as well as bps on assets under management. Chase élso paid cash for special meétings.

AM ranked in the top § in Chase’s mutual fund sales with sales of $150 million.
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111.  According to AIM/INVESCO internal docuxnents, in 200l AIM also egreed to
pay bps on seles to Merrill Lynch, and bps on assets that were l3 months old and greater than
$10 billion. - |

112. On its website, National Planning Holdings, Inc. (“NP "), a full service broker- -
~dealer, revealed that it had “entered into agreements” with AIM “who provide the BDs [broker~
-dealers] with marketmg and other serv1ces and who also prov1de the BDs with addmonal

compensation.” See hitp: //www sijonline. com/public/sii_disclosure. pdf Asa result, ATM pasd»
NPH’s brokgrs bps on gross sales _of AIM Funds. In addition, AIM pa1cl bps on the amount of
AIM assets uhder management by NPH brokers on an annuel basis. Finally, AM paid NPH a
s1gn1ﬁcant amount per year under the program. ‘ ‘

| 113. Accordmg to AIM/INVESCO mternal documents, AIM also entered mto shelf
- space arrangements with Bank of Amenca where it would pay bps on Class A, B and C shares

bps on assets as of year-end 2001, and bps on new assets accrued after the start of 2002 These
arrangements resulted in signiﬁcant increases in AIM]I_NVESCO Fund shares which soared from
$1 million in 2000 to $89 million in 2001 at Bank of America.-‘ .'
| 114, Wachoﬁa Securities has also identified on its‘vs'/ebsite that it received payments -
from»AIM as part ef a “shelf space” arrangement. See http://www.wachovie.eorrx./ﬁles‘
/Mutual_Fund_Guide2.pdf. AIM/INV ESCO internal documents note that AIM agreed topay
bps with Soft Dollars for sales of the funds and for assets under management. In 2001, . |
Wachovia had $270 million in AIM/INVESCO Fund sales— |
| 115. OnJune 8, 2005,'_the NASD issues a press release entitled “NASD Charges 15
Firms with Directed Brokerage Violations, Imposes Fines Totaling More than $34 Million.”

Among the firms fined was H.D. Vest Investment Services, who was fined $4 million for
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“operat(ing] ‘preferred partner’ or ‘shelf space’ progfams that provided certain benefits to a
relatively small number of mutual fund c‘omplexes' in return for directed brokerage. The benefits
to mutual fund complexes of these quid pro quo arrangements included, in various cases, higher -
visibility on the firms’ internal websites, increased access to the firms’ sales forces, participaﬁon
in ‘top producer’ or training meetings, and promotion of their funds on a broader basis than was
vavvai]able for other fuhdS.”; Available at wWw.nasd.com/web/idcplg?lchervic¢=SS_GET_‘PAGE
&ssDocName=NASDW_014340 (the “NASD Tune 8, 2005 Press Release™). The NASD went
- onto note that; |

The fine imposed on H.D. Vest Investment Services included

charges related to violations of NASD rules relating to non-cash -

compensanon H.D. Vest reimbursed brokers’ expenses incurred

- in connection with certain firm training and educational

- conferences based, in part, on the brokers’ sales of funds that

participated in its preferred partner program - instead of giving -

equal weight to the sales of aIl mutua] funds, as. requxred by NASD

‘rules.
Id. AIM Investments is identified as one of H.D. Vest’s preferred partners.

116, .A].M also entered into similar agreements With Deutsche Bank, Fidelity, ING,

Financial Network, IFG, Locust St. Sécurities, Multi-Financial, Prime Vest, Vestax, Washington
Squafe, Prudential Securities, UBS, W_ells Fargo Funds and State Street Global Markets, LLC.

Excessive Investment Adviser Fees To Pay For Revenue Sharing

117. Defendants charged mvestors inflated advisory fees to pay part of their revenue
sharing agreements. However, these fees should have been subject to Rule 12b-1 since they
dealt with distribution. .Advisory fees paid té anvinve.stmem adviser with the intent of aﬂ_ocatihg
a certain amount towards distribufioﬁ préctices, such as revenue sharin_g, where the investment
adviser and its a‘fﬁl.i_ates claim to make payments from their own profits, are regulated under Rule

12b-1 and Section 36(b). As the SEC explained, “Rule 12b-1 could apply . . . in certain cases in
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which the adviser makes distribution related payments out of its own resources.... ‘if any
allowance were made in the investment advi'ser’s‘fec to providé money. to ﬁnaﬂce dis_&ibuﬁqn.”’
Securities Exchange Commission, SEC-RepIy-I, v1_998 SEC No-Act. LEXIS 976,‘ at *l‘6 (ch; 30,
1§98) (citing faymeht of Assei—B@ed Sales ];oadg By Registered Open-Ended Management
 Investment Companies, Investment Company Act Release No. 16431, 1988 SEC LEXIS 1206
(June 13, 1988) (emphasis added). Defendants paid for part of these revenue shénjng -
arrangements through advisory fees to circumvent sales limits placeci on distribution.

Defendants;Used Rule 12b-1 Dis'tribution Fees For Improper Pﬁrnoses _

118. Rule 12b-1, promulgated by the SEC pursuan’t to the Investmient Company Act,
pfohibité mutual funds from directly or indirectly distributing or marketing their own sh_arés
unless certain enumergtéd conditions set forth in Rule 12b-1 are met. The Rule 12b-1 -
conditions, améng others, are that payments for marketing must be inade pursua_ni to a wﬁ;ten"
plan “describing all material aspecfs of the proposed financing of distribﬁtiqn;” all agréeménts :
b.with any person relati'ng to implementation of the plan '_must be in writing; the plan must be
~ approved by a vote of the majority of the board of directdrs§ and. the board of directors must
revieW, at least quarterly, “a written report of thé amounts so expenc_iedr and tﬁe purposes for
which such expenditures were made.” Additionally, the directors “ha\}e a duty to irequ_est and |

evalﬁate, and an}; person who isa party to any agreement with such company relating to such
plan shall have a duty to furnish, such informaﬁon as may rgasonably be necessaxy to an.
__igf@gn_qd_‘,dctpﬁm:nation of whether such plah should be implemented or coﬁﬁnued.” The

| director§ ﬁlay continu_e the plan f‘bnly if the board of directors who vote to approve such
impie:ﬁentation or continuation conclude, in the exercise of reaisonable‘busﬁless judgn_lent, and in

light of their fiduciary duties under state law and section 36(a) and (b) (15 U.S.C. 80a¥3_5(a) and
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(b)) of the Act that there is a reasonable likelihood that the plan will benefit the company and its
shareholders” 17 CFR.270.12-1. -

1 19. The exceptions to the Rule 12b-1 prohibition on mutual fund marketing were
enacted in 1980 under the theory that the marketih‘g of mutual funds, all things being. equal,
should be encouraged because increased investment in mutual funds would presumably result in

| economles of scale, the beneﬁts of whlch would be shifted from fund managers to investors.:

120. Dunng the Class‘Perlod, the Dlrec‘tor‘ Defendants authorized, and the Investment |
Adviser Defendants and Distributor Defendante collected, rnillions of dollars in pm'ported Rule
'12b-1 marketing and distribuﬁon fees. ﬁowever, the purpo;ted Rule 12b-1 fees charged to
AIM/INVESCO Fund shareholders were highly’ improper because the conditions of Rule 12b-1
were not met' There was no “reasonable hkehhood” that the plan would benefit the company
and its shareholders On the contrary, as the Funds were marketed and the number of Fund
shareholders 1ncreased, the economies of scale thereby created, if any, were net passed on to
AIM/D\IVESCO Fund shareholders, but were used to benefit the Investment Adviser Defendants
and their affiliates. |

121.  The absence of any benefit from economies of scale is illustrated whe‘n looking at
the expense ratio of funds who have 'uicfeasing assets. For example, despite the fect that net
essets for the AIM Basic Balanced Fund increased from $10.753 million in 2001 to $53.675 -
r‘nillien in 2003, the net asset value per share of the fund decreased from $10.00 per share to
$9.46 per share. Yet, during the same peﬁod, exnenSes charged by Defendants increased, with
fhc fatie of expenses to net assets jumping from 1.43% to 1.50%.
| 122. Moreover, Defendants failed to impose any 12b-1 breakpoints - e reductions in

12b-1 fees - as the assets of the Funds increased. The concept behind breakpoints is that as fund -
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assets increase, certain fixed costs remain the same, thereby reducing the overall costs per
shareholder Despite this fact, Defendants failed to impose. 12b 1 breakpoints for payments that
should not have mcreased as the size of the Fund assets increased.

123.  This increase in fees while the net asset value decreased; and the failure to grant

any breakpoints with costs being fixed, were red flags for the Director Defendants alerting then'lj ’

that they should re-eva]uate these fees. If anything, the AIM/INVESCO Funds’ ‘rnarkeu'n'g
efforts were creating diminished marginal returns under circumstances where increased fund siie
correlated wijth reduced liouidity and fond performance. The Director Defendanfs ignored or
failed to review written reports of the amounts expended pu:suant to the AIM/INVESCO Funds
Rule 126-1 plan, and the information pertaining to agreements_entered into pursuant to'the'Rule_
12b-1 plan, on a quanerly basis as reqmred and hence falled to terminate the plans and the

v payments made pursuant to the Rule 12b-1 pla.n even though such payments not only harmed
existing AIM/INV ESCO Funds shareholders, but also were improperly used to vmduce brokers to
hreach thei; duties of loyulty to theh' prospective AIM/B\IVESCO Funds investors.

124, Asdiscussed throughout this Complaint and belouv, in violation of Rule 12b-1,

‘Defendants made additional undisclosed payments to brokers, in the form of excessive
commissions, that Were not disclosed or authorized by the AIM/INVESCO Funds Rule 12b-1
S : : ‘

Defendants’ Improper Use of Excessive Commissions and Directed Brokerage Business

125. -The_ Investment Adviser Defendants and Distributor Defendants paid excessive
| commissions and directed broketége business to broker-dealers who steered their clients into
AIM/INVESCO Funds as part of the many quid pro quo “shelf space” nrrangements between
AIM and INVESCO and various brokerage firms. Such payments were used to fund sales -

confests and other undisclosed financial incentives to further push AIM/INVESCO Funds. '
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These incentives created an undisclosed conflict of interest and caused brokers to steer clients to
AIM/INVESCO Funds regardless of the Funds” investment qué]ity. relative to other investment ,
altemauves and to thereby breach their duties of loyalty. As described by the National
Assomanon of Insurance and F mancml Advisors: -
Directed brokerage results when a mutual fund manager uses.
commissions payable for executing the fund’s securities trades to
obtain a preferred position for the fund in the broker-dealer’s
distribution network. This practice creates numerous potential
- conflicts of interest, including possible incentives for broker-
~ dealers to base their fund recommendations to customers on
“brokerage commission considerations rather than on whether a
particular fund is the best match for a client.
See http://www.naifa.org/frontline/20040428_SEC aahtml.

' 126. - In addition to corroding the broker-investor relationship, Defendants’ m‘ivs‘use of
directed 'bfokerage commissions to pay for the shelf space arrangements decreased the
transparency of the fund costs to advisers. Directed brokerage does not show up as an expeﬁse,
but is merely reflected as a decrease in investors’ retuns. The Investment Adviser Defendants
took advantage of the'opaqueness of this form of payment to circumvent 12b-1 fee limits placed
by the NASD.

| 127. By paying the excessive commissions and directing brokerage business to
participate in “shelf space” programs, the Investment Adviser Defendants and Distributor
Defendants violated Section 12 of the Investment Company Act, because such payments were
not made pursuant to a valid Rule 12b-1 plan. Additionally, in several actions to date against
brokerage firms and mutual fund advisors, the SEC, the NASD and various other govenjmeht

regulators have made it clear that the use of excessive commissions and directed brokerage to

participate in “shelf space” programs — as AIM and INVESCO have done here — are improper. '
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128. The excessive commissions and directed brokerage bustness' used by
AIM/INVESCO did not fund any services that beneﬁted the AIM/INV ESCO Funds
sha.reholders Thrs practice matenally hanned Plamtlffs and other members of the Class ﬁ'om
whom the 111eg1t1mate and improper fees were taken In fact, the Investment Adviser Defendants
‘ ‘and their affiliates profited ﬁom this improper use of fund assets because it resulted inan
_increase in the size of the ands and thus, the size of their asset-based fees. 'Their reeeipt of

compensanon bore no reasonable relation to the servrces ’ they rendered. Furthermore,
Defendants paid more with investor’s commissions than they would have paid with hard cash.
129. ‘AS‘ explained at the October 22, 2000 INVESCO Funds board meeting in wbich
Defendants Lawrence H. Budner, Bob R. Baker, J amee T Bunch, John W Mcintyre, Fred A.
Deering and Mark H. Wi_lliamson were all present (the “October 22, 2000 Board Meeting”),_ '
“there is no-sonrce other than brokerage which can be used by INVESCO'to encourage |
brokerage firms to provide INVESCO with favored status.” The discussion went on to explam
that the “additional amount of brokerage a]though small would be of great benefit to
INVESCO ... a small increase in brokerage directed to a glven ﬁrm will i increase INVESCO’s
priority standing thh that firm.” (Emphasis added) | | | |

130. Wben Defendants negotiated to direct brokerage conunissions to p‘ay for these
shelf space arranéements, they sornetimes negotiated to direct brokerage commissions of 1.5
times (or some other negotiated multiple or conversion rate) the amounts reqnested by Vbroker

dealers. This rneans that if AIM/H\IVESCO was obligated to pay, pursuant to a revenue sharing
| arrangement with a broker dealer, $100,000 in cash to the broker dealer for fund sales, the broker
deaier would allow AIM/INVESCO to satisfy the arrangement with $150,000 m brokerage

commissions. According to an AIM/INVESCO internal rnemorandum, AIM/INVESCO




negotiated such agreerﬁent's with such broker dealers as Morgan Stanley, B‘an_k of America and
Wachovia. | | |
131. According to feéenf disclosures by Linsco/Private Lédger Corpt on ité websitg,
AIM Investments is one of ‘tlyle fund families that is part of the revenué sharing program referred
to as ‘;LPI,:’s_Sponsorship Program.” On June 8, 2005, Linsco/Private Ledger qup; was fined
over $3.6 milliori by'thbe NASD fof directed brokerage violations, where it accepted directed |
brokér_agé to Satisfy revenue sharing arrangements. The NASD found that Linsco/Private Ledger
was one of many broker-dealers that operated shelf space programs that pfoVided certain benefits
1o arelatively small number of mutual fund complexes in return for Idi:ccted broi(erage.
132, According to the NASD press reiease:
" The retail firms generally monitored the amount of directed |
brokerage received to ensure that the fund complexes were -
_satisfying their revenue sharing obligations. The use of directed
brokerage allowed the fund complexes to use assets of the mutual
funds instead of their own money to meet their revenue sharing
obligations. o o
Seé NASD June 8, 2005> Press Release. 7
133. Piper] afﬁ'ay Was another firm fined by the NASD ovn'Februa.ry 22, 2005 for
direcied brokerage after which it }began to disclose the fund families with which it had
'arrangememsf The disclosure includes AIM as one of the fund families Qith which ithada
revenue shéring agreement. The NASD found that Piper] afffay opefatéd “preferred p@er” or
“shelf 'space”‘ programs, giving favorable'tregtrnent to funds offered by certain mutual fund
éQmpanje's in return for brokerage commissions and other payments. That speciai treatxﬁent

included higher visibility on the firms’ internal websites, increased access to the firms’ sales

forces, participation in “top producer” or training meetings, and promotion of their funds on a
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broader basis than was available for other funds. See NASD Fines QUICk & Rellly, Piper Jaffray

$845, 000 For Directed Brokerage Vlolatxons (F eb 22, 2005) annexed hereto as Exhlblt C.

134, That conduct violated the NASD’s “_Antl-Reclprocal Rule,” whlch prohibits firms

from favo'ring the sale of shares of particular mutual funds on fhe’bas,i’s of brokerage

commissions. Piper Jaffray, which operated its preferred partner program from 1998 to 2003, .

included only 21 fund comﬂexes in the program (including AIM), but sold funds offelredl by
more than 100 ﬁxnd corﬁplexes. The participating mutual fund compém'es paid Piper Jaffray
extra fees in addition to régular sales fees. “Piper Jafﬁ*ay negotiated those extfa payments with
mutual fund companies each year, ask_ing for minimum payxﬁents of $100,000 to $125,0'OO. o
Some fuhd complexes 'paid a flat fee; others paid amounts based on a percentaée of QrOSs_ﬁmd ‘
sales ahd the average déily assets under m‘anagément for the fund complex.” See E_xhib_if C
135. ’fhe SEC has expressed serious concerns regarding tﬁe significant ébnﬂicts-ﬁqf
interest inherent in revenue sharing.programs and has mandated that proﬁer disclosure must be -
.made.- Specifically, the SEC has staied that “[r]evenue lsharing arrangements not only posé

potential conflicts of interest, but also may have the indirect effect of reducing investors’ returns

by increasing the distribution-related costs incurred by funds. Even though revenue sharing is

paid to broker-dealers directly by fund investment advisers, rather than out of fund assets, it is |

possible that some advisers may seek to increase the advisory fees that they charge the fund to
finance those distribution activities . . . Moreover, revenue sharing arrangements may prevent

some advisers from reducing their current advisory fees.” Confirmation Requirements and Point

of Sale Disclosure Requirements for Transactions in Certain Mutual Funds and Other Securities,

and Other Confirmation Requxrement Amendments, and Amendments to the Reg1$trat10n Form

for Mutual Funds, 69 Fed. Reg 6438, 6441, n.21 (Feb 10 2004) (to be codlﬁed at 17 C F. R
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Parts 239, 240 and 274). The Moi‘gan Stanley revenue sharihgjnograms that the SEC declaréd
impropér i_néluded both casﬁ payments made ostensibly by the distributor or édvisef, as well as ‘
payments thfough directed br'okerage. .

136.  The SEC has brought actions against other mutual find comparﬁes fof the_vsarr‘le
| fypq of behavior complainéd of here. As established in a r_ece:ﬁA&ministrat_ivé Proceeding -
:aglzxinst Massachusetts Finahcial Services, Inc. (“MFS”) for similar practices complained of .
‘herein; '

'MFS Did Not Adequately stcibse to MFS vShreholders that it

Allocated Fund Brokerage Commissions to Saﬁsfy Strategic
Alliances. e

!l; * *

, Speciﬁcally, Item 16(c) of the Form N-1A requires a description in
the SAI of “how the Fund will select brokers to effect securities
transactions for the Fund” and requires that “{i}f the Fund will

-consider the receipt of products or services other than brokerage or

research services in selectmg brokers, [the Fund should] specxfy
those products or services.’

* k. ox

The SAIs did not adequately disclose to shareholders that MFS

had entered into bilateral arrangements in which it agreed to

allocate specific negotiated amounts of fund brokerage

. commissions, subject to best execution, to breker-dealers for

“shelf space” or helghtened visibility within their dlstnbutlon

systems. : _
See March 31, 2004 SEC Order Instituting Administrative and Cease-and-Desist Proceedings,
Making Findings and Imposing Remedial Sanctions against MFS, File No. 3-11450, available at
http://www.sec.gov/litigation/admin/ia-2224.htm. (Emphasis added.)

137. Similarly, in its Administrative Proceeding against Morgan Stanley, the SEC

explained:
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Atissue in this matter are two distinct disclosure failures. The first
relates to Morgan Stanley DW’s operation of mutual fund
marketing programs in which it collected from a select group
of mutual fund complexes amounts in excess of standard sales-
‘loads and Rule 12b-1 trail payments. These programs were
“designed to specially promote the sale of those mutual funds
with enhanced compensation to individual registered
representatives, known as financial advisors (“FAs”), and

branch managers as well as increased visibility in its extenswe
retail distribution network.

.See the November 17, 2003 Cease-and-Desist Order (footnote omittéd) (emphasis added).

138.  On September 15, 2004, mutual fund advisor PIMCO and its afﬁliateé_entered

i

into a settlement with the SEC. Similar to the allegations in this Complaint against AIM and
INVESCO, the SEC charged PIMCO entities with failing to discldse their use of directed -~
brokerage to pay for “shelf space” at brokerage firms. The Press Release stated:

The Securities and Exchange Commission announced today a
settled enforcement action against the investment adviser, sub- . _
adviser, and principal underwriter and distributor for the PIMCO S
Funds Multi-Manager Series funds (the PIMCO MMS Funds). The - S R
suit charges the entities with failing to disclose to the PIMCO
MMS Funds’ Board of Trustees and shareholders material
facts and conflicts of interest that arose from their use of
directed brokerage on the PIMCO MMS Funds’ portfolio
transactions to pay for “shelf space” arrangements with
selected broker-dealers.

* * B

Stephen M. Cutler, Director of the SEC’s Division of Enforcement,
stated, “An investment adviser’s undisclosed use of mutual fund
assets to defray the adviser’s, or an affiliated distributor’s, own
marketing expenses is a breach of the adviser’s duty. Our action
today — like the-action brought by the Commission against
Massachusetts Financial Services Company some six months ago
— demonstrates the Commission’s resolve to ensure that mutual
fund shareholders know how their money is being spent.”

See Press Release, U.S. Securities and Exchange Commission, SEC Charges PIMCO Entities

with Failing to Disclose Their Use of Directed Brokerage to Pay for Shelf Space at Brokerage
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Firms, (Sept; 15,2004) (on file With author), available at http://www.sec.gov/new/press/2004-
130.htm (emphasis added) | D
- 139, Cn ‘December' 13, 2004, the SEC announced a settlernent of charges against

mﬁtual fuhd inQestment ad.vis.er Franklin Advisers, Inc. and Franklin Tgmp_leton Dist_ributors'
(cdllectively “Franklin’) “all_eg'mg that Franklin, without proper disclosure, ,us‘éd' fund assets to
| compensaté 'Brokerage firms for récommending the Franklin Templeton mutual vfunds over others
' to their clients.” The SEC press release continued: |
“This practice is known as compehsating brokerage firms for “shelf .

space.” As part of the settlement, Franklin agreed to pay $1 in -

disgorgement and a $20 million penalty as well as undergo certain
compliance reforms. ' . :

* * *

The use of brokerage commissions to compensate brokerage firms
for marketing created a conflict of interest between FA and the
funds because FA benefited from the increased management fees
resulting from increased fund sales. Mutual funds that follow this
practice of using brokerage commissions for marketing have an
incentive to do their fund portfolio trading through brokerage firms
that might not be the best choice for fund shareholders. FA was

* required, but failed, to disclose adequately the arrangements to the
boards so they could approve this use of fund assets, and to

shareholders so they could be informed when making investment
decisions.

See Press Rélease, U.S. Securi_ties and Exchangé Cqmrnission, Franklin‘Advise_rs and Franklin
Templeton Distributors to Pay $20 Millidn to Séttle Charges Related to Use of Brokerage
Commissions to Pay for Shelf Space, (Dec. 13, 2004) (on file with aﬁthor), available at
http://www.svec‘. gov/news/press/2004-168.hﬁn. | | |
140, OnDecember 22, 2004, the SEC, NASD, and NYSE announced settled
enforcement prqcéedings against Edward D. Jones & Co., L.P. (“Edwﬁd Jones”) “related to‘

allegations that Edward Jones failed to adequately disclose revenue-sharing payments that it
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received from a select group of mutual fund families that Edward Jones recommended to its

customers.” As part of the settlement, Edward Jones paid $75 million in disgofgé_mént and civil

penalties. The press release continued:

* Linda Chatman Thomsen, Deputy Director of the Commission’s |
- Division of Enforcement, said, “Edward Jones’ undisclosed receipt

of revenue sharing payments from a select group of mutual fund
families created a conflict of interest. When customers purchase
mutual funds, they should be told about the full nature and extent -
of any conflict of interest that may affect the transaction. Edward
Jones failed to do that.”

* * L%

In NASD’s separate settlement, in addition to the receipt of direct
revenue sharing payments, NASD found that the firm gave
preferential treatment to the Preferred Funds in exchange for
millions of dollars in directed brokerage from three of the
Preferred Fund families. This violates NASD’s ‘Anti-Reciprocal
Rule,” Conduct Rule 2830(k), which prohibits regulated firms
from favoring the distribution of shares of particular mutual funds
on the basis of brokerage commissions to be paid by the fund
companies. '

See Press Release, U.S. Securities and Exchange Com'mission,‘ Edward Jones to Pay §$75 Million

 to Settle Revenue Sharing Charges, (Dec. 22, 2004) (on file with author), available at

http://www.sec.gov/news/press/2004-177 htm.

141. F u_rther illustrating that the NASD views revenue sharing programs as improper- _

and impermissible, a February 16, 2005 press release regafding the NASD’s ﬁﬁng ofa co"mp,laint'

against American Funds Distributors states:

American Funds Distributors, Inc. [ ] violat[ed] NASD’s Anti-
Reciprocal Rule by directing approximately $100 million in
brokerage commissions over a three-year period to about 50
brokerage firms that were the top sellers of American Funds.

* * *

The commissions were payments for executing trades for the
American Funds’ portfolio that were directed to the brokerage
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firms as additional compensation for past sales of American Funds,
and to ensure that American Funds would continue to receive -
preferential treatment at those firms.

* L] *
“Prior cases in this area have focused on retail firms that received
directed brokerage payments from mutual fund companies in
- exchange for giving preferential treatment to their funds,” said -
- NASD Vice Chairman Mary L. Schapiro. “Today’s action makes

- clear that it is just as impermissible to offer and make such
payments as it is to receive them.”

See News Release NASD Press Room, NASD Charges Amencan Fund D1stnbutors Inc. Wlth
' Arrangmg $100 Mllhon in Directed Brokerage Comm1ssnons for Top Sellers of Amencan Funds,
(Feb. 16 2005) (on file with author), available at http://www.nasd. com/web/1dcplg‘7lcherv1ce
=SS_GET PAGE&ssDocName—NASDW 013358 (emphasis added)

142. Inthe September 14, 2005 settlement with the SEC of charges agaipst mutual -
fund inveetrhent adviser OppenheimerFunds, Inc.: (“OFI”) and OppenheimerFunds Distributor,
Inc. (“_OFDI”) (collectively; “Oppenheimer”), which alleged that Oppeﬁheimer used brokerage
commissions on trades executed for Oppehheimer funds to reduce the revenue sharing
_obligations it had with certain broker-dealers, the SVEC noted that:

By using Fund assels in the form of brokerage commissions, OFI
- and OFDI avoided having to expend their own assets to meet

revenue sharing obligations ... [Oppenheimer] failed to inform the

Funds’ shareholders in the Funds® prospectuses or Statements of

Additional Information (“SAls”) that OFI and OFDI used the
Funds’ assets to reduce OFDI’s revenue sharing obligations.

* o ‘ X
OFI, as a fiduciary, had a duty to disclose conflicts of interest to
the Fund Boards and to disclose material information that would
expose the actual and potential conflicts of interest it faced relating

to the use of Fund assets in connection with revenue sharing
arrangements. :
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:‘See September 14, 2005 SEC Order Instituting Cease-and-DesiSt Pr’ocevedings, Makin’g Findings,
and IrﬁpOsing Remedial Sa.nctions against Oppenheimer Funds Inc., File No. 3-‘1_2038' "
(“Oppenheimer SEC Order”), available at http;//www.sec. gov/litigation/admin/34-52420.pdf
(er‘nphasis' addéd). | |

143, The undisclosed excessive comnﬁssions and directéd brokerage business ‘usedv by
Defendants, and Considered impropér by the SEC as noted above, did not fund any services that
benefited the AIM/INV ESCO Funas’ shareholders. These practices fnaterially hmed Plairitiffs
and other members of t.heACIass ﬁc_im whom the illegitimate and improper fees were taken.

Defendants’ Improper Use of “Soft Dollars” .

144. Investment advisers routinely pay brokers commissions on the pﬁrchzjse- and sale
of fund securities, and such commiﬁsions may, under certain circumstances, properly be used to
_purbhase_ cer-taiﬁ other services from brokers as wellf Specifically, 'th_c Section 28(e‘) “safe.
hafbor” provision of the Exchange Act carves out an exception to the rule that re_qﬁires o
investrnent-management companies ‘to obtain the best possible execution price for their trades.
Section 28(¢) provides that fund managers shall not be deemed to have breached their fiduciary
dutieé “solely by reason of [their] having caused-the account to i)ay a... brok;ar ... in excess of |
the amount of commission another . . . broker . . . would have charged ‘for effegt'mé the
transaction, if suc:h person detérmined in good faith that the amount of the commission is.
reasonable in relation to the value of the brokerage and research serviqes provided,;’ 15 U.S.C.
§28(e) (emphasis'.added). In other words, funds are allowed to include in “c§mnﬁssions”
.payment ‘f‘or not only purcha‘sé and sales execution, but also for speéiﬁed services, which the
SEC'hés defined to include, “any service that provides lawful and appropriate assistance to the

money manager in the performance of his investment decision-making responsibilities.” The
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commission amounts charged by brokerages to investment advisers in excess of the purchase and
| sale charges are known within the industry as “Soft Dollars.”
145. The Investment Adv1ser Defendants went far beyond what is perrmtted by the |
Sectlon 28(e) safe harbor by routinely using “Soft Dollars” as excessive commissions to pay
’ brokers to push unwitting chents into AIM/INVESCO Funds. The Investment Adviser
Defendants used Soft Dollars to pay for these excessive commissions as well as overhead costs
(for iterns such as overpriced computer hardware.and soﬁware) thus charging AIM/INVESCO |
. Funds ln?estdrs for costs not covered by the Seetion 28(e) safe harbor, The Investment Adviser
Defendants profited from this’improper nse of fund assets because it resulted in an increase in the
size of the Funds and, thus, the size of their asset-based fees. This receipt of compensation bore
.no reasonable relation to the services rendered

Defendants’ “Shelf Snace” Programs Created Undrsclosed Conflicts of Interests

146. Defendants part\crpatlon in “shelf space” pro gra.ms_throughv the means described
above created undlsclosed, msurmountable conflicts of interest. For example, AMI]\IVESCOfs
paﬂieioation in the “shelf space” program at Morgan Stanley created a carnival atmosphere
where brokers did everﬁMng they could to steer clients into AHV[/NVESCO Funds in order to
line their own pockets with rnoney and pﬁzes provided by AIM/INVESCO from the assets of -
shareholders, vtzith absolutely no concern for the well-being of their clients.

The Fine And Censure Of Morgan Stanley, Citigroup_Global Corp., Linsco/Private
Ledger Corp., Piper Jaffray And AEFA For Their Involvement With AIM/INVESCO

147. Morgan Stanley is just one of the brokerage houses to which AIM/INVESCO
niade improperly induced payments in order to have AIM/INVESCO Funds pushed on investors..

For its role in accepting these payments from AIM/INVESCO, among other wrongdoing,
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‘Morgan Stanley has been fined and censured by the SEC and NASD and has agreed fo pay fines

totaling $50 million. o '
148, ‘With respect to the “shelf space” program involving AIM/INVESCO discussed
above, Stephen M. Cutler, Director of the SEC’s Division of Enforcement, stated that

4 ﬁnbéknownét to investors in the AIM/INVESCO Funds, “Morgan Stanley received monetary | A
incentives [from AIM/INVESCO] -- in the form of “shelf space’ payments -- to scli pérticular- |
mutual funds {i.e., AIM/INVESCO Funds] to its customers. When customers purchase mutﬁa_l "

. funds, they should understand the nature and extent of any conflicts of interest that may affect
the transaction.”

149, In ﬁniﬂg and censuring Morgan Staniey, the SEC stated that the shelf space
program in which AIM/INVESCO participated violated Section 17(a)(2) of the Securities Act.
Section 17(a)(2) expressly prohibits: | '

[T]he use of any means or instruments of transportation or

communication in interstate commerce or by the use of the mails,

directly or indirectly. ..to obtain money or property by means of

any untrue statement of a material fact or any omission to state a

material fact necessary in order to make the statements made, in

light of the circumstances under which they were made, not -

mislcading. ' ‘ ' :
See the November 17, 2003 Cease-and-Desist Order (citing § 17(a)(2)).

150. The investigatidns by the SEC and NASD and the resulting settlement with the

first target, Morgan Stanley, have received wide praise, including from members o_f Congress.
As stated by former Sen. Peter Fitzgerald (R-1I1.) who is leading a Congressional inquiry into the

mutual funds industry:

[The] settlement “goes to show that the mutual fund managers as
well as broker dealers have too often viewed mutual fund

shareholders as sheep to be sheared.”. .. “Congress has to figure
out the variety of ways people are being sheared so that we can
stop it.” '
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Brook A. Masters and Kathleen Day, Morgan Stanley Settles wzth SEC NASD; Firm Accused of
Fazlzng to Disclose Funds’ Payments, THE WASHINGTON POST Nov. 18, 2003, at E1.
151.  Furthermore, the SEC brought an action agamst CGMI for thc practlces alleged in
“this Complaint. As discussed above, Citigroup Investment Services, with its clearing firm,
CGMI, is ane of the brokefage firms with which AI_M/INVESCO had revenue sharing
" arrangements. AcCordihg to the SEC Administrative Order, CGMI failed adequately to disclose
its revenue sharing programs to investors. Although it stated that CGMI relied on fund
prospeciuses‘ and SAls to satis_fy its disclosure obli gations regarding its revénu_e sharing program,
the SEC found that these fund prospectuses and SAls:
[W]ere géncrally vague and lacked sufficient information to inform
CGMTI’s customers of the nature and scope of CGMI’s revenue
sharing program. For example, the prospectuses and SAls did not
specifically disclose the magnitude of the revenue sharing
- payments that CGMI received from the complexes or that certain
fund complexes had greater access to, or increased visibility in,
CGMTI’s retail network. As a result, CGMI’s customers were not

provided with sufficient information to appreciate the dimension of
the conflict of interest the revenue sha.rmg program created.

See March 23, 2005 SEC Order Instituting Admmlstratlve and Cease- and Desist Proceedmgs
Makmg Fmdmgs, and Imposmg Remedial Sanc'uons In fthe Matter of Cmgroup G_lobal Markets,
Inc., annexed hereto as Exhibit’D_. | | » | |

152. The SEC found that CGMY's actions “willfully violated” section 17(2)(2) and
Rule 10b-10.

153, Similarly, on February 17, 2(1)05., the New Hampshire Bureau of Securitias
Régulaﬁon commenced an action againét brokerage firm AEFA alleging that it violated several
provisions of the N_ew Hampshire Uniform Securities Aét, including failure to disclose to New
Hampshire financial plaixning clients the canﬂicts_ of interest that permeated the investment

adviser relationship. For example, AEFA failed to disclose revenue sharing and directed
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brokerage arrangements (the same misconduct at issue in this cornplamt) with eertam mutual
funds, including AIM. OnJ uly 12, 2005 AFEFA agreed to settle the New Hampshue acuon for a -
total of $7 4 mllhon including $5 mllhon in penaltxes and restitution of up to $2 mllhon m
addition to certain therapeutlc relief. Aceordmg to internal document,s, AIM ranked in the top 5 -
in AEFA’s non-proprietary mt_itual fund brokerage sales in 2001 with sales amounting to $37_4.’5‘_
million. i | B | !
154, As alleged above, Piper Jaffray and Linsco/Private »Ledger Corp. w»ere also -ﬁr'xed"

for their participation witﬁ AH\/I/[NVESCO in the pfograms at issue in this Corﬁpla.int.

The Investlgatlon Continues

155. OnlJ anuary 14, 2004 The Wall Street Journal published an artxcle under the
headline, “SEC Readies Cases On Mutual F unds ‘Deals With Brokers.” Citing “a persqn
familiar with the investigation,” the article noted that the SEC was “close to ﬁlin_g its first
charges against mutual fund companies related to arrangements that direct trading commissioris
to brokerage houses that favor those fund comp'anies’ produCts.” Tom Lauricella and Deborah
Solomon, SEC Readies Cases on Mutual Funds’ Deals with Brokers THE WALL STREET
JOURNAL, Jan. 14, 2004, at C1. The article stated in pertment part as follows

The SEC has been investigating the business arrangements
between fund companies and brokerage houses since last
spring. It held a news conference yesterday to announce it has
found widespread evidence that brokerage houses steered
investors to certain mutual funds because of payments they

received from fund companies or their investment advisers as
part of sales agreements.

Officials said the agency has opened investigations into eight
brokerage firms and a dozen mutual funds that engaged in a
longstanding practice known as “revenue sharing.” Agency
officials said they expect that number to increase as its probe
expands. They declined to name elther the funds or the brokerage
houses.

56




The SEC said payfnents varied between 0.05% and 0.4% of sales
and up to 0.25% of assets that remained invested in the fund. -

* * *

~ People familiar with the investigation say regulators are
looking into examples of conflicts of interest when fund
companies use shareholder money to cover costs of sales
agreements instead of paying the sales costs themselves out of
- the firm’s own pockets. The boards of funds, too, could be
subject to scrutiny for allowing shareholders’ commission
dollars to be used for these sales agreements. In other cases,
- the SEC is probing whether funds violated policies that would
require costs associated with marketing a fund to be mcluded
‘in a fund’s so-called 12b—1 plan.

Id. (emphasis added).
156. AIM/INVESCO has admltted that it has received 1 1nqu1r1es regardlng the conduct

walleged in th1s Complamt from: the SEC, the NASD the Florida Department of Fmancxal
Servxces the Attomey General of the State of West erguua, the West Virginia Securities
Commission, the Bureau of Securities of the State of New Jersey, t_he United States Department
of Labor end the United States Atterney’sOfﬁce t’er the Southern District of New York. See |
-Marchll 200’5 Registration Form for the AIM Investment Funds available at

http://www.sec. gov/Archwes/edgar/data/826644/000095012905001837/1122856ae485apos txt.

The AIM/INVESCO Funds Prospectuses, Annual Reports
And Semi-Annual Reports Were Materially False And Misleading

157. Defendants used a series of combined prospectuses (“Prospectus”) whereby |
several Funds were covered by one Prospectus during the Class Period. Plaintiffs and other
members of eaeh Class were entitled to, and ditl, receive one er more of the Prospectuse‘s,
ptlrsuant to which the AIM/INVESCO Funds shares were effered, as well as Annual and Semi-

Annual Reports. Each of these documents contained substantially the same materially false and
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misleading omissions regarding 12b-1 fees, “shelf space” arrangeménté, commissions and Soft
Dollars. |
'1158. 'Prospectuses are reqﬁifed 0 disclose all material facts in order to bfovide
investors with 4inforrn.ation that will assist thém in making an informed decision about whether to
_ invest in a mutual fund. The law requires that such disclosures be in straightforward and easy io
.understand language such that itis readlly comprehen51ble to the avcrage 1nvest0r
| 159. Each of the A]M/INVESCO Prospectuses issued durmg the Class Period failed
properly to disclose to inv.estors material information about the mutual funds and the fees and
costs associated with them. As seen below, each of the AMINVESCO Prospectuses cdntained |
thé éame materially faiSe_ and misleading omissions regar_ding_ revenue'sharing,vdiredted. _
brokérage, v12b-1 fees and Soft Dollars. | .
160.  As explained in the Oppenheimer SEC Order:
OF1 was primarily résponsible for ensuring that the Fund;s
prospectuses and SAls were in compliance with the requirements

of Form N-1A in descnbmg OFT’s tradmg practlces for the
Oppenheimer Funds..

* * *

The SAI did not adequately disclose to shareholder that OFDI had .
entered into revenue sharing arrangements for distribution services .
for which OFI directed brokerage commissions. The failure to
-disclose this fact was a material omission that should have been
disclosed to avoxd mlsleadmg shareholder.

AIM Fupds
| | 161.  The AIM Fund Siat'ement of Additional Informatioﬁ, referred to in certain of
AIM"s,Prospectuses, évailabyle to AIM Fuﬁd shareholders and typical of the Prospectﬁses issued | '
throughout the Class Period, stated as follows: |
| In evaluating the faimess and reasonableness of the advisory

agreement, the Board of Trustees considered a variety of factors
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for each Fund, as applicable, including: the requirements of each
Fund for investment supervisory and administrative services; the

. quality of AIM's services, including a review of each Fund's

investment performance and AIM's investment personnel; the size
of the fees in relationship to the extent and quality of the
investment advisory services rendered; fees charged to AIM's other
clients; fees charged by competitive investment advisors; the size
of the fees in light of services provided other than investment
advisory services; the expenses borne by each Fund as a -
percentage of its assets and relationship to contractual
limitations; any fee waivers (or payments of Fund expenses) by
AIM; AIM's profitability; the benefits received by AIM from

- its relationship to each Fund, including soft dollar
arrangements, and the extent to which each Fund shares in
‘those benefits ... '

...[I]n recognition of research services provided to it, a Fund |
_ may pay a broker higher commissions than those avallable
- from another broker.

- Research services received from broker-dealers supplement AIM's"
~own research (and the research of its affiliates) ...

The outside research assistance is useful to AIM since the broker-

dealers used by AIM tend to follow a broader universe of securities

and other matters than AIM's staff follows. In addition, the

- research provides AIM with a diverse perspective on financial

-markets. Research services provided to AIM by broker-dealers are
available for the benefit of all accounts managed or advised by
AIM or by its affiliates. Some broker-dealers may indicate that

. the provision of research services is dependent upon the
generation of certain specified levels of commissions and
underwriting concessions by AIM's clients, including the
Funds. However, the Funds are not under any obligation to
deal with any broker-dealer in the execution of transactions in
portfolio securities. "

* In some cases, the research services are available only from the
broker-dealer providing them. Inother cases, the research services
~may be obtainable from alternative sources in return for cash
payments, AIM believes that the research services are beneficial
in supplementing AIM's research and analysis and that they
improve the quality of AIM's investment advice. The advisory fee -
paid by the Funds is not reduced because AIM receives such
services. However, to the extent that ATM would have purchased
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research services had they not been provided .by broker-dealers, the
expenses to AIM could be considered to have been reduced
accordingly.
AM may determine target'levels of commission business with
various brokers on behalf of its clients (including the Funds) over a
certain time period. The target levels will be based upon the .
following factors, among others: (1) the execution services
provided by the broker, (2) the research services provided by
the broker. . _ }

See AIM Growth Series, Form 497, filed on May 2, 2003 (emphasis Added).

162, The above statement is maten'ailly false and misleading in that it failod to di.sclose,
inter alia, material facts regarding AIM’s collection and use of fees and the impfoper practices
complalned of herem

163. Throughout the Class Penod in addmon to the AIM Prospectuses, Annual and -
Semi-Annual Reports were publlshed re]atmg to AIM Funds, each of which omitted to state the
- true nature of AIM’s fees and practlces including 12b-1 fees.

164.  For example the Annual Report dated October 31, 2002 for AIM Equlty Funds
the AIM-advised entity which was compnsed of the: AIM Aggressive Growth Fund; AIM Basic
Value II Fund; AIM Blue Chip Fund; AIM Capital Development Fund; AIM Charter Fund;. AIM

Constellation Fund; AIM Core Strategies Fund; AIM Dent Demographic Trends Fund; AIM
Emerging Growth Fund; AIM Large Cap Basic Value Fund; AIM Large Cap Core Eqﬁity Fund;
AIM Large Cap Growth Fund; AIM Mid Cap Growth Fund; AIM U.S. Growth Fund; and AIM
Weingarten Fund', stated the fo]iowing with respect to 12b-1 and other fees and expenseé paid by
Plaintiffs and the Class:

The Trust has entered into master distribution agreemerits with

AIM Distributors, Inc. (“AIM Distributors™) to serve as the

distributor for the Class A, Class B, Class C, Class R and the

Institutional Class shares of the Fund. The Trust has adopted plans

pursuant to Rule 12b-1 under the 1940 Act with respect to the
Fund's Class A shares, Class B shares, Class C shares and ClassR =~
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shares (collectively the “Plans”). The Fund, pursuant to the Plans,
pays AIM Distributors compensation at the annual rate of 0.30% of

- the Fund’s average daily net assets of Class A shares, 1.00% of the
average daily net assets of Class B and C shares and 0.50% of the

- average daily net assets of Class R shares. Of these amounts, the

- Fund may pay a service fee of 0.25% of the average daily net
assets of the Class A, Class B, Class C or Class R shares to -
selected dealers and financial institutions who furnish continuing
personal shareholder services to their customers who purchase and
own the appropriate class of shares of the Fund. Any amounts not
paid as a service fee under the Plans would constitute an asset- -

~ based sales charge. NASD Rules also impose a cap on the total
sales charges, including asset-based sales charges that may be paid

* by any class of shares of the Fund. Pursuant to the master »
distribution agreements, for the year ended October 31, 2002, the
Class A, Class B, Class C and Class R shares paid $26,651,431, -
$7,863,981, $2,406,943 and $104, respectively.

AIM Distributors retained commissions of $1,272,976 from sales
- of the Class A shares of the Fund during the year ended October
~ 31,2002. Such commissions are not an expense of the Fund.
. They are deducted from, and are not included in, the proceeds from
_sales of Class A shares. During the year ended October 31, 2002,
AIM Distributors retained $146,648, $851, $36,358 and $0 in
contingent deferred sales charges imposed on redemptions of Class
A, Class B, Class C and Class R shares, respectively.
' (Abévé quotation from section of Annual Report related to the AIM Constellation Fund.)

165. Similar]&, the Semi-Annual Report dated January 31, 2003 for AIM Equity Funds
and its constituent AIM Funds (as described above) contained language and information
materially identical to that which appeared in the Annual Report quoted immediately above
regarding the AIM Funds’ fees and Rule 12b-1 Plan. The Semi-Annual Report dated January 31,
2003 for ATM Equity Funds is typical of the other AIM Semi-Annual Reports published during

the Class Period, and are materially false and mi’sléading for the same reasons as discussed

herein.
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INVESCO Funds

- 166. The INVESCO Fund Statement of Additional Infoxmation, referred to in certain
of _INVESCO’S ‘Prospectuses, available tov INVESCO Fund shareholders and typiéal of the
Prospectué'es issued throughou't the Class Period, stated as follows:

In seeking to ensure that the commissions cha.rged the Fund are
consistent with prevailing and reasonable commissions, INVESCO
monitors brokerage industry practices and commissions charged by
broker-dealers on transactions effected for other institutional -
investors like the Fund.

. Consistent with the standard of seeking to obtain favorable
execution on portfolio transactions, INVESCO may select brokers
that provide research services to INVESCO and the Company, as
well as other INVESCO mutual funds and other accounts managed

by INVESCO. Research services include statistical and analytical
reports relating to issuers, industries, securities and economic

factors, and trends, which may be of assistance or value to
INVESCO in making informed investment decisions. Research
services prepared and furnished by brokers through which the

Fund effects securities transactions may be used by INVESCO in ~
servicing all of its accounts and not all such services may be used

by INVESCO in connection with the Fund. Conversely, a Fund
receives benefits of research acquired through the brokerage
transactions of other clients of INVESCO.

In order to obtain reliable trade execution and research
services, INVESCO may utilize brokers that charge higher
commissions than other brokers would charge for the same
transaction. This practice is known as “paying up.” However,
even when paying up, INVESCO is obligated to obtain
favorable execution of a Fund's transactions.

See INVESCO Sector Funds, Form 497, filed August 1, 2002 (emphasis added).
167. Th.e above statement is materially false and misleading in that‘ it failed to disclose,
inter alia, material facts regarding INVESCO’s collection and use of fees and the improper

p_racticés complained of herein.
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168. Throughout the Class Period, in addition to the INVESCO Prospectuses, Annual
and Seml Annual Reports were pubhshed relatmg to INVESCO Funds, each of whlch omltted to

state the true nature of INVESCO s fees and practices, including 12b-1 fees.

169. For example the Annual Report dated July 31, 2002 for INVESCO Stock Funds
| INC the INVESCO- adv1sed entxty which was comprised of the INVESCO Dynamlcs Fund,
"INVESCO Growth Fund,_INVESCO'Growth & Income Fund, INVESCO Endeavor Fqnd, o
INVESCO S&P 500 Index Fund, _INVESCO Small_Compaﬁy Growth Fund, and the INVESCO
Value Equity Fund, stated the following with fsspect to 1 25-1 and other fees and cxpensss‘paid
by Plaintiffs and the Class: | |

Each Fund or Class bears eipensés incurred specifically on its
- behalf and, in addition, each Fund or Class bears a portion of

. general expenses, based on the relative net assets of each Fund or
Class.

* * *

A plan of distribution pursuant to Rule 12b-1 of the Act provides
for compensation of marketing and advertising expenditures to -
INVESCO Distributors, Inc. (“IDI” or the “Distributor”), a wholly

- owned subsidiary of IFG; of 0.25% of annual average net assets of
Investor Class shares. A master distribution plan and agreement
for Class A, Class B and Class C shares pursuant to Rule 12b-1 of
the Act provides for compensation of certain promotional and
other sales related costs to IDI. Class A shares of the Fund pay
compensation to IDI at a rate of 0.35% of annual average net
assets. During any period that Class A shares of the Fund are
closed to new investors, the Fund will reduce this payment for
Class A shares from 0.35% to 0.25% per annum, Class B and

. Class C shares of the Fund pay compensation to IDI at a rate of

. 1.00% of annual average net assets. Of these amounts, IDI may
pay a service fee of 0.25% of the average net assets of the Class A,
Class B or Class C shares to selected dealers and financial
‘institutions who furnish continuing personal shareholder services
to their customers who purchase and own the applicable class of
shares of the Fund. Any amounts not paid as a service fee under
the Plans would constitute an asset-based sales charge. The Plans
also impose caps on the total sales charges, including asset-based
sales charges, that may be paid by the respective class. A plan of
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distribution pursuant to Rule 12b-1 of the Act provides for ,
financing the distribution and continuing personal shareholder
servicing of Class K shares of 0.45% of annual average net assets.
Any unreimbursed expenses IDI incurs with respect to Investor
Class, Class A, Class C and Class K shares in any fiscal year can
not be, recovered 1n subsequent years. ‘
170. Srmrlarly, the Sem1 Annual Report dated J anuary 31, 2003 for INVESCO Stock
Funds, Inc. and its constituent INVESCO Funds contained 1anguage and mformatron matenally '
identical to that which appeared in the Annual Report quoted immediately above regardmg the '
INVESCO Funds® fees and Rule 12b-1 Plan. The Seml Annual Report dated January 31, 2003
for INVESCO Stock Funds Inc., is typical of the other INVESCO Semr Annual Reports
published during the Class Period, and are materially false and mis’leading for the same reasons

as discussed herein.

Materral Omlssrons Regardmg Revenue Sharing

171. TheMay1, 2003 Statement of Adetronal Information for the AIM Basic Value
- Fundis identrcal In substance to all Statements of Addrtlonal Informatlon 1ssued dunng- the Class
Period in that under the heading PAYMENTS TO DEALERS it stated as follows with respect to
its description of the distribution plan and method it offered its shares to the oublic that
Defendants euphemistically referred to as “revenue sharing’™

In addition to, or instead of, amounts paid to dealers as a sales

commission, AIM Distributors may, ‘from time to time, at its

expense or as an expense for which it may be compensated under a

distribution plan, if applicable, pay a bonus or other consrderatron _

or incentive to dealers

172.  The above statement is materially false and misleading in that it failed to disclose,

inter alia, the following material adverse facts which damaged Plaintiffs and other members of

the Class:
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(a) that the Investment Adviser Defendaﬁts' and/or Distributor Defend_anfs
qsed ina/estor assets to pay Broker-dealers to satisfy bilateral arrangements w.ith brékerages
known as “shelf sbace” programs whereby the broker steered cl_ients intoAIM/INV-ESCO Fands;

| (b) that the Investment Adviser Defendants and/or Distributor Defendants
aséfi brokerage commissidns over and above those allowed by Rﬁle 12b-1 to pay for the “shelf
"sp'ace” progfarns; | | |
| - (¢)°  that the Investment Adviser Defendants and/or Distributor Defgndants
directéd Vbroke‘rage payments to firms that favofed AIM/INV ESCO Funds to satisfy bilafetal o
_afrangernents with brokérages pursuantvto “shelf space” programs and that this directed
brokgrage was a form of marketing that was not disclosed in or authoﬁzed by_ thé
3 AM]NVESCO Funds Rule 12b-1 plan; |
- (d that fh_e Investment Adviser Defendants and/pr the Distribuior Défandants
compensated &erhselVes 6ut 6f investor-aésets for any payme_nt _ma,de pursuant to revenue
sha;ihg agfeements; o | |
| (&) jhat such revenue Shar-ing payments created undisclosed conflicts of
interest; |
® that thé AIM/INVESCO Funds Rule 12b-1 plans were not -in compliance
With Rule 12b-1, and that payinehts made pursuant to the plan were i_n violation of Section 12 af
the Ihvestrhent Company Act because, among other reasoﬁs, the plan was not properly evaluated
by the Director_Defendants and there waa not a reasonable likelihood that the plan would benéﬁt
the company and its shareholders;
| | (g)  that any economies of scale achieved by markeﬁngof the AIM/H\IV ESCO

Funds to invesfors were not passed on to AIM/INVESCO Funds investors, but rather, as the
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AIM/INVESCO Funds grew, fees charged to.A'IMji'NV ESCO Funds fnvestors'continugn to
increase .with no change in the. level of services provided by Defendants; and .

j(h)  that the Director Defendantn had abdicated their duties under the
Investment Company Act and their common law fiduciary duties, failed to mnnitor and‘ supérvis&_é '
- the Investment Adviser Defendants and their a.fﬁli:ates and, as a conseqnence, the I_nvgstment'-
Adviser Defendants were able to systematically skim millions of dollars from the-

AIM/INVESCO Fund investors.

173 / Defendants’ disclosures made subsequent to the Ciass Period’ and the incrcased
enforcement actions regardmg the alleged conduct, further illustrate the dcﬁcwncxes inthe
Defendants dlsclosures dunng the Class Period. For instance, the followmg d15closufc was’ |
ma_de in the AIM Dlver51ﬁed Dlvxdend Fund Prospectus dated Apnl 29, 2005:

ADI affiliates make revenue sharing payments as incentives to
certain financial advisors to promote and sell shares of the funds.
The benefits ADI Affiliates receive when they make these
payments include, among other things, placing the funds on the
financial advisor’s sales force or to the financial advisor’s
management Revenue sharing payments are sometimes referred

to as “shelf space” payments because the payments compensate the
financial advisor for including the fund in its sales system.

Material Omissions Regarding Directed.Brokerage Business | |

| 174, The May 1, 200‘3 Statement of Additional Information for the AIM Basichalue
Fund is identical in substance to all Statements of Additional Informaﬁon issued during :the Class
- Period in that under the heading BROKERAGE SELECTION, it states as fo‘llows.:

AIM may determine target levels of commission business with
various brokers on behalf of its clients (including the Funds) over a
certain time period. The target levels will be based upon the
following factors, among others: (1) the execution services: ‘
provided by the broker; (2) the research services provided by the
broker; and (3) the broker's interest in mutual funds in general and
in the Funds and other mutual funds advised by AIM or AIM
Capital Management, Inc. (collectively, the “AIM Funds”) in
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| particular, inc]uclirig sales of the Funds and of the other AIM -
Funds.

The above statement is matenally false and misleading in that it failed to disclose that
Defendants chose brokers to execute sales for the Funds’ portfolios — and thereby directed the
, commissions from the sales of the portfolios’ securities to these brokers — to satisfy negotiated
:arraingemerrts with brokerages to give AIM/INVESCO “shelf space” visibllity-arxd to push their
clients irlto AIM/]NVE’SC’O Funds in exchange for directed brokerage. Additionally, the abor'e
staterrnent is rnaterially false and ‘misleading for its 'failur_e to disclose, inter qliq, the following:
| (a) that the Investment Adviser Defendants and/or Distril)utor Defendants
used ‘investor assets to pay broker-dealers to satisfy bllateral a.‘rrangern‘ents-with brokerages
known as "“shelf space” programs whereby the broker steered clients into AIM/INV ESCO Funds;
-' | (b)  thatthe Investment Adviser Defendants arld/or Distributor Defendarrts
used brokerage commissions over and above those allowed by Rule 12b-1 to pay for the_“slrelf
space” programs; |
_' | (© that the Investment Adv1ser Defendants and/or Dlstnbutor Defendants’
use of brolcerage commissions violated the rules of the NASD
(d) that the Investment Adv1ser Defendants and/or Dlstnbutor Defendants
directed brokerage payments to firms that favored AIM/INVESCO Funds to satisfy bilateral
arrangements with brokerages pursuant to “shelf space” programs and that this directed
brokerage was a form of marketing that was not disc'losed inor authorized by the
AIM/INVESCO Funds Rule 12b-1 plan;
| ‘(¢) that the AIM/INVESCO Funds Rule 12b-1 plans were not in compliance
with Rule 12b-1, and that payments made pursuant to the plan were in violation of Section 12 of

the Investment Company Act because, among other reasons, the plan was not properly evaluated
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by the Director Defendants and there was not a reasonable likelihood that the plan would benefit
the company and its shareholders; | |
'(f) - that thle Investmeﬁt Adviser Defendants and/or Distributor‘Dcfe_ndants- |
compensatéd themselves out of investor assets fof any payments m_adé pursﬁant to revenue
~ sharing agréements;
| (g) that sﬁch reyenue shaﬁng péyments cfeated undisclosed 6onﬂiéts of
' interest; | |
-/ (h) that any ecohomies of scale é,chieved by marketing of the .AIM/INVESCO
Funds to ‘inves‘vtors' were not passed 611 to AIM/INVESCO Fﬁnds investors, but rather, as the |
AIM/INV ESCO Funds grew, fees charged to AIM/INVESCO Funds investors continued to
. increééé with no change in the level of service.s- provided by Defendants; and |
| (i)  that the Director Defendants had abdicated their duties un_cier the
‘Inve‘stm‘ént Company Act and their common law ﬁdﬁciary duties,_failed‘to monitof and s;upérQise
the Investment Advisér Defendants ‘arid their affiliates and, as .a consequence, the Investmént
“Adviser Defeﬁd_ants were able to systematically skim millions of dollars frér_n_the V
| AIM/INVESCO Fund investors.

Material Omissions Regarding Soft Dollars

175. TheMay 1, 2003 Statement of Additional Information_for' the AIM Basic"Value
Fund is identical in substance to all Prospectuses issued durihg the Class Period in that under the
heading BROKERAGE SELECTION, it states as follows:

Section 28(e) of the Securities Exchange Act of 1934 provides that
AIM, under certain circumstances, lawfully may cause an account

to pay a higher commission than the lowest available. Under
Section 28(e)(1), AIM must make a good faith determination that
the commissions paid are “reasonable in relation to the value of the -
brokerage and research services provided ... viewed in terms of
either that particular transaction or [AIM’s] overall responsibilities
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with respect to the accounts as to which [it] exercises investment
discretion.” The services provided by the broker also must lawfully
- and appropriately assist ADM in the performance of its investment
decision-making responsibilities. Accordingly, in recognition of
research services provided to it, a Fund may pay a broker higher
commissions than those available from another broker.

* % . *
- The outside resear?;h assistance is useful to AIM since the broker-
dealers used by AIM tend to follow a broader universe of securities
- and other matters than AIM's staff can follow. In addition, the
- research provides AIM with a diverse perspective on financial
markets. Research services provided to AIM by broker-dealers are
.available for the benefit of all accounts managed or advised by

AIM or by its affiliates. Some broker-dealers may indicate that the

provision of research services is dependent upon the generation of

certain specified levels of commissions and underwriting ,

concessions by AIM's clients, including the Funds. However, the

- Funds are not under any obligation to deal with any broker-dealer
- in the execution of transactions in portfolio securities, '
Soft Dollar arrangements are material because of the potential conflict of interest arising froni an
adviser’s receipt of some benefit in exchange for directing brokeragé on behalf of a client
'ac.coﬁnt.v :

- 176.  The ébove statement failed to disclose, inter alia, the following material adverse
facts regarding Soft Dollar arrangements which damaged Plaintiffs and other members of the
Class:

(a) that the Investment Adviser Defendants and/or the Distributor Defendants
used investor assets to pay broker-dealers to satisfy bilateral arrangements with brokerages
known as “shélf space” programs whereby the brokers steered clients into AIM/INVESCO
Funds; |

(b) that the Investment Adviser Defendants and/or Distributor Defendants

used brokeragé commissions over and above those allowed by Rule 12b-1 to pay for the “shelf .

space” programs;
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(c)  thatthe use of brokerage commissions to satisfy bilateral arrangements

with brokers known as “shelf space” pro grams violated Section-28(e) o‘f the Ex‘change. Act'
' (d) that the Investment Adwser Defendants and/or Dlstnbutor Defendants
directed brokerage payments to firms that favored AIM/INV ESCO Funds to satisfy bllateral
_ arrangements with brokerages pursuant to “shelf space” programs and that this dll’GCthr
, .brokerage was a form of marketing that was not disclosed m or authorized by the_
. AMINVESCO Funds Rule 12b-1 plan; _

/ (€) that the Investment Adviser Defendants and/or Distributor Defendants
compensated themselves out of investor assets for any payments made pursuant'to revenue
shan'ng agreements; : |

| | (t)‘ ‘ that .'su’ch revenue shariné payments created undisclosed conflicts Aof o
| interest;

(8) that the AIM/INVESCO Funds Rule 12b-1 plans were not in comphance
with Rule 12b- 1 and that payments made pursua.nt to the plan were in violation of Section 12 of
- the Investment Company Act because, among other reasons, the‘ plan was not.properly evaluated
by the Dlrec_tor'Defen_dants and there was not areasonable likelihood that the plan would benefit
the company and its shareholders |

’ (h) that any economies of scale achieved by marketing of the AIM/INVESCO
Funds to inVest‘ors were not passed on to AIM/INVESCO Funds investors, bnt rather, as the
AIM/INYESCOFunds grew, fees charged to AIM/INVESCO Funds investors continued to
increase with no change in the level of services provided by Defendants; and
| (i) - thatthe Director Defendants had abdicated their duties under the

Investment Company Act and their common law fiduciary duties, failed to monitor and 'supervi_se
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the Investment Adviser.Défendants‘and their affiliates and, as aconsequenée,_the Investment
A‘dviser Defendants were able to syéternatically skim millions of dollars from the assets of
AIM/INVESCO Fund inve_stc.’_rs.v |
| "The Annué_l andb Semi-Anil;lal Reports Were-Matérially False and Misleading :
| 177; During the Class Period, Defendants filed annual and semi-ﬁnnﬁal reports with the
SEC fqr each of the AIM/INVESCO Ponfélios or Funds. The annual and semi-annual rep'ofts'
were éls.o‘ svent.’ to sﬁareholders of the AIM/INVESCO Fqnds,, including Plaiptiffs, in part to
| proilide information to invéstqfs to use to decide what action, if any, they wvcrei ‘g'oi‘ng to téke in
fegar&s to their ﬁoldingé in AIM/INVESCO Funds.  These annual and .semi-anmjlal reports Cross-
refefénce the Prospectuses for the investor to obtain more information to assist in making |
.‘decisi(.)ns on whether or not to continue to hold the fund. Thus, all of the material _omiss-iéns set |
forthvabov.e in the Prospectuses and SAIs are realleged hgrein. .
178 Each of the A[M/l'NVESCO annual and_ se_miQa;nnual reports issued during the |
Class Period féiled pr.operly to disclose to inveétors‘mateﬁal information abbutI the
A]M/INVESCO Fundﬁ_and th¢ fees and costs associafed with them. For example, e_ach of the
AIM/.INVESCO‘ armuél and senii-annual‘ reporfs contained materially false and misléé,ding
omissions regarding 12b-1 fees. | |
179.  The annual report for the AIM Small Cap G_rovﬁh Fund, dated December 31,
2001, is substantially similar in substance to all AIM/INVESCO annual reports issued during the
Class P¢r_iod and states: |
Th‘e Trust has entered intb master distribution agreements with
AIM Distributors, Inc. (“AIM Distributors”) to serve as the
distributor for the Class A, Class B and Class C shares of the Fund.
The Trust has adopted plans pursuant to Rule 12b-1 under the 1940
Act with respect to the Fund’s Class A shares, Class B shares and

Class C shares (collectively the “Plans”). The Fund, pursuant to the .
- Plans, pays AIM Distributors compensation at the annual rate of
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0.35% of the Fund's average daily net assets of Class A shares and

'1.00% of the average daily net assets of Class B and C shares. Of

these amounts, the Fund may pay a service fee of 0.25% of the

average daily net assets of the Class A, Class B or Class C shares .

"to selected dealers and financial institutions who furnish

“continuing personal shareholder services to their customers who

purchase and own the appropriate class of shares of the Fund.

180. The above statement is materially false and misleading in that it fails to State that :
Defendants used disguised 12b-1 fees over and above the publicizéd 12b-1 payments to
participate in *“‘shelf spaéc” programs to provide kickbacks to brokeré for directing their clients
into AIM/INVESCO Funds and by failing to reveal the massive aggfegate ambuhts involved and
the benefits received by the Investment Adviser Defendants ‘and‘D_istribut_‘or Defendants froin that
pfogram. Additionally, the above statement is materially false and misleading because it failed
to dis‘ciose. the following:

| (a)‘ the Investment Adviser Defendants and/or Distributor Defendants used
investor assets to pay broker-dealers to satisfy bilateral arrangements with brokeféges kriown as
“shelf space” pro grams‘ whereby the broker steered clients into AM/INVESCO Funds;

(b)  the Investment Adviser Defendants and/or Distributor Defendants used. '_
brokerage commissions over and above those allowed by Rule 12b-1 to pay for the “shelf-space”
programs, and the revenue sharing payments were in excess of standard sales loads and 12b-1
payments;

| (¢)  the Investment Adviser Defendants ahd/or Distributor Defenda.nts‘directed
brokeragé payments to firms that favored AIM/INVESCO Funds to satisfy bilateral
arrzingements with brbkerages pursuant to “shelf space” programs and that this directed

brokérage was a form of marketing that was not disclosed in or authoﬁ_zed by the

AIM/INVESCO Funds'Rulg 12b-1 Plans;
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(d) the Investrnent Adviser Defendants and/cr Distributor Defendants
cempensated themselves Out of investor assets for any payment made pursuant to revenue
sharing agreements.; |

(e) | such- revenue-sharmg payments created undlsclosed conﬂlcts of mterest

® the AIM/INVESCO Funds Rule 12b-1 plans were not in compllance with
Rule 12b 1, and payments made pursuant to the plan which reduced the NAV of the Funds,
were in violation of Section 12 of the Investment Company Act because, among other reasons,
the plan was not properly evaluated by the Director Defendants and there was not a reasonable

' likelihood that the plan wvould’beneﬁt the Funds and their shareholders; |
(g) - any economies of scale achieved by marketing of the AIM/INVESCO

- Funds to investors were not passed on to A]M/INVESCO Funds investors, but rather as the
| A]M/INVESCO Funds grew, fees charged to AIM/INVESCO Funds mvestors, whrch acted to
reduce the NAYV of the Funds contmued to increase with no change in the level of servxces
provxded by Defendants and

'_ (h)  the Director Defendants had abdicated their duties under the In‘trestment
Company Act andtheir eorrnnen'law ﬁduciary‘dutles, failed to monitor and supervise the
Investment Adviser Defendants and their affiliates and, as a consequence, the Investment
Adviser Defendants were able to systematically Skirn millions of dollars from the investors of
AIM/INVESCO Funds.

Defendants’ Wrongdoing Directly Impacted Plaintiffs and the Class

181. A mutual fund company is very different from a traditional corporation, in that a
mutual fund is:
a ‘xnere shell,” a pool of assets consisting mostly of portfolio

securities that belongs to the individual investors holding shares
in the fund. The management of this asset pool is largely in the
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hands of an investment adviser, an independent entity which
generally organizes the fund and provides it with investment
advice, management services, and office space and staff....

Moses v. Black, No, 78-1913, 1981 U.S. Dist. LEXIS 10870, at *8 (S.D.N.Y. Feb. 3, 1981)

~ (emphasis added).

182. ~ Unlike the situation in regard to a traditional éorporation, if thésé in charge of a
mutual f_und engageriﬁ’wrongﬁll a;étivities negatively impaqting the mufual fund, investors a’re. ‘
directly impactéd because a mutual fund is nothing more than a collection of the investors’
mohey.' Whén a cost is imposed on a traditional corporation, that cost impéc‘ts‘ the value of the
‘corporation, but it does not necessarily impact the market price of the :corporaticvm’s shares.

Thus, there ié no direct impact of those costs 0_11‘ the shareholder. Iﬁ confrast, costs imp'oséd ona
" mutual fund directly redgce_ the price at which the fund’s shares are boughf and sold, and do
directly irhbact fund shareholders;

183, .Unl‘ike a traditionall,co;pdration, mutual fund shares do not trade at a price set by a
pubﬁc market. Rather, they are bought frdm the fund and sold back to the fund at NAV of the
fund per sharé.’ Open-end mutual funds such as thé AIM/INVESCO Funds are required to issue
“redeemable seéurities,” which are deﬁned as ;‘any security '. .. under the terms of WMCE the
holder, upon. its presentation to the issuer . . .is entitled . . . to reéeive approximately his
proportionate share of the issuer’s current net aséets, or the cash equivalent thefeof.” 15U.8.C. §
éOa‘-Z(a)(32). | The value of an investor’s mutual fund is determined by subtracting a fund’s
liabilities from its Assets to arrive at the fund’s NAV The excessive fees and charges at issue
hérc immediately reduced the_Fuﬁds’ NAV per share, decreasing the amount at which each
shéreholder 18 entifled to redeem his or her shares. This has a direct irﬁpaét on shareholders.

184. Defendants’ own prospectuses, SAIs, and annual and semi-annual reports

acknowledge that the cost of investing in a Fund is not limited to the initial price of purchasing
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shares. Thaf cost also includes .addi'tional‘f‘ees and expenses subsequently imposed on the
holders of AIM/INVESCO mutual funds in connection with the servicé aspect of mutﬁal fund
investing, For example, as stated in the annual réport for the ATM Small Cap Growth Fund;'
dated of December 31, 2001, which is substéntiaily similar in substance to all AIM/]NV E_SCO _
annual reports issued during the Class Period: “[bJecause the AM Fund pays these fees out _of i:t_s‘
assets on an ongoing b.asis,l OQer time these fees will increase the cost of your inVeStrrient_ and
may cost you more than paying otﬁer tYpes of s_algs charges.” (Emph‘asis added)..
185./, The SEC has also aclmowledged that _the‘impropgr use of 12b-1 fees, directed
brokerage and revenue sharing harms‘ﬁmd shareholders diréctly, noting that: .
Foregoing an opportuxﬁty to seek lowervcommi’ssion rates;b to use
brokerage to pay custodial, transfer agency and other fund

expenses, or to obtain any available cash rebates, is a real and
meaningful cost to fund shareholders.

* * *
_We believe that the way brokerage has been used to pay for
distribution involves unmanageable conflicts of interest that may
harm funds and fund shareholders.
Prohibition on the Use of Brokerage Commissions to Finance Distributions, SEC Release No. -

IC-26356, 2004 SEC LEXIS 418, at *20-21 (Feb. 24, 2004) (emphasis added).

The Excessive F(_aes Charged Are Significant

186. Although the various fees charged mutual fund investors may séem‘small per eacﬁ
individual inves‘tqr, mutual funds are long-term investment %hicles, whose compounded
expénses‘ can héﬁe a signiﬁc_ant-impact on returns. The typioal. mu{ual fund investor is a married,
middlg-class individual in his ér her forties with a median household income of $55,600. Nearly |
all rﬁﬁtual fund investors consider their investrnénts long-term savings. Approximately 98% of

mutual fund shareholders say their investments constitute long-term savings and about 77% cite
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retirement savings as their primary financial goal. David J. Carter, Mutual Fund Board and
Shareholder Action, VILLANOVA JOURNAL OF LAW AND INVESTMENT MANAGEMENT, Vol 3,

No.1, pg. 8.v

187. Arthur Levitt, past Chalrman of the SEC, has observed this and is cntlcal of what
| he calls the “tyranny of compoundmg high costs”

Instinct tells me that many investors would be shocked to know
how seemingly small fees can, over time, create such drastic
. erosion in returns ... In the years ahead, what will mutual fund
investors say if they realize too late their returns have fallen hard
“under the weight of compoundmg fees?

Arthur Levitt, Jr., Inaugural address: Costs Paid with Other People’s Money, 6 FORDHAM I.
CORP & FN. L. 261, 267 (2000)

THE AIM/INVESCO DIRECTORS
ENGAGED IN INIPROPER CONDUCT

The Dlrector Defendants Breached Their
Fiduciary Duties To AIM/INVESCO Funds Shareholders

188. Mutual fund Boards of Directors have a duty to protect investors and closely
guérd the fees paid to an investment adviser and guaran_tee that they are not excessive and that
the investmerﬁ a,dviserl is acting 1n the best interest of the mufual fund shareholders. .As
'expléined by William Donaldson, the head of the SEC, in a January 7, 2004.speech to .the Mutual
Funds Direc_:fors Forum:

- The Board of Directors of a mutual fund has significant
responsibility to protect investors. By law, directors generally are
responsible for the oversight of all of the operations of a mutual

~ fund. In addition, under the Investment Company Act, directors -
are assigned key responsibilities, such as negotiating and
evaluating the reasonableness of advisory and other fees, selecting
the fund’s independent accountants, valuing certain securities held
by the fund, and managing certain operational conflicts. -

The role of fund directors is particularly critical in the mutual fund
context because almost all funds are organized and operated by
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external money-management firms, thereby creating inherent
conflicts of interest and potential for abuse. Money—management .
firms operating mutual funds want to maximize their profits .
through fees provided by the funds, bur the fees, of course, pald to
these firms, reduce the returns to fund investors.

Independent directors, in pamcular should serve as “independent
watchdogs” guarding investors’ interests — and helpmg to protect
fund assets from uses that will be of primary benefit to
management companies. These interests must be paramount, for it
is the investors who own the funds and for whose sole benefit they
must be operated. -

See http //www sec. gov/news/speech/spchOl O704whd htm
189 / The Invcstment Company Institute (“ICI”), of which AIM and INVESCO are |
members, recently described the duties of mutual fund boards as follows:

More than 77 million Americans have chosen mutual funds to gain
convenient access to a professionally managed and dlver81ﬁed
portfolio of investments. [. . .]

Unlike the directors of other corporations, mutual fund
directors are responsible for protecting consumers, in this case,
the fund’s investors. The unique “watchdog” role, which does
not exist in any other type of company in America, provides
investors with the confidence of knowing that directors oversee
the advisers who manage and service their investments.

In particular, under the Investment Company Act of 1940, the
board of directors of a mutual fund is charged with looking
after how the fund operates and overseeing matters where the
interests of the fund and its shareholders differ from the
_interests of its investment adviser or management company.

(Emphasis added.)’

2 The ICI describes itself as the national association of the U.S. investment company industry.
Founded in 1940, as of June, 2005, its membership included approximately 8,000 mutual funds,
600 closed-end funds, 143 exchange-traded funds, and five sponsors of unit investment trusts.
Its mutual fund members have 87.7 million individual shareholders and manage approximately
$8 trillion in investor assets. The quotation above is excerpted from a paper entitled '
Understanding the Role of Mutual Fund Directors, available on the ICI website, at
http://www.ici.org/issues/dir/bro_mf_directors.pdf.
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AIM Funds |
190. | AIM public ﬁlings state that the Board for each AIM trust consisting of the AIM
Funds is responsible for the ménagement and supervision of each respective Fund. In this |
regard, the May 2,' 2003 Statement of Additional Information for funds foefed by the AIM '
Growth Series (the “AIM Statemgﬁt of Addi';iohal Information”), is typical qf th’e Stétements‘ of
‘Additional Information publiéhed for other AIM/INVESCO Funds. It states that “[t]he Board of
Trustees.appr_oves all siign‘iﬁcant agreements between the Trust, on behalf of oﬁe or more of the
F\mds,‘ and persons ér companies furnishing services to the Funds. The day-to-day operéti‘ons of
eacﬁ Fund are delegated to the ofﬁcers 6f the Trust and to AIM, subject always to the
objective(s), restrictions and policies of the appliéable Fund and to the general supervis_ion‘ of the
. Bo'ard-of Tru_sftccs.f’ S’ee AIM Statement of .Additi‘onal Information for AIM Growth Series,
* Form 497, filed May 2, 2003, at 21-22. o |
191. ‘AIM’s disclosure is inadequate and incons’istenf with‘ the practices of the board.
Here, the Director Defendants breabhed their fiduciary duties to inVe;tors by inadequately
disélosing the basis for their approval of the advisory contracts with the Investment Adviser
Defendants. The SEC 'r.equires' Statements of Additional Information to disclose the basis by its
board of directors‘ for its apprbval of an éxisting advisory contract. The 'Fon;n N-iA Registration
Statement, iteﬁl 13, requires that a fund’s Sta_tement of Additional Information:
| Discuss in reasonablé detail the material factors and th‘e '
“conclusions with respect thereto that formed the basis for the board
of directors approving the existing investment advisory contract. If
applicable, include a discussion of any benefits derived or to be
derived by the investment adviser from the relationship with the
Fund such as soft dollar arrangements by which brokers provide

research to the Fund or its investment adviser for allocating Fund
brokerage.
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The instruction to the item states, “Conclusory statements or a list of factors will not be
considered sufficient disclosure. The discussion should relate fhe factdrs to the.‘spec‘iﬁc
circumstances 6f the Fund gnd the investmentadvi_sory contract.”

192. Here, with regards to the procéss by which the investment mariagers are selected -
| and the advisory contracts are approved, the ATM Statement of Additional Infprrnation states: |

The advisory agreement with AIM was re-approved for each Fund
by the Trust’s Board . . . . In evaluating the fairness and
reasonableness of the advisory agreement, the Board of Trustees
considered a variety of factors for each Fund, including: the

; requirements of each Fund for investment supervisory and
administrative services; the quality.of AIM’s services, including a
review of each Fund's investment performance and AIM’s
investment personnel; the size of the fees in relationship to the -
extent and quality of the investment advisory services rendered;
fees charged to AIM’s other clients; fees charged by competitive
investment advisors; the size of the fees in light of services
provided other than investment advisory services; the expenses
borne by each Fund as a percentage of its assets and relationship to
contractual limitations; any fee waivers (or payments of Fund
expenses) by AIM; AIM’s profitability; the benefits received by
AIM from its relationship to each Fund, including soft dollar
arrangements, and the extent to which each Fund shares in those
benefits; the organizational capabilities and financial condition of

- AIM and conditions and trends prevailing in the economy, the

securities markets and the mutual fund industry; and the historical
relat1onsh1p between each Fund and ATM.

AIM Statement of Addi-tional Information, at 24.

193. -The above statement violates the regulations of Form N-1A item 13 because itis
merely a conclusory list and does not relate the factors to th¢ specific circumstances wi‘th‘the
Funds and the i‘nv.estment advisOryxcontractsb.

INVESCO Funds

- 194. INVESCO public filings during the Class Period stated that the Board for each
INVESCO trust consisting of the INVESCO Funds was responsible for the manageméntand

supervision of each respective Fund. In this regard, the INVESCO Statement of Additionai
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Informetion for INV ESCO Sectoe Series dated August 1, 2002 (the “INVESCO Statexﬁent of
Additional Information™), is typical of the Sfatements of Additional Information available for
other AIM/INVESCO Funds; 1t states that “[t]he overall direcﬁon énd sujﬁervision of the
Company come from the b‘oa'L‘rd of directors. The board of directo_rs is tesponsible for making
sure that the Funds’ general investment policies and programs are carried out and that the Funds

are properly administered.”

_.1 95. Moreover the INVESCO Statement of Addltlonal Infonnatlon stated, w1th

_ respect to the dutles of the Dlrectors as follows:

' ._In approvmg the Adv1sory Agreement, the board prlmanly

" considered, with respect to each Fund, the nature, quahty, and
extent of the services provided under the Agreement and the
‘overall fairness of the Agreement. The board requested and
evaluated information from INVESCO that addressed specific

factors designed to assist in the board's consideration of these
issues.

Id. (Empha31s added.)
196. The INVESCO Statement of Addmonal Information also sets forth in greater
detail the purported process by which the investment managers are selected:

With respect to the nature and quality of the services provided, the
board reviewed, among other things (1) the overall performance
results of the Funds in comparison to relevant indices, (2) a
summary for each Fund of the performance of a peer group of
investment companies pursuing broadly similar strategies prepared
by an independent data service, and (3) the degree of risk-
undertaken by INVESCO as reflected by a risk/return summary,
also prepared by the independent data service. The board
considered INVESCQ’s resources and responsiveness with respect
to Funds that have experienced performance difficulties and
discussed the efforts being made to improve the performance
records of such Funds. The board also considered the
advantages to each Fund of having an advisor that is
associated with a global investment management organization.
In connection with its review of the quality of the execution of

~ the Funds' trades, the board considered INVESCO’s use in

- fund transactions of brokers or dealers that provided research .
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and other services to INVESCO or its affiliates, and the

benefits derived from such services to the Funds and to

INVESCO. The board also considered the quality of the

shareholder and administrative services provided by INVESCO, as
“well as the firm’s positive compliance history.

With respect to the overall faimess of the Agreement, the board
primarily considered the fairness of fee arrangements and the
profitability and any fall-out benefits of INVESCO and its
affiliates from their association with the Funds. .The board
reviewed information from an independent data service about the |
rates of compensation paid to investment advisors and overall
expense ratios, for funds comparable in size, character, and
investment strategy to the Funds. In concluding that the benefits -
/ accruing to INVESCO and its affiliates by virtue of their

relationships with the Funds were reasonable in comparison with
the costs of providing investment advisory services and the
benefits accruing to each Fund, the board reviewed specific data as

- to INVESCO’s profit or loss on each Fund, and carefully examined -

- INVESCO’s cost allocation methodology. In this connection, the
board requested that the Funds’ independent auditors review
INVESCO’s methodology for appropriateness. The board
concluded that approval of the Agreement was in the best interest
of the Funds' shareholders. These matters were considered by the -
Independent Directors working with experienced 1940 Act counsel
that is independent of INVESCO.

Jd. (Emphasis added.)
- 197. INVESCO’s disclosures are inadequate and inconsistent with the practices of the
board for the reasons discussed in paragraphs 184 and 186, supra. |
198.  Recognizing the danger of mismanagement related to fees charged to mutual fund

shareholders, Congress imposéd various duties on mutual funds and their b_oard members in an
attempt to protect shareholders, including Section 15(c) of the Investment Company Aét, which
‘provides:

It [is] the duty of the directors of a registered investment company

- torequest and evaluate, and the duty of an investment adviser to
such company to furnish, such information as may reasonably be
necessary to evaluate the terms of any contract whereby a person

undertakes regularly to serve or act as investment adviser of such
company. ' : :
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199.. However the Boards of the AIM/INVESCO Funds faiied to fulfill their duties In
truth and in fact INVESCO and AIM’s Boards, i.e., the Director Defendants, were captive to
and controlled by INVESCO and AIM respectively, who induced the Director Defendants to

breaéh their s.tatutory and i’iduciary duties to manage and supervise the AIM/INVESCO Funds,
| approve all sigiiiﬁcant agreernents and otherwise take reasonable steps to prevent the Investment
.Adviser‘_befendants‘from ‘skirnming AIM/INVESCO Fund shareholders’ assets. In many?céses,
| key AIM/INVESCO Funds Directors were employees or former employees of theAInvest.ment
Adviser Defendants and were beholden for their positions, not to AIM/INV ES‘CO Fund

_ shareholders but rather, to the Investment Advxser Defendants they were supposed to oversee.

o ; The Director Defendants served for mdeﬁmte tenns at the pleasure of the Investment Advrser :

: Defendants.

- 200 To. ensure that the Director _Defendants were complia_nt, the Investment Adviser
Defendants oﬁen recruited key Dir_ector Defendents from the ranks of investment adviser |
companies and paid them excessive salaries for their service as directors. For example, Graham,
the Chairman and director of AMG, \is also the director and/or trustee of various registered
investment companiesin the AIM Fund complex. . |

201. | In exchange for creating and rnariaging the AIM/INV ESCO Funds, including the
AIM/INVESCO Funds held by Plaintiffs, the Investment Adviser Defendants charged the
AIM/INVESCO Funds a variety of fees, each of which was calculated as a percentage of assets
under management. Hen‘c'é,"the more money invested in the funds, ‘thegreater the fees paid to
I_NVESCO and AMG. In theory,‘the' fees charged to fund shareholders are negotiated at arm’s-
length between the fund Boar_d and the investment management company and must be approved

by the independent members of the Board. However, as a result of the Director Defendants’
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dependence on the Investment Adviser Defehdants for their position and their’fai_lure to ‘properly
manage the investment advisers, millions of dollars in AIM/INVESCO Funds assets-were
transferred through fees payable from AIM/INV ESCO Funds assets to the Investment Adviser
Defendants that were of no beheﬁt to fund shareholders, as de'scribed herein. |
“ 202.. As discussed. ztbove,vthe Investrrrerrt Adv_iser Defendants also experienced a
‘significant increase in revenues from their inﬂo‘w .of fees. Plaintifr."s and other rrrembers of the :
Class never knew, nor coui_d they have known, from reading the Fund Prospectuses, annual or
semi—annual/reports or otherwise, of the extent to vt'h'ich the InVestrrrent Adviser Defendants were'
usrng revenue shanng, directed brokerage excessrve commlssrons, Soft Dol]ars and so—called
' 12b- l fees to 1mproperly srphon assets to’ brokers pursuant to the shelf space agreements

discussed above.

Demand On The Boards To Take Correcjti_ve Action Would Be Futile

203.  With respect to Count V only; Plaintiffs have not made any demand on the Boerds
of Directors (the “Boerrds”) to institute this action. Such demand would be a futile and useless
act because the Boards are incapable of makirrg an indepehden't and disinterested decision for the
following reasons: |

(a) _- As alleged in detail herein, each of the Director Defendants who sat on the
Boards was appointed by, and serves at the pleasure of, the Investment Adviser Defendarrts.»
Each of the Director Defendants who sat on the Boards is controlled by and beholden to the
Investrnerrt Adpviser Defendants >for his/her position and substarrtial compensation as a director.
Although as a technical matter, the shareholders have a right to vote out the directors, the
drrectors know that thrs is extremely unlikely 1f the Investment Advrsers support the drrectors
which they have done throughout the Class Perlod Accordmgly, each of the Director -

Defendants is incapable of evaluatmg a demand independently and dismterestedly._ o
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() 'Because of their lack of indebendencé ﬁom the Invéstment Adviser
Defendants, the Director Defendants ’Wrohgﬁllly épprovcd the ‘advisory fees, 12b-i fecé, Soft
Dollars and the false and iniéleéding AIM/INVESCO Fund Prospectuses and SAls é,nd other
ﬁlings containiﬁg materiai"oﬁlissions in each of the years they served as direcfors. |
(© As alleged in detail herein, each of the Director Defendénts participated
| in, approved, and/or allowed the ﬁongs cdmplained of herein. The coﬁduct of the Director
Defendants was in breach of their ﬁduciafy dutjés and could not have been an exercise of good
faith businesé judgmentj |
(d)  As explained in the immediaiely preceding séct.i‘on, the Dire¢tor
' Defeﬁdants.had a dﬁty to supervise all agrecmeﬁts entered.into on béhalf of thé Funds_,' and
*ultimately 'apbrove all such ‘_agreemen'tsv. Therefore, the:. Director befendant.s knew what was
happerﬁng with all of the agreements, yet t_her repeatedly approved th¢ agreemenfs year after
year. . o o |
(&)  The Director Defendants allowed é‘course of conduct that prejudiced the
AIM/INVESCO Funds and investors as the Director Defendants allowed the excessive fees to be
charged and‘sha;reholdef inVesﬁnents to be used for impropei' purposés, such as kickﬁacks to
brokers. The payment of kickbacks to brokers which injured shareholders was conduct that
should have been prevented by the Director Defendénts, but was not. .
® The Director Defendants also were self-interested in the improper |
kickbacks paid to brokers who steered their clients’ assets into the AIM/INVESCO Funds in
qr'der to increase the assets in the AFunds.' Growth of a mutual fund is one of the keys to its
survival, forifa mﬁtuai fund’»s assets stagnate or decrease, there is a gréat likelihood that the

fund will be disbanded .or merged with another fund. If the mutual fund is disbanded or merged,

84



the board members for that fund’neccssa.rilyllose their position on fhe fund’s board a;s w‘e'll -as the
compen'sation for sitting on that fund’s board.

) (8 Additionally, each of the Director Defendants réceiVed substantial .
paymenté and beneﬁts by virtile of his or her membership on o‘né,or more Boards and his or her |
~ control of multiple AIM/INVESCO Funds.

(h)  Each of the Director Defendants has thus ben¢ﬁted from ihe w‘rongdoihg
herein alleged and has engaged in such conduct to preserve his or her positions of control and tile
benefits thereof, | |

@ Furthermore, each of the Director Defendants was a diréctor duﬁflg,the |
' Ciass Period and man§ qoﬁtinue to serve as a director, and the Director D,efépdants ‘co&hprise the

t B‘oards‘). Thus, in order to b‘rin'g'this acﬁi'oﬁ for“b_reaching their ﬁduciary duties, ‘th'e Director -

, Déféndants would be required to s'uc themselves and their fellow directors with wﬁom th'e:y haﬁle’ ‘
__had close business and pefsonal rela_\tionships throughoﬁt the Class Period. Accordingly, a
majority of the Board .is incapable of evaluating a detﬁéhd independently and disinterestedly.

CLASS ACTION ALLEGATIONS

204. Plaintiffs bring certain of these claims as a class action pursuant to Federal Rule .
of Civil Procedu're_v23(§)v and (b)(3) on behalf of the Class, consisting of all bersons’ or entities -
who held one or more shares, units or like interests.of AIM/INVESCO Funds during the,FClass
Period and were damaged theréby; and the State Law Sub-Ciass consisting of all persons or

, entiﬁes who acqﬁired one or more shares, units or like interests of AIM/INV ESCO Funds before
March 11, 1999 and held during the Class Period and were damaged thereby. The Sﬁte Law
Sub;Class excludes‘any persons with transactioﬁs that constitute a “purchase” within the
meaning of SLUSA, including any dividend reinvestments durmg the'Class Period. ‘Exc'lu,(‘icd

from the Class and State Law Sub-Class are Defendants, members of their immediate families -
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and their legal reﬁresehtatiyes, héifs, SUCCEssors or éssi gns and any entity in which defendants
have or had a controlling interest. - | |

205. ,Th,e members of the Class and State Law Sub-Class are so numerous that joinder
qf ‘all members is impractiéaﬁle. While the exact number of Class aﬁd'State Law Sub-Class-
mémbers is unknown to Plaintiffs at this time and can only be aSCertained'thro.u.gh appropriate
:discovef_y, Plaintiffs believe that ti’xere are fnany thousands of members in the proposed Class émd
State Léw Sub-C_]éss. Record owners anci other rﬁembers of the Class and State Dw Sub-Class
may be'idenﬁﬁed from reéords maintained by INVESCO and AMG and the Irﬁzes'trnent Adviser
Defendants and rﬁay Be notified of the pendehcy of this action By mailﬁ, \;sing thé form of notice
similar to that custonia’rily used in securities class actions.

206, Plaintiffs’ claims are typical of the claims of the rhémbers of the Class and the
Sﬁb—Clasé plaintiffs’ c]airﬂs are typical'of thé clairhs of the Sub-Class as all members of the.
Class and Sub-Class are siinilarly affected by Defendéﬁts’ wrongful coﬁdﬁc-t in violatign of
fedefai and state law that is complained of herein. - |

207. . Plaintiffs can bring claims regarding all the Funds due to the juridical links
between the Funds as 'wéll as the fact that the Funds are essentially alter-egos of one' anéther
acting as oné unitary organization. See paragraphs 57-62, supra.

208.  Plaintiffs will fairly and adequately protect the interests of the méﬁbers of the
Claés and the Sub-Class plaintiffs will fairly aﬁd adequately protect the intergsts of the members
~of the Sub-Clas"s‘,‘ziﬁd Pi’aiﬁt’iffss—ﬁﬁd the Sub;Cléss pléintiffs have retained counsel competent And
cXp_erienqed in class and securitiés litigation.

209.  Common questions of law and fact exist as to all members of the Class and Sub-

Class, respectively, and predominate over any questions solely affecting individual members of
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‘the Class and Sub-Class, respectively. Among the.questions of laW and fact eommon to.the
Class and Sub- Class are: |
R j(a) whether the Investment Company Act was vrolated by Defendants acts as -
alleged herein;
| (b)  whether the Investment Ad\'n' sers Act was violated by Defendants’ acts as :
alleged herein; . | |
(c) - whether Defendants breached their common law ﬂduc1ary duties to the
Sub-Class plamt]ffs and members of the Sub- Class, ‘
(d)  whether statements made by Defendants during the Class Period omrtted
to di sclose matenal facts about the business and operations of the AIM/INVESCO Funds and
(e to what extent the members of the Class and Sub-Class have sustamed
damages and the proper measure of ‘damages. |
210. Aclass actlon is supenor to all other available methods for the fair and efﬁclent' :
adjudication of this controversy since Jomder of all members is 1mpract1cable. Furthermore as
~ the damages suffered by individual Class and Sub Class members may be relat1vely small, the :
expense and burden of mdmdual liti gatlon make it v1rtually impossible for members of the Class
and Sub-Class to 1nd1v1dually redress the wrongs done to them. There will be no difficulty in the

management of this action as a class action.
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' INVESTMENT COMPANY ACT CLAIMS

COUNTI

AGAINST THE INVESTMENT ADVISER DEFENDANTS,

- DISTRIBUTOR DEFENDANTS AND THE DIRECTOR
DEFENDANTS FOR VIOLATIONS OF SECTION 34(b) OF THE
INVESTMENT COMPANY ACT ON BEHALF OF THE CLASS.

Zt 1. - Plaintiffs repeat and reallege each and every allegation contained: above as if fully
set forth herein. o
| '212.  This Count is brought by Plaintiffs and the other members of the Class agamst the
Investment Adv1ser Defendants in their role as mvestment advisers to the AIM/INVESCO
, Funda, agalnst the Distributor Defendants in their role as the dlstnbutoxj of the AIM/INVE‘SCO ‘
an.ds? and againét th.e Director Defendants for their role in the rnaterially false and mieleading .
: »' Reéistratien. Staternents, Prospectuses and SAIs. |
213. The directers and typically; the President or Vice-President, sign the Registration
Statements For example the Director Defendants, and defendant Graham in hlS posmon as -
President of the AIM Tax Exempt Funds, signed the AIM Tax-Exempt Funds SAI, dated July |
21,2003, |
| 214, The Investment Adviser Defendants, Distributor Defendants and Director

Defendants made untrue statements of material fact in registration statements and reports filed

and disseminated pursuant to the Investment Company Act and omitted to state facts necessary -

to prevent the statements made therein, in'li ght of the circumstances under which they were
made from bemg materially false and misleading. The Investment Advxser Defendants

Distributor Defendants and Director Defendants failed to disclose the follow‘mg:

(a) - that the Investment Adviser Defendants authorized the payment directly or

indirectly from fund and shareholder assets of excessive commissions to broker dealers in
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‘exchange for preferential marketing services known as “sheIf space” and that such payments
were in breach of their fiduciary duties, in vrolatlon of Section 12(b) of the Investment Company
Act, and unprotected by any “safe harbor”,

(b)  that the Investment Adviser Defendants and/or Distributor Defendants
oompensated themselves out of investor assets for any payment made pursuant to revenue
sharing agreements; | - | |

(c)  that the Investment Adviser Defendants and/or Distributor Defendants
improperly directed brokerage payrnents to firms tnat favored AIM/INVESCO Funds; which
constituted a form of marketing that was not disclosed in or authorized by the AIM/INVESCO
Funds Rule 12b-1 plan; |

| (d)  that the AIM/INVESCO Funds Rule 12b-1 plan was not in comphance

. witn Rule 12b-1, and that payments made pursuant to the plan were in vrolatron of Sectron 12(b) :
of the Investment Company Act because, among other reasons, the plan was not properly |
evaluated oy the Director Defendants and there was not a reasonable likelihood that the plan

“would beneﬁt the company and its shareholders

| (¢)  that any economies of scale achieved by marketlng of the AIM/INVESCQ
Funds to new investors were not passed on to AIM/INV ESCO Funds investors; on the contra.ry,
as the AIM/INVESCO Funds grew, fees charged to AIM/INVESCO Funds investors contimued
to increase without any changetin services provided to the ands;

| ® that Defendants improperly used Soft Dollars and gxcessive commissions,

pmd from AIM/INVESCO Funds assets to pay for overhead and other expenses, the costs of

whrch should have been borne by Defendants and not AIM/INVESCO Funds mvestors, and
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(g) that the Diréctor Defendants had abdlcated their dutxes under the
Investment Company Act and thelr common law ﬁdumary dutles that the Director Defendants
failed to momtor and supervxse the Investment Adviser Defendants and that, as a consequence
_ the Investment Adviser Defendants were able to systematically sk1m millions of dollars from the
| AMINVESCO Funds investors. |

2'_15.’ By reaSOn of the conduct described above, the Investment Adviser Defendants,
Dlstnbutor Defendants and Director Defendants v1olated Section 34(b) of the Investment
Comp any Act

- 216. Asa direct, proximate and foreseeable result of the Investment Adviser
Defendants Dlstnbutor Defendants and Dlrector Defendants violation of Section 34(b) of the
" Investment Company Act AIM/INVESCO Funds investors have mcurred damages Plamtxffs
and the other members of the Class were 1n_1ured as holders of the ands because they were
deceived into believing that they would eamn a return on their investment that would reflect a use
of alllthe Funds’ assets to benefit the Funds and their inve‘stors when, in fact, the return on |
investment was reduced by the wrongful payments that served to benefit only the Investment
Adviser Defendants and thei; afﬁliated defendants. In reliance on such deceptive statexnents,
Plaintiffs and the Class continued to hold their shares and sustained injnry by virtue of the
continuing impact of the undisclosed charges on 'the value of their holdings.

_217_. | Plaintiffs and the other members of the Class have been specially injured by
Defendants’ violations of Section 34(b) of the Investment Company Act. Such injuries' were
suffered directly by the sharéholders; rather than by the AIM/INVESCO Funds themselves.

218.  The Investment Adviser Defendants, Distributor Defendants and Director

Defendants, individually and in concert, directly and indirectly, by the use, means or
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in‘strumentalities of interstate cornmerce and/or of the mails; engaged and partieipated ln a-
continuous course of conduct to conceal such adverse material information, |
| COUNT II
AGAINST T‘HE INVESTMENT ADVISER DEFENDANTS, DISTRIBUTOR

DEFENDANTS AND DIRECTOR DEFENDANTS PURSUANT TO SECTION 36(a) OF -
THE INVESTMENT COMPANY ACT ON BEHALF OF THE CLASS

219. Plaintiffs repeat and reallege each and_every alle ganon contained a_bov‘e as if fnlly
set forth herein. | .

220., This Count is brought by Plaintiffs and the other members of the Class against the
Distributor Det’endants, the Investment Adviser Defendants end the Director Defendants fot
breech dftheir ﬁduciaty duties as defined by S‘ection 36(a) of the Investtnent Company-Act.

| ‘221. The Distributer Defendénts, the investment Adviser Defendants and the Director
. ‘Defendants had a fiduciary duty to Plalntlffs and the other members of the Class

222, The sttnbutor Defendants, the Investment Adviser Defendants and the Dxrector
Defendants violated Sectlon 36(a) by 1mproper1y chargmg investors in the AIM/D\TVESCO
Funds excessive advxsory fees, as well as purported Rule 12b I8 marketmg fees, and by drawing
on the assets of AIM/INVESCO Funds investors to make undlsclosed payments of Soft Dollars
and excessive comm1ss1‘ons, as defined herein, in v1olatxon of Rule 12b-1.

223, Bv reason of the conduct described above, the Distributor Defendants, the
Investment Adviser Defendants and the Director Defendants violated Section 36(a) of t_he.
Investment Cornpany Act.

224.  As adirect, proximate and foreseeable result of the Distributor Defendantsf, the
Investment Adviser-Defendants‘ and the Director Defendants’ breaches of fiduciary duties, in
their roles as principal under‘\vvﬁter, investment advisers, and difectors; respectively, ‘to- N

AIM/INVESCO Funds investors, Plaintiffs and the Class have incurred millions of dollars in
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damages. Plainti‘ffs and the other members of the Class were injured as ho.lders of the Funds
because they'were deceived into be'lie';/ing Defendaﬁts were ndt improperly taking assets out of
the Funds to'th_e detriment of the Funds and Fund investors when in fact ﬁefendanté_ were

systematieaily and imprepérfy removing assets from the Funds with a direct injurious impact on
| both the Funds and their shareholders, B
| 2_25.. Plaintiffs in this co‘-unt seek .to enjoin Defendants from engaging in such prac'tices
iﬁ the fdture as Weil.as recover improper Rule 12b-1 fees, Soft Dollars, excessive commissions
a.nd‘ excessive advisory fees charged the AIM/INVESCO Funds by the Distﬁbdtor Defenddnts
and the Investment Adviser Defendants. | ‘ |

| COUNT I
t AGAINST THE DISTRIBUTOR DEFENDANTS, INVESTMENT ADVISER

DEFENDANTS AND DIRECTOR DEFENDANTS PURSUANT TO SECTION 36(b)
OF THE INVESTMENT COMPANY ACT ON BEHALF OF THE CLASS

22_6. Plaintiffs repeat and reallege each and every allegatxon contained above as if fully
set forth herein.

227. This Count is brought by Plaintiffs and the Class against the Distributor
Defendants, the Investment Adviser Defendants and the Director Defendants for bre.aeh. of their
fiduciary duties as defined by Section 36.(b) of the Investment Company Act.

228, The Distributor‘ Defendants, the Investment Adviser Defendants e.dd the Director
Defendants had a fiduciary duty to the AIM/INVESCO Funds and their investors with respect to
the receipt of ;cbmpe’nseti'on for services and of payments of a material nature made by and to the
Dlstnbutor Defendants, the Investrnent Adviser Defendants and the Director Defendants

229. The fees received by the Defendants in this Count charged to the A[Mf[NVESCO
Funds ar;d investors were excessive, were not negotiated at arm s-length, and were so

disproportionateiy large that they bore no reasonable relationship to the services rendered. Some
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of the factors to be considered in determining whether a fee is so di'sproportionetely targe that it
bears no reasonable relationship to the services rendered include: (1) the nature and qnality of the
servioes 'rende'red; (2) the profitability of the.funds to the edvisor/ma'neger; (3) economies of |
scale; (4) comparative fee struetures; (5) fallout benefits (i.e., indirect profits to the
. advisor/manager resulting front the existence of the funds); and (6) the care and
'conscientiousness of the diteetors. Al pertinent facts must Be weighed in detennininé whether a
fee or other compensation violates § 36(b) Forexample, the Investment Adviser Defendante
and/or the Distributor Defendants charged mvestors in the AIM/INVESCO Funds purported 12b-
1 marketing fees and made other undisclosed payments of Soft Dollars and excessive
co.rnm1ss1ons in order to pay brokers pursuant to shelf space agreements to induce them‘to push.
AIM/INV ESCO Funds over other mutual funds These Defendants also cha.rged investors
-excessive advisory fees to cover the costs of their revenue sharing agreernents w1th brokers
These payments resulted in the growth of the AIM/INVESCO Funds, which benefited the |
Invest‘mentjAdviser Defendants and their affiliates beeense it allowed their management and
advisory asset-based fees to increase. However,‘it did not benefit the AII\/I/INVESCO
shareholders because as the Funds grew, ‘Defendants failed to pass on the econotnies of scale thatt_
should have resulted and did result in decreased costs and expenses. In fact,‘ no additional
services were prot/ided to the Funds or their investors for the increased fees enj-oyed by tlte :
Investment Adviser Defendants and their affiliates. Accordingly, the sole purpose of the fees
Acha:.ged to' inveetors by Defendants was to expand the size of the Funds to profit Defendants but
no beneﬁt accrued to the Funds or their intfestors from those fees. Thus, the fees wer‘e excessive
and D'efendants breached their fiduciary duties b.y' charging such fees (the purposes for which

were undisclosed to investors) and receiving the benefits therefrom. In addition, the direetors of
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the Funds breached their fiduciary duties in that they ignored the fact that there were millions of
dollars being paid out by the Funds and their investors and no benefits were coming back in

exchange. These directors, who are supposed to be the watchdogs liookin‘g out for the Funds,

instead approved the excessive fees when it was and should have been obvious that they bore no

reasonable'relationship to the services rendered, thereby breaching their own fiduciary duties.
230 The Director Defendants had a fiduciary duty concerning compensation or~ - |
payments paid bv the AIM/INVESCO Funds and their shareholders to the Investment Advisers

and the Distributor Defendants, which they breached by approving the excessive fees charged to

the Funds and their shareholders. Moreover, the Director Defendants themselvés received

material compensation or payment for their duties in being the appointed watchdogs over the

“other Defendants, which they breached. The duties of the director, which include the approval of -

rhe advisorv contract, the supcrvision of advisers’ management, review of distribution
arrangements and providing information regarding theée advisory Services, are part of what
shareiiolders pay for in obtaining advisory services. .Therefore, the directors’ substantial
compensatiori is for these advisory services p'rovidéd to shareholciers. As such, the Director
Defendants directly or indirectly receive_d from the Funds cdmpensation or payrnenté of a
material nature for investment advisory s‘ervices.‘

231, The Distributor Defendanié similarly received from the Funds coinbensation or
péymer_rts of a material nature for investment advisory services. As alleged above, the
Distributor Defendants used Fund assets for their owrr benefit under the guise of providing
advisory type services. For examr)le‘, thé Distributor Defendants caused payments for revenue
sharing, excessive brokerage commissions and Soft Dollars to be made‘to brokers out of Fund '

assets and also caused improper and excessive 12b-1 fees to be paid to themselves and brokers.
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The sole purpose of such payments was to increase the size of the Funds whichywoul-d increase
the size of the fees received by the Distributor Defendants and the Investment Adviser‘
Defendants. As such, the Distn'b.utor Defendants directly or indireetly received from the Funds
compensa‘uon or payments of a material nature for investment advisory services. Furthermore, '
the excessive payments to the Dlstnbutor Defendants are recoverable under § 36(b) regardless of -
-whether they were paid for adv1sory semces, because the Dlst'nbutor ‘Defendants_ are affiliates of
~ the Investment Advisor Defendants. |
232./ By reason of the conduct described above the Distributor De-fendants ‘the -
Investment Adviser Defendants and the Director Defendants vxolated Sectlon 36(b) of the :
Investment Company Act As adirect, prox1mate and foreseeable result of the Dtstnbutor
Defendants the Investment Adviser Defendants and the Director Defendants’ breaches of

ﬁducxary duties in their roles as pnnc1pa1 underwriter, investment adv1sers, and dlI‘CCtOI‘S :

' ‘respectrvely, to AIM/INVESCO Funds investors, Plamtxffs and the Class have incurred rmlhons

of .dollars in damages.
| 233, Plaintiffs, in this count, seek to’recover improper Rule ‘1 2b-1 fees and the
excessive advisory fees charged the AIM/INVESCO Funds by Defendants.
COUNT IV |
AGAINST AMG AND THE DIRECTOR DEFENDANTS AS CONTRDL PERSONS'

- OF THE INVESTMENT ADVISER DEFENDANTS FOR VIOLATION OF
SECTION 48(a) OF THE INVESTMENT COMPANY ACT BY THE CLASS

— 234 —Plaintiffsrepeat and reallege each and every allegation contained above as if fully
set forth herein. | |
“ 235. This Count is brought pursuant to Section 48(a) of the Investment Company Act
against AMG and the Director Defendants as Control Persons o-fth'e Investment Ad\"is‘er' '

Defendants who caused the Investment Adviser Defendants to commit the violations of the
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Investrpent Corhpany 'Act‘alleged herein, Itis apprbpri‘ate vto ffeat these Défgndants as a group
for pleading purposes and to presumé‘that the miscdnduct conﬁp]ained of herein is the collective
action of AMG and the Direbtof Defendants.

' 236.‘ The Invesﬁ'néﬁt Adviser Defendants are liable under Sections 34(b), 36(a) aﬁd
36(b) of the Investment Company Act to the Class as set forth herein. - |
| 2_37! AMG and the Diréctor Defendants were “control persons” of the Investment
Advisér Defendants and caused the violaﬁons complained of heréin. By virtue of .their positions
of operational control a.ncnl/or‘authoﬁty over the Investrﬂent Adviser Defenaaqfs, AMG 'and the
Director Defendants directly and indirectly, had the power and authoﬁty, and e;ﬁercised the same,
to cause the Invesﬁncnt Adviser Defendénts to éngage in the wrongful conduct complainéd of
A ﬁelféiﬁ. | |

| 238; - Pursuant to Section 48(a) of fhe Investment Compainy Act, by reason of the |
foregoing AMG and the Director Defendants are liable to Plaintiffs to the same extent as are the
Inveétment Adviser Defendants for their primary violations of Sections 34(b) and 36(b) of the
Investment COmpany Act.

239. By viﬁg of the foregqing, Plaintiffs and other Class members are eﬁtitled to

damages against AMG and the Director Defendants.
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INVESTMENT ADVISER ACT CLAIMS

COUNT v

AGAINST THE INVESTMENT ADVISER DEFENDANTS UNDER SECTION 215
OF THE INVESTMENT ADVISERS ACT FOR VIOLATIONS OF SECTION 206 -
'OF THE INVESTMENT ADVISERS ACT DERIVATIVELY ON BEHALF OF THE
AIM/INVESCO FUNDS

240. Plaintiffs repeat and reallege each and every allegation contained above as if.fully

set forth herein.

!

241. This Count is based upon Section 215‘ of the Im}estment Adv_.isers Act, 15 U.S.C. :
§80b-15.. | | | |
..242. The Ins/estxnent Adviser Defendants had advisovry'contraets with the
AIM/INVESCO Funds and served as “investment advxsers” to the A]M/INVESCO Funds
' pursuant to the Investment Adv1sers Act. The AIM/INVESCO Funds and their shareholders
‘were the inﬁended ben_eﬁciaries of these advisory contracts and investment adviser services.
| 243.  As fiduciaries pursuent to the Investment Advisers Act, the Investment Adviser ,

Defendants were required to serve the AIM/INVESCO Funds in a manner in accordance with the
federal fiduciary standards set forth in Section 206 of the Investment Advisers Act, 15 U.S.C.
§80b-6, governing the conduct of investment advisers. | |

244. During the Class Period, the Investment Adviser Defendants breached their

fiduciary duties to the AIM/INVESCO Funds by engaging ina deceptlve contnvance, scheme

- practice and course of conduct pursua.nt to which they knowingly and/or recklessly engaged in .
acts, transac‘tions, practices and courses of business which operated as a fraud upon the
AIM/INVESCO Funds. The Investment Adviser Defendants breavched'their fiduciary duties

owed to the AIM/INVESCO Funds by engaging in the aforesaid transactions, practices and
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courses of bﬁsineés 1G10wingly or recklessly so as t§ constitUté a deceit and ﬁaud upon the
AIM/INVESCO Funds. The Investment Advisér ‘De.fendants é.re liable as direct participants in
the wrongs complgined of herein. The Investment Adviser Defendénts, Bécause of their position
of authority and control 6§bf .the AIM/INVESCO Funds, were ab_le t§ and did control the feés
| chafgéd to and collected from the AIM/INVESCO Funds aﬁd otherwise cbntrcﬂ -‘fhe‘ operations of
the AM/INVESCO Funds.
 2‘45. ‘ T.he‘ Investment Adviser Defendanfs had a duty to (1) disseminate aécurate and
truthful information with respect to the AIM/INVESCO‘ Fund;; and (2) truthfu_lly and uniformly
aét in accordanée with their stated policies and fiduciary rcsponsibiiiti#s to the AIM/INVESCO
Funds. The Investment Adviser Defendants parficjpated in the wréﬁ gdoing complained of herein
“in order to prevent the AIM/INVESCO Funds from knowing of tﬁe Investrﬁéﬁt AdviserA |
Defenciants"breaches of fiduciary duties including: (1) the charging of the AIM/INV ESCO
Funds and AIM/INVESCO Funds investors improper Rule 12b-1 marketing fees; (2) making
imprépcr undisclosed payments of Soft Dollérs; €)) ‘ma‘kin‘g unauthorized use of “directed
brokerage” as a maketing tool; and (4) charging the AIM/INVESCO Funds for excessive and
improper commission p;dymenis to brokers. | | o
_ 246. | As a result of the Investmént Advisers’ multiple breacheé of their ﬁdixciary duties
owed’ to the AIM/INVESCO Funds, the AIM/INVESCO Funds were damaged. N |
| 247.  The AIM/INVESCO Funds are entitled to rescind their investment advisory
contracts with the Investment Adviser Defendants and recover all fees paid in connectioh with

their enrollment pursuant to such agreements.
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BREACH OF FIDUCIARY DUTY CLAIM

COUNT VI

BREACH OF FIDUCIARY DUTY AGAINST
THE INVESTMENT ADVISER DEFENDANTS ON BEHALF OF THE SUB- CLASS

248.: The Sub Class plaintiffs repeat and reallege each of the preceding allegatlons as .
' though fully set forth herein, except that, for purposes of this Count, Sub-Class plamtlﬁ's
expressly exclude and disclaim any allegation that could be constmed as allegmg ﬁ'aud
249, As adv1sers to the AIM/INVES CO Funds the Investment Adviser Defendants
were ﬁducm/hes to the Sub- Class plaintiffs and other members of the Sub- Class and were
required to act with the highest obligations of good faith, loyalty, fa1r deahng, due care a.nd-
candor. | | ” o
| 250. 'As‘set forth above, _the Investment Adviser Defendants breached their ﬁduciory_
duties to the Sub-Class plaintiffs ah'd the Sub-Class. . | |
'251.  The Sub-Class plaintiffs and the Sub-Class have been.speciatlytnjured asa direct,
proxixhate and foreseeable result of such breach on the part of the Investment Adviser
Defendants and have suffered substantial damages.
252. Becaﬁse the Investment Adviser Defendants acted with reckless and willful
disregard for the rights of the Sub-Class plaintiffs and other members of the S\ib-Class-, the

Investment Adviser Defendants are liable for punitive damages in an amount to be determined by

the jury.
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COUNT Vi1

BREACH OF FIDUCIARY DUTY AGAINST THE
DIRECTOR DEFENDANTS ON BEHALF OF THE SUB-CLASS

253,  The ‘Sub-Clas‘s plaintiffs repeat and reallege each .of the preceding allegations as
, thougli fully set l‘orth hereln, except that, for purposes of this Count, S"ub-Class plaintiffé
_expressly exclude and dlsclalm any allegatlon that could be construed as allegmg fraud.
_254. As AIM/INV ESCO Funds dlrectors, the Director Defendants had a ﬁdumary duty
to the AIM/INVESCO Funds and AIM/INV ESCO Funds inivestors to superv1se and monitor the
Investment Adv1ser Defendants
" 255.  The Director Defendants breached their fiduciary duties by reason of the acts
alleged herein, mcludmg their failure to prevent the Investment Adviser Defendants from ¢))
charging i_m_prOper Rule 12b-1 marketing fees and excessive adVisbry fees; (2) making improper
und‘isclosed payments of 'Soﬁ Dollam l3) rnaking unauthorized use‘of “directed brekerage” asa
marketing tool; and (4) charging for excessive and 1mproper commission payments to brokers
'256. The Sub Class plamnffs and the Sub- Class have been specially injured as a direct,
proximate and fqreseeable result of such breach on the part of the Director Defendants and have

suffered substantial damages.

UNJUST ENRICHMENT CLAIMS
COUNT VIII

AGAINST ALL DEFENDANTS FOR UNJUST
ENRICHMENT ON BEHALF OF THE SUB-CLASS

257.  The Sub-Class plaintiffs repeat and reallege each of the preceding allegatlons as
though fully set forth herein, except that, for purposes of this Count, Sub-Class plaintiffs

expressly exclude and disclaim: any allegation that could be construed as alleging fraud.
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258. Defendants have bbeneﬁted from their unlawful acts through the excessive and
improper fees they charged and received from the Sub-Class pléintiffs end the ether niembers.of :
the Sub-Class. It would be 1nequ1tab1e for Defendants to be permitted to retain the beneﬁt of
these overpayments which wére conferred by the Sub-Class plamtlffs and the other members of

the Sub-Class and retained by Defendants.

| PRAYER FORRELIEF
WHEREFORE, Plaintiffs pray for relief and judgment, as foilows:
A. / .Determini‘ngA that this action is a pro’per class action and certifying Plaintiffs as the
Class representatives and the Sub-Class plaintiffs as the SubQClase repfes_entatﬁve and Plaintiffs’
counsel as Class Counsel pursuant to Rule 23 of the Federal Rules of Civil Precedure; ‘

'B.  Awarding compensatory damaées in favor of Plaintiffs end the Sub-C{a‘sS '
plaintiffs and tﬁe other Class and Sub-Class members against all Defendants, joihtly and-',
severally, for all damages sustained asa reeult of Defendants’ wrongdoing, in an amount fo be

| proven at'trial, includirig interest thereon;
C. Awarding punitive damages in favor of the Sub- Class plamtlffs and the other Sub-
Class members agalnst all Defendants, Jomtly and severally, for all damages sustained asa result
of Defendants’ wrongdoing, in an amount to be proven at trial, including interest thereon;

| D. Aevarding the AIM/INVESCO Funds/Portfolios rescission of their contracts with -
the Investment Adviser Defendants, including recovery of all fees which would o_therwise apply,
and recovery of all fees paid to the Investment Adviser Defendants;

'E. Ordering an accounting of all AIM/INVESCO Fund related fees, commissions,
and Seﬁ Dollar payments;

F. Ordering restitution of all unlawfully obtained fees and charges;
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G Awarding such other and further relief as this Court may deem just and propef,
includiﬁg any extraordinary equitable and/or injunctive relief as permitted byb law dy equity to
attach, impound or otherwise restrict the Defendants’ assets to assure that Plaintiffs and the Sub-
Class plamtlffs and the Class and Sub-Class have an effective remedy,

| H. Awardmg Plamtlffs and the Sub-Class plaintiffs and the Class and Sub-Class their
iéésonable COsts and expenses mcurred in this action, including counsel fees and expert fees; and

L . Such other and further relief as the Court may deem just and proper.

JURY TRIAL DEMANDED

Plaintiffs hereby demand a trial by jury.

Dated: September 28 , 2005 Respectfully submitted,

Sy lw/m

Stepher D. Susman
- Texas State Bar No, 19521000
~ S$.D. Admissions No. 03257
SUSMAN GODFREY L.L.P.
- 1000 Loulsxana Sulte 5100
Houston, Texas 77002
Telephone (713) 651-9366
Facsimile (713) 654-6666

Attorney-In-Charge for Plaintiffs

Of Counsel:

Carolyn P. Courville

Texas State Bar No. 24007042
S.D. Admissions No. 22958
SUSMAN GODFREY L.L.P.
1000 Louisiana, Suite 5100
Houston, Texas 77002
Telephone (713) 651-9366
Facsimile (713) 654-6666
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: Of Counsel'

SCHIFFRIN & BARROWAY LLP
Marc A. Topaz.

Richard A. Maniskas

280 King of Prussia Road

Radnor, Pennsylvania 19087
Telephone (610) 667-7706

Facsimile (610) 667-7056

STULL, STULL & BRODY -
Jules Brody

Mark Levine

Aaron Brody

6 East 45" Street

New York, New York 10017
Telephone (212) 687-7230
Facsimile (212) 490-2022 -

MILBERG WEISS BERSHAD
& SCHULMANLLP
Jerome M. Congress
Janine L. Pollack
Kim E. Miller
Michael R. Reese (S.D. Admissions No. 206773)
One Pennsylvania Plaza
New York, New York 101159-0165
Telephone (212) 594-5300
Facsimile (212) 868-1229

BERNSTEIN LITOWITZ BERGER &
GROSSMANN,LLP

Alan Schulman (admitted pro hac vzce)

Robert.S. Gans (admitted pro hac vice)

‘Jerald D. Bien-Willner (admitted pro hac vzce)
' 12544 High Bluff Drive, Suite 150

San Diego, CA 92130
Telephone (858) 793-0070

Facsimile (858) 793-0323

Co-Lead Counsel for Plaintiffs
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WEISS & LURIE

Joseph H. Weiss

Richard Acocelli

551 Fifth Avenue, Suite 1600
New York, New York 10176
Telephone (212) 682-3025
Facsimile (212) 682-3010 .

LAW OFFICES OF CHARLES J.PIVEN, P.A.
Charles J. Piven
Marshall N. Perkins , '
The World Trade Center — Baltimore
401 East Pratt Street, Suite 2525.
Baltimore, Maryland 21202
Telephone (410) 332-0030
Facsimile (410) 685-1300

HOEFFNER & BILEK
Thomas E. Bilek

Texas State Bar No. 02313525
.- 440 Louisiana, Suite 720
Houston, TX 77002 A
Telephone (713) 227-7720
Facsimile (713) 227-9404
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CERTIFICATE OF SERVICE

I hereby certify that on this 28" day of September, 2003, a true and copy bf the foregoing =

SECOND CONSOLIDATED AMENDED COMPLAINT was served upon all counse] of

record in accordance with the Federal Rules of Civil Procedure, via first class maxl properly_

addresses as follows:

Daniel A. Pollack dapollack@pollacklawfirm.com;
Martin I. Kaminsky : ' o

“Edward T. McDermott . etmedermott@pollacklawfirm.com
Anthony Zaccaria azaccaria@pollacklawfirm.com;
POLLACK & KAMINSKY ‘

114 West 47" Street, Suite 1900
New York, N.Y. 10036
Facsimile (212) 575-6560

Michael K. Oldham moldham@gibbs-bruns.com .
GIBBS & BRUNS, L.L.P. :

1100 Louisiana Street, Suite 5300

Houston, TX 77002 = '

Facsimile (713) 750-0903 -

- Charles S. Kelley ckelley@mayerbrownrowe,.com

Jeremy Gaston jjgaston(@mayerbrownrowe.com
~ Christopher Richart cirichart@mayerbrownrowe.com

MAYER, BROWN, ROWE & MAW LLP

700 Louisiana Street, Suite 3600

Houston, TX 77002

Facsimile (713) 224-6410 ‘
Counsel for Defendants Robert, H. Graham, Mark H. Wzllzamson AIM Management Group Inc
INVESCO Funds Group Inc., and AIM Advisors Inc.

Jacks C. Nickens : inickens@nickenskeeton.com
Paul D. Flack pflack@nickenskeeton.com

"~ NICKENS KEETON LAWLESS FARRELL & FLACK LLP
600 Travis Street, Suite 7500

Houston, TX 77002

Facsimile (713) 571-9652

Counsel for Defendants Frank S. Bayley, Bruce L. Crockett, Albert R. Dowden, Edward K.

Dunn, Jack M. Fields, Carl Frischling, Prema Mathai-Davis, Lewis F. Pennock, Ruth H.
Quigley; Louis S. Sklar; Victor L. Andrews, Ph.D., Bob R. Baker, Lawerence H. Budner, James
T. Bunch Fred A. Deering, Gerald J. Lewis, John W. Mcintyre, and Larry Soll, Ph.D.

SE
@yﬁﬁ Coutville
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CERTIFICATE OF SERVICE
- Thereby certify that on this 28" day of October, 2005, a true and copy of the foregoing
SECOND CONSOLIDATED AMENDED COMPLAINT was served upon all counsel of
record in accordance with the Federal Rules of Civil Procedure via ﬁrst class ma11 properly
addresses as follows:

Daniel A, Pollack L dapollack@pollacklawfirm.com;

. Martin I. Kaminsky - mikaminsky@pollacklawfirm.com
Edward T: McDermott etmcdermott@pollacklawfirm.com
~ Anthony Zaccaria - azaccaria@pollacklawfirm.com;
POLLACK & KAMINSKY

114 West 47™ Street, Suite 1900
New York, N.Y. 10036

Michael K. Oldham moldham@gibbs-bruns.com
GIBBS & BRUNS, L.L.P. |

. 1100 Louisiana Street, Suite 5300
Houston, TX 77002
. Counsel for Defendants Robert, H. Graham, Mark H. Wzllzamson AIM Management
'Group Inc., INVESCO Funds Group Inc., and AIM Advisors Inc.

Charles S. Kelley ' ckellev@mavexbrownrowe.com
Jeremy Gaston - jjgaston@mayerbrownrowe.com

Christopher Richart ' cirichart@mayerbrownrowe.com
MAYER, BROWN, ROWE & MAW LLP :
700 Louisiana Street, Suite 3600
‘Houston, TX 77002

 Counsel for Defendants Robert, H. Graham, Mark H Wzllzamson AIM Management
Group Inc., IN VESCO Funds Group Inc., AIM Advisors Inc. and the Nominal Defendants

Jacks C: Nickens - 1mckens@mcke‘nskeeton.com
Paul D. Flack pflack@nickenskeeton.com
NICKENS KEETON LAWLESS FARRELL & FLACK LLP
600 Travis Street, Suite 7500
Houston, TX 77002

Counsel for Defendants Frank S. Bayley, Bruce L. Crockett, Albert R. Dowden, Edward
K. Dunn, Jack M. Fields, Carl Frischling, Prema Mathai-Davis, Lewis F. Pennock, Ruth H.
Quigley, Louis S. Sklar; Victor L. Andrews, Ph.D., Bob R. Baker, Lawerence H. Budner, James
T Bunch, Fred A. Deering, Gerald J. Lewis, John W Mclintyre, and Larry Soll, Ph.D.

< 2 cla
Cﬂ?nlp. Courville
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EXHIBIT A




AIM Advantage Health Sciences Fund (prior to 10/15/04, the “INVESCO Advantage
Health Sciences Fund™)

AIM Aggressive Growth Fund

AIM Asia Pacific Growth Fund |

AIM Balanced Fund

AIM Basic Balanced Fund

AIM Basic Value Fund

AIM Blue Chip Fund

AIM Capital Development Fund

AIM Charter Fund

AIM Conservative Allocation Fund

AIM Constellation Fund

AIM'Core Stock Fund (prior to 10/15/04, the “INVESCO Core Equity Fund™

AIM Dent Demographic Trends Fund ’

AIM Developirg Markets Fund

AIM Diversified Dividend Fund

AIM Dynamics Fund (prior to 10/15/04, the “INVESCO Dynamics Fund”™)

AIM Emerging Growth Fund

AIM Energy Fund (prior to 10/15/04, the “INVESCO Energy Fund™)

AIM European Fund (f/k/a the “INVESCO European Fund”)

AIM European Growth Fund

AIM European Small Company Fund

AIM Financial Services Fund (prior to 10/15/04, the “INVESCO Financial Services
Fund™)-

AIM Floating Rate Fund ‘

AIM Global Aggressive Growth Fund

AIM Global Equity Fund

AIM Global Growth Fund .

AIM Global Health Care Fund

AIM Global Value Fund

AIM Gold & Precious Metals Fund (prior to 10/15/04, the “INVESCO Gold & Precious
Metals Fund™)

AIM Growth Allocation Fund

AIM Health Sciences Fund (prior to 10/15/04, the “INVESCO Health Scnences Fund™)

AIM High Income Municipal Fund

AIM High Yield Fund

AIM Income Fund

AIM Intermediate Government Fund

AIM International Emerging Growth Fund (as of 12/30/04, the “AIM International Small
Company Fund)

AIM International Core Equity Fund (prior to 10/15/04, the “INVESCO International
Core Equity Fund™)

AIM Intemational Growth Fund

AIM International Small Company Fund (prior to 12/30/04, the “AIM International
Emerging Growth Fund")




AIM VI Capital Appreciation Fund

AIM Large Cap Basic Value Fund

AIM Large Cap Growth Fund

AIM Leisure Fund (prior to 10/15/04, the “INVESCO Leisure Fund™)

AIM Libra Fund ,

AIM Limited Maturity Treasury Fund

AIM Mid Cap Basic Value Fund

AIM Mid Cap Core Equity Fund

AIM Mid Cap Growth Fund

AIM Mid Cap Stock Fund (prior to 10/15/04, the “INVESCO Mid-Cap Growth Fund”)

AIM Moderate Allocation Fund

AIM Money Market Fund

AIM Multi-Sector Fund (prior to 10/1 5/04 the “INVESCO Multx-Sector Fund™)

ATM Municipal Bond Fund

AIM Opportunities { Fund

AIM Opportunities II Fund

AIM Opportunities Il Fund

AIM Premier Equity Fund

AIM Real Estate Fund

AIM Select Equity Fund

AIM Short Term Bond Fund

AIM Small Cap Equity Fund

AIM Small Cap Growth Fund

AIM Small Company Growth Fund (prior to 10/15/04, the “INVESCO Small Company
Growth Fund™)

AIM S&P 500 Index Fund (prior to 10/15/04, the “INVESCO S&P Index Fund”)

AIM Tax-Exempt Cash Fund

AIM Tax-Free Intermediate Fund

AIM Technology Fund (prior to 10/15/04, the “INVESCO Technology Fund™)

AIM Total Return Bond Fund

AIM Total Return Fund (prior to 10/15/04, the “INVESCO Total Return Fund”)

AIM Trimark Endeavor Fund

AIM Trimark Fund

AIM Trimark Small Companies Fund

AIM Utilities Fund (prior to 10/15/04, the “INVESCO Utilities Fund™)

AIM Weingarten Fund

ATST Premier U.S. Government Money Portfolio (pnor to 10/15/04, the “INVESCO
U.8. Government Money Fund™)

INVESCO Advantage Health Sciences Fund (as of 10/15/04, the “AIM Advantage
Health Sciences Fund™)

INVESCQ Core Equity Fund (as of 10/15/04, the “AIM Core Stock Fund™)

INVESCO Dynamics Fund (as of 10/15/04, the “AIM Dynamics Fund™)

INVESCO Energy Fund (as of 10/15/04, the “AIM Energy Fund™)

 INVESCO European Fund (n/k/a the “AIM European Fund™)

INVESCO Financial Services Fund (as of 10/1 5/04 the “AIM Financial Services Fund™)

INVESCO Gold & Precious Metals Fund (as of 10/15/04, the “ATM Gold & Precious
Metals Fund”)




INVESCO Health Sciences Fund (as of 10/15/04, the “AIM Health Sciences Fund™)

INVESCO International Core Equity Fund (as of 10/1 5/04 the “AIM International Core
Equity Fund™)

INVESCO Leisure Fund (as of 10/15/04, the “AIM Leisure Fund™)

INVESCO Mid-Cap Growth Fund (as of 10/15/04, the “AIM Mid-Cap Stock Fund")

INVESCO Multi-Sector Fund (as of 10/15/04, the“AIM Multi-Sector Fund")

INVESCO S&P 500 Index Fund (as of 10/15/04, the “AIM S&P Index Fund™)

INVESCO Small Company Growth Fund (as of 10/15/04, the “AIM Small Company
Growth Fund™)

INVESCO Technology Fund (as of 10/1 5/04 the “AIM Technology Fund™)

INVESCO Telecommunications Fund

INVESCO Total Return Fund (as of 10/15/04, the *AIM Total Return Fund”™)

INVESCO Utilities Fund (as of 10/15/04, the “AIM Utilities Fund")

IN\/’,ESCO Worldwide Communications Fund
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VERIFICATION

I, Cécelia J. McDaid, heréby verify under penalty of perjury that I have reviewed the
Second Consolidated Amended Complaint and authonzed its ﬁhng and that the foregomg is true

and correct to the best of my Imowledge mfonnanon and belief.

DATED: P‘afi‘?—m[&% <o Jo08”
@u_dw Q Wﬂ@,f_

Ceceli&]. McDa:d




' VERI'FICATION
I, Joy D. Beasley, hereby verify under penalty of perjury that I have Teviewed the
Second Consohdated Amended Complamt and autharized its filing and that the foregmng

S s true and correct to the best of my knowledge, mformaﬂon and belief,
DATED: _ {12 I oS

<

Joy D. Beasley /
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News Release

FOR RELEASE: Wednesday, February 22, 2005

- CONTACTS: . Nancy Condon (202) 728-8379
' Herb Perong (202) 728-8464

NASD Fines Quick & Reilly, Piper Jaffray $845, 000
For Directed Brokerage Violations'

Washington, DC—NASD today announced that It has fined Qurck & Rellly, Inc. {now part of Banc of
America Investment Services, Inc.) $5670,000 and Piper Jaffray & Co. $275,000 for directed brokerage
violations. In imposing sanctions against Piper Jaffray, NASD took into account the fact that the firm self-
reported its violative conduct after conducting its own intemal review. The two cases are the latest:
enforcement actions in NASD's ongoing effort to crack down on directed brokerage abuses

NASD found 1hat both firms operated preferred pariner” or "shelf space® programs, giving favorable
treatment to funds offered by certain mutual fund companies in refurn for brokerage commissions and
other payments. That special treatment included higher visibillty on the firms' intemal websites, increased
- access to the firms' sales forces, participation in "top producer” or training meetings, and promotion of their
funds on a broader basis than was avallable for other funds. That conduct violated NASD's "Anti- :

Reciprocal Rule" which prohibits firms from favoring the sale of shares of parhcular mutual funds on the
basrs of brokerage commissions. .

"The purpose of the rule ls to help eliminate conflicts of interest in the sale of mutual funds,” sard Mary L.
Schapiro, NASD Vice Chairman. “These sorts of arrangements encourage the inappropriate use of mutual
fund commission doliars and have the potential to improperly influence a firm's judgment when making
recommendations to thelr clients.” ,

Both firms offered a preferred partner program 1o a relatively small number of mutual fund families. Piper
Jaffray, which operated its preferred partner program from 1998 to 2003, included only 12 to 15 fund
complexes in the program, but sold funds offered by more than 100 fund complexss. Quick & Reifly
maintained its program from 2001 to 2003 and included only 16 to 20 fund complexes, while it sold funds
offered by about 300 fund complexes

The participating mutual fund companies paid the firms extra fees in addition to regular sales fees. Piper:
Jaffray negotiated those extra payments with mutual fund companies each year, asking for minimum
payments of $100,000 to $125,000. Some fund complexes paid a flat fee; others paid amounts based on a
percentage of gross fund sales and the average dally assets under management for the fund complex.
Quick & Reitly charged participating fund complexes 10 basis points on the gross amount of sales and five
basis points on (he average dally assets under management subject to a minimum annual payment of
$75,000. .

Several of the funds participating in the preferred partner programs paid part or all of the extra fees by
directing the funds' brokerage business to the firms. The commissions were generated by the funds
through portfofio transactions which the funds executed either through the firm, in the case of Piper Jaffray.
or through an affiliate or third party, In the case of Quick and Rellly.

Plper Jafﬁay, on its own initiative, conducted an intemal review of the general subject matter involved in
the case and self-reported its findings to NASD staff. "This type of self-examination and selfreportingby a
registered firm benefits NASD's enforcement program and Investors by allowing for cost-effective '

" enforcement and timely remedial action, and was taken Into account in assesslng sanctions against Plper
Jaffray,” Schapiro said. _

In settling these matters, the two firms neither admitted nor denled the charges, but consented to the enhy
of NASD's fi ndings

NASD has brought three previous actions for similar violations. Earlier this month, NASD charged '




" American Funds Distributors with violating NASD's Antl-Reciprocal Rule by directing approximately $100
million in brokerage commissions over a three-year period to about 50 brokerage firms that were the top

_sellers of American Funds. (See NASD News Release 2/16/05.) In November 2003, NASD sanctioned
Morgan Stanley DW Inc. for giving preferential treatment to certain mutual fund companies in return for
‘approximately $15 million in brokerage commissions. That case was brought in conjunction with an action
flled by the Securities and Exchange Commisslon in which Morgan Stanley agreed to pay $50 million in
civil penalties and sumrendered profits. (See NASD News Release 11/17/03.) in December 2004, Edward
D. Jones & Co., L.P., agreed to pay $75 million in resolution of charges that it failed to adequately disciose
revenue sharing payments that it received from a select group of mutual fund families that it recommended
to Its customers, that it recelved directed brokerage payments in violation of the Anti-Reciprocal rule, and ‘ :
far other violations in settlements with NASD, the Securities and Exchange Cammisslon, and the New York
Stock Exchange (See NASD News Release 12/24/04.) o :

|nvestors can obtain more informairon about, and the disciplinary record of any NASD-reglstered broker or
brokerage firm by using NASD's BrokerCheck. NASD makes BrokerCheck available at no charge to the

- public. In 2004, members of the public used this service to conduct more than 3.8 million searches for
existing brokers or firms and requested more than 190,000 reports in cases where disclosable information
existed on a broker or firm. Investors can link directly to BrokerCheck at www. nasdbrokercheg!g com.
|nvestors can also/access this service by callmg {800) 289-8999,

NASD s the leading private-sector provider of financlal regulatory services, dedicated to investor
protection and market integrity through effective and efficlent regulation and complementary compliance -
and technology-based services. NASD touches virtually every aspect of the securities business - from
registering and educating all Industry participants, to examining securities firms, enforcing both NASD ru!es
and the federal securities laws, and administering the largest dispute resolution forum for investors and
member firms. For more information, please visit our Web site at www g§g,g_qm

©2005 NASD. All rights reserved. | Lagal Noticas and Privacy Policy.
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UNITED STATES OF AMERICA
Before the
SECURITIES AND EXCHANGE COMMISSION

~ SECURITIES ACT OF 1933

Release No. 8557 / March 23, 2005

SECURITIES EXCHANGE ACT OF 1934
Release No. 51415‘/ March 23, 2005

ADMINISTRATIVE PROCEEDING
File No. 3-11869 '

i , " ORDER INSTITUTING ADMINISTRATIVE |

In the Matter of - AND CEASE-AND-DESIST PROCEEDINGS,
_ - MAKING FINDINGS, AND IMPOSING
Citigroup Global Markets, Inc., REMEDIAL SANCTIONS AND A CEASE-
- : AND-DESIST ORDER PURSUANT TO

Respondent. ‘ o ~ SECTION 8A OF THE SECURITIES ACT OF
, . S : 1933 AND SECTIONS 15(b) AND 21C OF THE
SECURITIES EXCHANGE ACT OF 1934

L

The Securities and Exchange Commission (“Commission”) deems it appropriate and in the
public interest that public administrative and cease-and-desist proceedings be, and hereby are,
instituted pursuant to Section 8A of the Securities Act of 1933 (“Securities Act”) and Sections
15(b) and 21C of the Securities Exchange Act of 1934 (“Exchange Act”) against Cltlgroup Global -
Markets, Inc, (“CGMI”)

IL

In anticipation of the institution of these proceedings, CGMI has submitted an Offer of
Settlement (the “Offer’”) which the Commission has determined to accept. Solely for the purpose
of these proceedings and any other proceedings brought by or on behalf of the Commission, or to
which the Commission is a party, and without admitting or denying the findings herein, except as
to the Commission’s jurisdiction over it and the subject matter of these proceedings, CGMI
consents to the entry of this Order Instituting Administrative and Cease-and-Desist Proceedings,
Making Findings, and Imposing Remedial Sanctions and a Cease-and-Desist Order Pursuant to

- Section 8A of the Securities Act of 1933 and Sections 15(b) and 21C of the Securities Exchange

Act of 1934 (“Order”), as set forth below.




_ I
On the‘basis of this Order and CGMI’s Offer, the Commission finds that:

Resgonden

1. Cmg;oup_ Global Markets, Inc. is abrokcr-dealer, whlch, through its

: predccessors has been registered with the Commission pursuant to Section 15 of the Exchange Act
since 1960. It is also a member of the National Association of Securities Dealers (“NASD”). :
CGML’s principal offices are located in New York, New York.. CGMI uses the Smith Bamney trade
name for its retail brokerage services. CGMI is a subsidiary of Citigroup Inc., which is a publicly
held Delaware corporation headquartered in New York, New York.

Overview

2. From at least January 1, 2002 through July 31, 2003, CGMI failed to
disclose adequately certain material facts to its customers in the offer and sale of mutual fund
~ shares. At issue in this case are two distinct disclosure failures. The first relates to CGMI’s

revenue sharing program. In addition to standard sales loads and 12b-1 trail payments, CGMI
received revenue sharing payments from investment advisers and distributors associated with
approximately 75 mutual fund complexes.! In exchange for these payments, CGMI provided
“shelf space” to mutual funds by granting them access to, or increased visibility in, CGMI’s
extensive retail distribution network. The second disclosure failure relates to CGMI’s sales of
-Class B shares of mutual funds in amounts aggregating $50,000 or greater. CGMI did not
adequately disclose at the point of sale, in connection with its recommendations to customers to
purchase Class B-shares, that such shares were subject to higher annual fees and that those fees
~ could have a negative impact on the customers’ investment returns depending upon the investment
amount and the intended holding period.

3. - CGMI's revenue shanng program, known as the Tier Program, created an
undisclosed conflict of interest because CGMI offered and sold to its customers only the shares of
those mutual fund complexes that paid CGMI additional compensation. When CGMI
recommended and sold mutual funds to its customers, CGMI relied upon the disclosures that fund
companies made in their prospectuses and statements of additional information (“SAIs"), although

K Generally, broker-dealers who sell mutua] fund shares are compensated with front-end or
contingent deferred sales charges or sales loads, which are paid by the customer based on the
"dollar amount of the investment. The sales load known as a front-end load is collected from the
customer at the time of sale of mutual fund shares, whereas the sales load known as a contingent
deferred sales charge (“CDSC”) is collected from the customer at redemption of the mutual fund

~ sheres. Some broker-dealers also receive annual payments, known as 12b-1 trails, based on the
value of customer assets held with the mutual fund. The 12b-1 payments are made pursuant to
each fund’s 12b-1 plan, which sets forth the amount of the annual fee mutual funds pay for
distribution costs, including payments to broker-dealers;
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moét of those disclosures did not provide sufficient facts that would enable CGMI's customers to
understand the nature and scope of CGMI's revenue sharing program. As a result, CGMI violated -
Section 17(a)(2) of the Securities Act and Rule lOb-lO under the Exchange Act.

4'. As to the sale of Class B shares of mutual funds, at the point of sale, many
of CGMU’s registered representatives, known as financial consultants (“FCs”), recommended Class.
B shares to certain customers without adequately disclosing the differences in share classes,
including information about commissions and annual expenses and that an equal investment in
Class A shares at certain dollar levels could yield a }ugher return. As a result, CGMI violated
Section 17(a)(2) of the Securities Act.

CGMI’S Revenue Sharing Program

/

o 5. Mutual fund complexes that were approved for sale by CGMI were
required to make revenue sharing payments to CGMIL :

S 6. Durmg the time penod at issue, CGMI dmded all partxcxpatmg fund
complexes into one of three tiers. There were approximately 45 fund complexes in Tiers 1 and
2, which accounted for over 95 percent of CGMI’s mutual fund sales. There were apprommabely '
30 Tier 3 fund complexes which represented the remamder of CGMI's overall recommcnded

sales.

7. CGMI typically charged fund complexes revenue sharing fees based ona -
combination of gross sales and assets under management. Tier 1 and Tier 2 fund complexes paid
15 basis points (“bps™) on gross sales of mutual fund shares and 5 to 10 bps on aged assets,? and
Tier 3 funds paid 10 bps on gross sales of mutual fund shares and 5 to 10 bps on aged assets.’
Such revenue sharing payments were typically paid out of the investment adviser’s or
- distributor’s assets, not from the fund’s assets, and were in addition to fees paid by the respective

funds, such as sales charges, 12b-1 fees, shareholder servmmg fees and account maintenance -
- fees. : : :

8.~ CGMI did not provide any of the revenue sharing payments to its FCs or
branch managers. Likewise, CGMI did not provide any increased payouts or cash bonuses to its
FCs or branch managers in connection with its revenue sharmg or based upon CGMI’s tier
designations.

* Aged assets are defined as participating fund shares held over one year. CGMI charged 10 bps
for aged assets up to the amount of assets under management as of December 31, 2000 and
charged 5 bps on aged assets exceeding that amount.

*1n 2003, CGMI began charging Tier 2 fund complexes the same fees as Tier 1 fund complexes
Previously, Tier 2 fund complexes paid the same fees as Tier 3 fund complexes.
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9. CGMI used the above-referenced formulas to calculate the payments due
and mailed invoices each quarter to the fund complexes, whxch then rermtted paymcnt in the form
of checks or money transfers,

10. CGMI provided certain benefits to the fund complexes in Tier 1 and Tier
2. Based principally on the number and variety of funds offered, length of track record, size of
assets under management, ability to support FCs and customers through training and education,
" and level of FC and customer demand, CGMI allowed only Tier 1 and Tier 2 fund complexes to
have direct access to its FCs, subject to branch manager approval. Only Tier I and Tier 2 fimd
complexes could contact CGMI’s branch offices for meetings where the fund complexes could
have direct contact with interested FCs. Tier 1 fund complexes also generally received greater
agenda space at sales meetings and conferences, were permitted more frequent access to the
- branch offices and had access to CGMI’s FCs through CGMI’s in-house publications and
broadcasts. By comparison, Tier 3 fund complexes did not receive such vmblhty within
CGMT’s retail network.

CGMI Did Not Adequately Disélose its Revenue Sharing Program to its Customers

~11.  From at Jeast January 1, 2002 through July 31, 2003, CGMI did not
adequately disclose to its customers, who purchased mutual fund shares, the existence of the
revenue sharing program and CGMT's receipt of these additional payments pursuant to the

program.

12, CGMI disclosed information to customers concerning mutual fund
purchases primarily through its FCs’ direct contacts with customers and by supplying customers
-with prospectuses and, if requested, SAIs issued by the mutual fands. CGMI had no policies or
- procedures requiring FCs to disclose to their customers the existence of CGMI’s revenue sharing
program.

13.  Instead, CGMI rehed on the participating funds’ prospectuses and SAIs to
satisfy its disclosure obligations with regard to its revenue sharing program. Although some of the
prospectuses and SAIs contained various disclosures concerning payments to the broker-dealers
distributing their funds, most of the disclosures were generally vague and lacked sufficient
information to inform CGMI’s customers of the nature and scope of CGMI’s revenue sharing
program. For example, the prospectuses and SAls did not specifically disclose the magnitude of
the revenue sharing payments that CGMI received from the fund complexes or that certain fund
. complexes had greater access to, or increased visibility in, CGMI’s retail network. As a result,
CGMI’s customers were not provided with sufficient information to appreciate the dimension of
the conﬂmt of interest the revenue shanng program created.

- 14,  Beginning in July 2003, CGMI amended and began improving

ccmﬂ:matmn disclosures relating to its revenue sharing program. In addition, CGMI requested
- that participating mutual fund complexes enhance their disclosures in their prospectuses and
SAls regarding revenue sharing payments.




15. Based on the foregoing, CGMI willfully* violated:

a. Section 17(2)(2) of the Securities Act, which provides that it is “unlawful
for any person in the offer or sale of any securities . . . by the use of any means or
instruments of transportation or communication in interstate commerce or by use of
the mails, directly or indirectly . . . to obtain money or property by meansofany =
untrue statement of a material fact or any omission to state a material fact necessary
in order to make the staternents made, inlight of the circumstances under which B
they made, not misleading;” and

b. Rule 10b-10 under the Exchange Act, which provides in pertment part that “lt
shall be unlawful for any broker or dealer to effect for or with an account of a
, customer any transaction in, or to induce the purchase or sale by such customer of,
/ any security .. . unless such broker or dealer, at or before completion of such -
- transaction, gives or sends to such customer written notification disclosing . . . the
source and amount of any other remuneration received or to be reoelved by the
broker in connection with the transaction.”

_ 16.  Certain broker-dealers affiliated with CGMI, namely Cmcorp Investment
Servmes, PFS Investments, Inc. and Tower Square Securities Inc. (collectively the “Affiliates™), -
voluntarily reported through CGMI to the Commission staff that, dunng the relevant time period,
they also had revenue sharing programs similar to CGMI’s program.® Like CGMI, the Affiliates -
did not provide their FCs and branch managers with any increased payouts or cash bonuses in
connection with their revenue sharing programs. However, the programs varied, among other
areas, in the number of tiers, the calculation of the payments and the access granted to the fund
complexes participating in the programs. In addition, the Affilistes received some revenue sharing
payments in the form of directed brokerage from certain fund complexes in connection with their
respective revenue sharing arrangements.® The Affiliates, as did CGMI, relied on the participating
fund complexes’ prospectuses and SAIs to satisfy their obligations with regard to their revenue - .
" -sharing programs and did not provide any additional disclosures to their customers. As noted

above, these documents generally did not provide adequate disclosures to customers about the
nature and scope of the revenue sharing programs. :

4 “Willfully” as used in the Order means intentionally committing the act which constitutes the
violation, see Wonsover v. SEC, 205 F.3d 408, 414 (D.C. Cir. 2000); Tager v. SEC, 344 F.2d 5,
8 (24 Cir. 1965). There is no rcquxrcmcnt that the actor also be aware that he is violating one of
the Rules or Act. Id.

5 Like CGMI, the Affiliates are also subsidiaries of Citigroup, Inc.

¢ The receipt of such payinents was substantially discontinued in 2001,
- . .




CGMP’s Sale of Class B Shares

17. CGMI recommends mutual funds that issue different classes of shares,
including Class A and Class B shares, which represent interests in the same portfolio of ,
securities, but differ in the structure and amount of sales charges paid directly by shareholders
and continuous, asset-based fees assessed on each shareholder’s account.

18.  Class A shares are subject to a front-end !oad or initial sales charge, when
originally purchased, and have'modest annual fund expenses, including 12b-1 fees that are

' typxcally 0.25 percent. The majority of the front-end load is paid to the selling broker-dealer as ﬁ

commission. The balance of the initial investment is paid for the fund’s shares. Typically, the

front-end load decreases as the size of the investment increases, This concept applies to both
- single purchases and to multiple purchases in the same family of funds that may be aggregated

with the customer’s other investments, as well as investments by that customer’s household, as -
perrmtted by the funds' prospectuses. For most investments in which the total dollar amount

“invested in a fund family is $1 million or more, the front-end load is generally waived. These

discounts are commonly referred to as “breakpoints” and the discounts typxcally increase at each

. of the $50,000, $100,000, $250,000, $500 000 and $1 million levels.

19 For example, for CGMI’s afﬁhatcd proprietary funds, investments in

' Class A shares that, when aggregated, fall below $25,000 are subject to an initial sales charge

that can range from 4.00 to 5.00 percent. However, for an investment: (i) between $25,000 and
$49,999 the sales charge can range from 3.50 to 4.25 percent; (ii) between $50,000 and $99,999
the sales charge can range from 3.00 to 3.75 percent; (iii) between $100,000 and $249,999 the

sales charge can range from 2.50 to 3.25 percent; (iv) between $250,000 and $499,999 the sales

-charge can range from 1.50 to 2.75 percent; (v) between $500,000 and $999,999 the sales charge:
~can range from zero to 2.00 percent; and (vi) $1 million or more reduces the sales charge to zero. -

These breakpoints reduce the commissions paid to the selling broker-dealers by a corresponding
amount, Investors can receive the benefits of breakpoint discounts by, among other ways,
making a single investment, aggregating purchases employing nghts of accumxﬂatlon or

utilizing letters of i intent.”

20, Im contrast, Class B shares do not carry any front-end sales charge and do
not have breakpoints regardless of the size of the investment. To compensate for the absence of
a front-end sales charge, Class B shares have significantly higher annual 12b-1 fees (typically
1.00 percent) than Class A shares (typically 0.25 percent) and are subject to a contingent

“deferred sales charge (“CDSC”) if redeemed prior to thc‘ expiration qf a holding period specified

7 A right of accurulation permits an investor or an eligible group of related investors (e.g., the

- customer, the spouse and minor children) to “accumulate” or combine existing holdings of shares

of & particular fund complex with additional purchases of shares of the same fund complex for
the purpose of achieving breakpoints and associated discounts, Customers may also qualify for
brezkpoints by executing a letter of intent, which is an agreement to make multiple purchases of
Class A shares issued by a fund family over a period of time, usually around 13 months, which,
when aggregated, equal an amount that quahﬁes for a breakpoint discount.
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in the prospectus. The amount of the CDSC, generally calculated as a percentage of the lesser of
the purchase price or the account’s value at the time of the sale, declines each year-and
eventually disappears entirely. Class B shares usually convert to Class A shares, at no cost to the
investor, generally after eight years.

21.  For investors, breakpoints and thher expenses general]y have a direct and -

| significant impact on a mutual fund investment’s return. The significance of these differences i is
that, at certain dollar levels and holding periods, an equal investment in Class A shares,
opposed to Class B shares, may be in the best interest of the investor.

22. With regard to Class B shares, the mutual fund distributor, which is
generally an affiliate of the mutual fund, advances a commission to the selling broker-dealer.
Because Class B shares do not offer brcakpomt discounts, broker-dealers and their
represenitatives receive greater commissions from the sale of Class B shares than from the sale of
the same amount of Class A shares if the sale would qualify for breakpoint discounts. Mutual
fund complexes, through their distributors, recoup the commissions they advance for Class B
shares through the substantially higher Rule 12b-1 fees and/or the CDSC. The different fee -
structures, expenses and characteristics of Class A and Class B shares, including the availability

of breakpoint discounts with regard to purchases of Class A shares, and the impact of CDSCs on

investments in Class B shares, are described in the mutual fund prospectuses and SAIs.

23.  From January 1, 2002 through July 31, 2003, CGMI recommended and
sold Class B shares of mutual funds to customers who, depending on the amount of the
investment and the holding period, generally would have benefited had they purchased Class A

shares instead. Specifically, these customers made purchases of Class B shares in various mutual

funds which, had they purchased Class A shares, could have qualified for breakpoints beginning
at the $50,000 level, through single purchases, aggregating multiple purchases, employing rights
of accumulation or utilizing letters of intent. As a result of the customers’ purchases of Class B
shares, CGMI received greater commissions from these transactions than it would have earned
had it sold Class A shares of the same mutual funds.

CGMUI’s Policles and Procedures Reparding Class B Shares

24, CGMI had certain policies requiring FCs to disclose to customers certain
information regarding Class B shares, For example, the firm’s Mutual Fund Sales Practices
Compliance Manual required FCs to disclose, among other things: (i) types of sales charges and
fees; (ii) multiple classes of securities; (iii) options for reduced or waived sales charges
(including breakpoints); (iv) multiple fund purchases; and (v) expense ratios. More specifically,

- the manual required that FCs assist each customer in deciding which class of shares was likely to
be most advantageous given the customer’s individual circumstances,

25.  Although CGMI had certain written policies requiring disclosures about
. the various classes of fund shares, CGMI's procedures were not sufficient to ensure that FCs
‘made such disclosures to their customers, other than providing them with prospectuses. Among
other things, FCs, when recommending and selling Class B shar&s of mutual fund shares to
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customers, did not adequately disclose that: (i) such shares were subject to higher annual fees

that could have a negative impact on the customers’ investment return, or (ii) once breakpoints -
become available beginning at the $50,000 level, an equal investment in Class A shares could

ylcld a higher retum.

26.  InJuly 2003, CGMI began to change its procedures with regard to the sale
of mutual funds, including through the implementation of blocks on the sale of Class B shares
. where the customer would be in a more advantageous financial position by purchasing Class A
shares.

27.  Asaresultof the foregoing, CGMI willfully® violated Section 17(a)(2) of
the Securities Act. : :

: 28.  Indetermining whether to accept CGMI’s Offer, the Commission has
considered a related disciplinary action by the NASD involving CGMI’s sale of Class B shares
.during the same time period covered by the Order. In its Acceptance, Waiver and Consent
submitted to the NASD to resolve that matter, CGMI has agreed to pay to the NASD a fine of-
$6.25 million and to mdcrtake certain remedial and corrective actions for the benefit of 'mvestots.

29. CGMI has obtained corporate resolutions of the Boards of Directors of :
Cmgroup, Inc. or an appropriate corporate parent of the Affiliates directing each of the Affiliates to
comply fully with the undertakings in paragraph 30 below to the extent that such undertakings
specifically apply to the Affiliates. CGMI has also obtained a corporate resolution of the parent
. corporation directing that CGMI shall take all steps reasonable and necessary to obtain such
compliance by the Affiliates, All resolutions shall remain in effect until such time as CGMI has
, completed and has ensured that the Affiliates have complied with, all such undertakmgs

Undertakmgg
30. CGMl undertakes the followmg

a.  CGMI shall place and maintain on its website, within 30 days from the date
of entry of the Order, disclosures regarding its revenue sharing program to include,
if applicable: i) the existence of the program; (if) the fund complexes participating -
in the program,; (iii) the maximum amount of payment that CGMI receives,
expressed in basis points, in connection with the fund complexes’ participation in
the program; and (iv) the source of such payments. CGMI shall make this
information available via a hyperlink on the home page of its website. CGMI shall
also cause the Affiliates to takc the same actions within 30 days from the date of
entry of the Order.

8 «willfully” as used in the Order means intentionally committing the act which constitutes the
- violation, see Wonsover v. SEC, 205 F.3d 408, 414 (D.C. Cir. 2000); Tager v. SEC, 344 F.2d §,
8 (2d Cir. 1965). There is no requirement that the actor also be aware that he is wolatmg one of -
the Rules or Act. Id ' .
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b. CGMI shall retain, within 60 days from the date of entry of the Order, the
services of an Independent Consultant, who is not unacceptable to the
Commission’s staff, CGMI shall require the Independent Consultant to perform all
of the services and tasks as described below. CGMI shall exclusively bear all costs,
including compensation and expenses, associated with the retcnuon and
performancc of the Independerit Consultant.

c. CGMI shall retain and shall require the Independent Consultant to conduct a
comprehensive review of: (i) the completeness of the disclosures regarding CGMI’s -
Tier Program and the differences in mutual fund share classes; and (ii) the policies
and procedures relating to CGMI’s recommendations to its customers of mutual
funds in the Tier Program and of different class shares of mutual funds. CGMI
* shall retain the Independent Consultant to recommend policies and procedures to
ensure comphance with apphcable statutory and regulatory reqmrements in these
areas. :

d. CGMI shall, within 90 days from the date of entry of the Order, prOvide to
the Independent Consultant a list of customers who purchased Class B shares’

- between January 1, 2002 and the date of entry of the Order (the “relevant time
period™), of $50,000 or greater, including, without limitation, through single and |
multiple purchases by the customer(s) and through aggregation by household® and -
fund family of all purchases during the relevant time period. The list must include -
at least the customers’ names and contact information, any firm-based household -
identification numbser, the date, fund name, fund symbol and number of shares
purchased, and the gross principal amount invested for every purchase. Every’
purchase transaction on the list is a “Qualifying Purchase " However, Quahfymg
Purchases shall not include:

.(i) purchases of Class B shares for which customers have prevwrusly
settled and signed releases of claims agamst CGMI;

(i)  purchases of Class B shares which were later cancelled at no cost to |
: the customer;

(i)  purchases of Class B shares, which, when aggregated with other -
Class B share purchases by the same household in the same fund
family, total less than $100,000, and for which the customer would
have been charged a Class A share initial sales charge exceeding

4,00 percent;

9 “Household” includes all accounts that are related by at least two of the following three factors:
(1) tax identification/social security numbers (2) address; and (3) last or "key" name,
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@iv)

)

[

pu.fchases of Class B shares, which, when aggregated with other

. Class B share purchases by the same household in the same fund
~ family, total less than $100,000, and where the customer (1) entered

into a systematic withdrawal plan at the time of the Class B share-
purchase, and immediately began receiving systematic withdrawals
from the Class B share purchase without incurring CDSCs, or (2)
chose not to reinvest all capital gains and dividends from the Class
B share purchase;

purchases of Class B shares, which, assuming a 5 percent annual

rate of return and considering all expenses, are projected to have a

higher redemption value, determined as of the end of each year
following the purchase date, in comparison to Class A shares in any
two years during the period beginning with the effecuve date of the
Order and ending on the date the Class B shares are scheduled to
automatically convert to Class A shares under the terms of the fund
prospectuses in effect at the time of the purchase; and

purchases of Class B shares, which, assuming a 5 percent annual
rate of return and considering all expenses during the relevant time
period, are projected, as of the date of conversion, to have a value
within $100.00 of the projected value of Class A shares had the -
customers purchased Class A shares instead of Class B shares."

e Additionally, within 150 days from the date of entry of the Order, CGMI
shall offer any customer who made a Qualifying Purchase(s) and still holds all
such shares, the option of converting such Class B shares into Class A shares in
such a manner that each customer is placed in the same financial position, based
on actual fund performance, in which such customer would have been, as of the
date no more than 10 business days prior to the date on which the offered .
conversion to Class A shares is to be completed, with respect to the Qualifying
Purchase(s) had the customer purchased Class A shares mstcad of Class B shares
(the “Settlement Plan”™).

f The Independent Consultant, following consultation with CGMI, may
further remove from the Settlement Plan additional Class B share purchases as
long as the Independent Consultant provides CGMI and the Commission’s staff
with quantitative proof that the customer could not materially benefit" from

" % In addition, the Qualifying Purchases shall not include purchases of Class B shares which
would not have been eligible for breakpoints at or above specified thresholds in certain mutual
~ funds as identified on a list to be provided to the Independent Consuitant.

'! The Settlement Plan shall provide that CGMI will not be required to offer a customer
conversion if the customer would not materialty benefit from an offer of conversion because
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having the particular transaction converted to Class A shares and the removal of
such Qualifying Purchase is not unacceptable to the Commission’s staff.

‘g, The Settlement Plan shall also provide for the payment of cash, subject to
each customer’s choice not to receive payment, to put those customers who made
a Qualifying Purchase(s) and sold, prior to receipt of notice from CGM]I, some or. .
all of their Class B shares comprising the Qualifying Purchase(s) into the same
financial position, based on actual fund performance and redemption value, when
aggregating Qualified Purchases, in which such customers would have been had
the Class B shares that were sold been invested in Class A shares instead.

h. Under the Sett}ement Plan, each customer shall be entitled to breakpomts
to the extent permitted by each relevant fund family based on all eligible

o boldings' and applicable rights of accumulation and assuming letters of intent
were utilized in accordance with the applicable prospectuses.

i, In the event that any customer, who made a Qualifying Purchase(s), elects
to convert those purchases to Class A shares from Class B, and CGMI is unable to
effectuate such conversion for any reason, CGMI shall be required under the
Settlement Plan to provide for the payment of cash, subject to each customer’s -

~ choice not to receive payment, to such customer in an amount that will place the
customer in the same financial position, based on actual performance and
redemption value, that such customer would have been in as of the date of entry -
of the Order had the customer made his Qualifying Purchase(s) inClass A shares
instead of Class B.

j.  The Settlement Plan shall not be unaoceptable to the Independent
Consultant and the Commission’s staff.

k. - Additionally, as part of the Settlement Plan, within 120 days from the date -
of entry of the Order, CGMI shall submit to the Independent Consultant and the
Commission’s staff for review sample letters in plain English: (i) offering each
-customer, according to the particular characteristics of their account and
- purchases, the opportunity to convert in accordance with the Seitlement Plan
* and/or cash payment, subject to each customer’s choice not to receive payment,

either the annual expense differential between Class A shares and Class B shares, the CDSC
schedule, and/or the conversion year quantitatively are such that Class B shares may be

* substantially equal, or more appropriate, compared to Class A shares of the same fund, at

particular investment levels .

2 Eligible holdmgs means the balance of all investments permitted by the relevant fund family to
e aggregated for applicable breakpoints at the time of the Qualifying Purchase, mcludmg
investments made before and held at the time of|, the Quahfymg Purchase.
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for any portions of Qualifying Purchases that have been sold; (ii) explaining the -
economic advantages and disadvantages to the customer of the options; and (iii)
stating that the customer should consult with a tax advisor to determine whether
the conversion carries any federal, state, or local tax consequences. Such letters
may include other factors that customers may reasonably rely upon when deciding
whether to convert. The letter shall not be unacceptable to the Independent
Consultant and the Commission’s staff. .

l - CGMIshal fully complete execution of the Settlement Plan within 270.
days from the date of entry of the Order.

m. CGMI shall further retain and shall require the Independent Consultant to
prepare and, within 150 days from the date of entry of the Order, submit to CGMI
and the Commission’s staff an Initial Report. The Initial Report shall address, ata

- minimum: (i) the adequacy of the disclosures regarding CGMI’s revenue sharing
program; (ii) the adequacy of CGMI’s disclosures of the differences in mutual fund
share classes; (iii) the adequacy of the policies and procedures regarding CGMI’s
recommendations and disclosures to its customers of mutual funds in its revenue
sharing program; (iv) the adequacy of the policies and procedures regarding

. CGMI'’s recommendations and disclosures to its customers of mutual fund share
classes; and the (v) the adequacy of the Settlement Plan, with a goal toward placing
CGMI customers who made Qualifying Purchases in the same financial positions .
they would have been had they purchased Class A shares instead of Class B shares.
The Initial Report must include a description of the review performed, the
conclusions reached, and the Independent Consultant's recommendations for
policies and procedures to ensure compliance with all applicable statutory and
regulatory requirements in these areas, an effective system for implementing the
recommended policies and procedures and an effective system for establishing and
maintaining written records that ev1dence compliance with the recommended
pohc1es and proccdures

n. Within 180 days from the date of entry of the Order, CGMI shall in writing
advise the Independent Consultant and the Commission’s staff of the :
recommendations from the Initial Report that it is adopting and the-
recommendations that it considers to be unnecessary ar inappropriate. With respect
to any recommendation that CGMI considers unnecessary or inappropriate, CGMI
shall explain why the objective or purpose of such recommendation is unnecessary
or inappropriate and provide in writing an alternative policy, procedure or system
designed to achieve the same objective or purpose.

o, With respect to any recommendation with which CGMI and the
Independent Consultant do not agree, CGMI shall attempt in good faith to reach an
agreement with the Independent Consultant within 210 days from the date of entry
‘of the Order. In the event the Independent Consultant and CGMI are unable to
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agree on an alternative proposal not mxacccptable to the Commlsswn s staﬂ" CGMI
shall abide by the recommendatlon of the Indcpendent Consultant.

P CGMI shall further retain and shall require the Independent Consultant to
complete the aforementioned review and submit a written Final Report to CGMI
and to the Commission’s staff within 270 days from the date of entry of the Order.

- The Final Report must recite the efforts the Independent Consultant undertook to
review: (i) CGMI’s disclosures regarding its revenue sharing program; (if) CGMI's
disclosures regarding the differences in mutal fund share classes; (iif) the policies-
and procedures regarding CGMI's recommendations of the mutual fundsinits
revenue sharing program; (iv) the policies and procedures regarding CGMI’s ‘
recommendations and disclosures to customers of multi-class mutual funds; and (v)
the procedures to administer the Settlement Plan and the completeness of the
implementation of the Settlement Plan. The Final Report shall also set forth in
detail the Independent Consultant's recommendations and a reasonable time

- period(s), not to exceed 300 days from the date of entry of the Order, for CGMIto -

implement its recommendations. The Final Report must also describe how CGMI

proposes to implement those recommendations within the tlme penod(s) set forth in
the Final Report. ‘

g . - CGM shall take all necessary and appropriate steps to adopt and implement
all recommendations and proposals contained in the Independent Consultant’s Final
Report, In addition, CGMI shall cause the Affiliates to implement all of the
recommendations and proposals relatmg to revenue sharing contained in the -
Independent Consultant's Final Report, as applicable.

r.  CGMI shall further retain and shall require the Independent Consultant to
conduct a follow-up review of CGMTI's efforts to implement each of the
recommendations contained in the Independent Consultant's Final Report,as
applicable. This follow-up review shall be completed no later than 360 days from
the date of entry of the Order. As part of the follow-up review process, CGMI shall .
retain and shall require the Independent Counsel to submit a follow-up report to the
-Commission’s staff no later than 375 days from the date of entry of the Order. The
follow-up report must set forth the details of CGMT's and the Affiliates’ efforts to

* implement each of the recommendations contained in the Final Report, and must
separately state whether CGMI and the Affiliates have fully complied with each of
the recommendations in the Final Report, as applicable. '

s To ensure the independence of the Independent Consultant, CGMI: (i) shall
- not have the authority to terminate the Independent Consultant, without the prior
written approval of the Commission’s staff; (ii) shall compensate the Independent
Consultant, and persons engaged to assist the Independent Consultant, for services
renidered pursuant to the Order at their reasonable and customary rates; and (iii)
shall not be in and shell not have an attorney-client relationship with the
Independent Consultant and shall not seek to invoke the attomey-client or any other
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doctrine or privilege to prevent the Independent Consultant from transmitting any
mfonnanon reports or documents to the Commission or the Commission’s staff,

t To further ensure the independence of the Independent Consultant, for the

* period of the engagement and for a period of two years from completion of the
engagement, CGMI, its present or former affiliates, directors, officers, employees,
and agents acting in their capacity shall not enter into any employment, consultant,
attorney-client, auditing or other professional relationship with Independent
Consultant. -Further, CGMI, its present or former affiliates, directors, officers,
employees, and agents acting in their capacity shall not enter into any employment,-
consultant, attorney-client, auditing or other professional relationship with any firm,
~with which the Independent Consultant is affiliated in performance of his or her
duties under the Order, or agents acting in their capacity, for the period of the
engagement and for a period of two years after the engagement w1thout prior
wntten consent of the Commission’s staff,

u, CGMI shall cooperate fully with the Independent Consultant and shall
provide the Independent Consultant with prompt access to CGMI’s and the
Affiliates’ files, books, records and pcrsonnel as the Independent Consultant
reasonably deems necessary or appropriate in fulﬁllmg any functlon or completing
any task described in these undertakings.

v. For good cause shown, and upon recetpt of a timely application from the
Independent Consultant or CGMI, the Commission's staff may extend any of the
procedural dates set forth above.

v

In view of the foregoing, the Commission deems it appropriate, in the public interest, and
for the protection of investors, to impose the sanctions agreed to in CGMI’s Offer.

: Acoordmgly, pumuant to Section 8A of the Securities Act and Sections 15(b) and 21C of
the Exchange Act, it is hereby ORDERED t.hat'

1. CGMI shali cease and desist from committing or causing any violations and any
future violations of Section 17(a) of the Securities Act and Rule 10b-10 under the Exchange Act;

2. CGMI is censured;

3 CGMI shall, within 30 days from the date of entry of the Order, pay a civil money
penalty in the amount of $20 million to the United States Treasury. Such payment shall be: (A)
- made by United States postal money order, certified check, bank cashier's check or bank money
order; (B) made payable to the Securities and Exchange Commission; (C) hand-delivered or
mailed to the Ofﬁce of Financial Management, Securities and Exchange Commission, Operations
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Center, 6432 General Green Way, Stop 0-3, Alexandria, VA 22312; and (D) submitted under cover
letter that identifies CGMI as a Respondent in these proceedings, the file number of these
proceedings, a copy of which cover letter and money order or check shall be sent to Arthur S.

- Gabinet, Securities and Exchange Commission, Mellon Independence Center, 701 Market St.,

Suite 2000 Philadelphia, PA: 19106; and

4, CGMI shall comply with the undertakings enumerated in Sec’don‘IIIBO. above, |
By the Commission.

‘Jonathan G. Katz
Secretary
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Daniel A. Pollack

Il = D

From: . <DCECF_LiveDB@txs.uscdurts.gov> ‘

To: . '<DC_Notices@txs.uscourts.gov>
Sent: Friday, October 28, 2005 2:59 PM

Subject:  Activity in Case 4:04-cv-02587 Boyce v. AIM Management Group, et al "Amended
Complaint/Counterclaim/Crossclaim etc."

***NOTE TO PUBLIC ACCESS USERS*** You may view the filed document§ once without
charge. To avoid later charges, download a copy of each document during this first viewing.

U.S. District Court

Southern District of Texas

Notice of E'lectronic Filing

The following transaction was rece1ved from Courville, Carolyn Palge entered on 10/28/2005 at I: 57
PM CDT and filed on 10/28/2005

. 'Case Name:

. Case Number:

Filer:

Boyce v. AIM Management Group, etal
-4:04-cv-2587

Doris J] Wilson
Richard Tim Boyce
Joy D Beasley
Sheila McDaid

Kehlbeck Trust DTD 1-25-93

Billy B Kehlbeck

" Donna J Kehlbeck

TTEES
Janice R Fry

- Bob JFry

James P Hayes
Virginia L Magbual
Henry W Meyer
George Robert Perry
Robert P Apu
Suzanne K Apu
Marina Berti

- Khanh Dinh

Frank Kendrick
Edward A Krezel
Dan B Lesiuk

John B Perkins
Mildred E Ruehlman

- Loui! s E Sperry

Robert W Wood
Harvey R Bendix

10/28/2005



Cvetan Georgidv

David M Lucoff

Michael E Parmelle

Stanley S Stephenson

City of Chicago Deferred
Document Number 47

Docket Text:

Second AMENDED Complamt agamst all defendants filed by all plamtlffs (Attachments: # (1)°
Continuation Second Consolidated Amended Complamt pp. 51-106# (2) Exhibit A - D)(Courv111e,

- Carolyn) -
The following document(s) are associated with this transaction:

Document description:Main Document

Original filename:n/a

Electronic document Stamp:

[STAMP dcecfStamp_ID=1045387613 [Date=10/28/2005] [F11eNumber2808407-
- 0] [898cc191aefecefaS4ed735¢d243f75bdc497168c09d0e5f868c9f0550cded2c0
dd89636bf16328355db80852163709158913e5ae22ae2537a8fc8dd40266¢1]]
Document description: Contmuatlon Second Consolidated Amended Complaint, pp. 51 106
Original filename:n/a :

Electronic document Stamp:

[STAMP dcecfStamp_1D=1045387613 [Date= 10/28/2005] [FxleNumber-2808407-
1] [4c30dc927¢59b4693{a0f25af31b4cbbd0928e4b807dc72fd7ae386799¢fa0967d

1 13e2e723030bf5a537b043ba54029cc604eb65d0104026047fc7108c52048]]
Document description:Exhibit A - D

Original filename:n/a

Electronic document Stamp:

[STAMP dcecfStamp ID=1045387613 [Date—10/28/2005] [FlleNumber—2808407-
2] [447¢4a6a4c088b1004cd4609090997¢540fd850f6d777¢934a300cbd8fed0fe486
bdaaffobb85579679¢7¢280cf578al5fed70533646a28409bef946d00d4ca3]] -

| 4:04-cv-2587 Notice will be electronically mailed to:

Jerald Bien-Willner Jerryb@blbglaw com,
robert@blbglaw com; denab@blbglaw com; knstmas@blbglaw com,; mlchaelf@blbglaw com

Thomas E Bilek tbllek@hb legal com, llockett@hb legal.com

* Carolyn Paige Courville ccourvil@susmangodfrey.com,jlewis@susmangodfrey.com
Paul D Flack pflack@nickenskeeton.com | |

Martin] Kaminsky  mikaminsky@pollacklawfirm.com,

* Charles Stephen Kelley  ckelley@mayerbrownrowe.com

Edward T McDermott  etmcdermott@pollacklawfirm.com,

10/28/2005



