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Ms. Eslin:

On behalt of our client, Schwab Investments (the “Trust™), we have enclosed, pursnant to
Section 33 of the Investment Company Act of 1940, as amended, a copy of:

« one (1) complaint filed against Charles Schwab Investment Management, Inc. (“CSIM”),
the investment adviser to the Trust; Charles Schwab & Co., Inc. (“CS&Co.”), the
principal underwriter of the Trust; The Charles Schwab Corporation (“Schwab”), the
parent company of CSIM and CS&Co.; and certain of the Trust’s officers and trustees.

« one (1) complaint filed against the Trust; the Schwab YieldPlus Fund, a series of the
Trust; CSIM; CS&Co.; Schwab; and certain of the Trust’s officers and trustees.

« one (1) complaint filed against the Trust; CSIM; CS&Co.; Schwab; and certain of the
Trust’s officers and trustees.

Please contact me at (215) 963-5598 with any questions.

Very truly yours,

T
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UNITED STATES DISTRICT COURT
DISTRICT OF MASSACHUSETTS

ARNITA COLEMAN, Individually and On Behalf
of All Others Similarly Situated,
CIVIL ACTION NO.

Plaintiff,

VS.

CLASS ACTION COMPLAINT

THE CHARLES SCHWAB CORPORATION,
CHARLES SCHWARB & CO., INC., CHARLES
SCHWAB INVESTMENT MANAGEMENT,
INC., CHARLES R. SCHWAB, EVELYN S.
DILSAVER, RANDALL W. MERK and GEORGE
M. PEREIRA,

JURY TRIAL DEMANDED

Defendants.
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Plaintiff, Arnita Coleman ("Plaintiff"), alleges the following based upon the investigation
by Plaintiff's counsel, which included, among other things, a review of the defendants' public
documents, conference calls and announcements made by defendants, United States Securities
and Exchange Commission ("SEC") filings, wire and press releases published by and regarding
Schwab YieldPlus Funds Investors Shares ("Investor Fund") and Schwab YieldPlus Funds Select
Shares ("Select Fund") (collectively referred to as "the Funds"), securities analysts' reports and
advisories about the defendants, and information readily available on the Internet, and Plaintiff
believes that substantial additional evidentiary support will exist for the allegations set forth

herein after a reasonable opportunity for discovery.



NATURE OF THE ACTION AND OVERVIEW

1. This is a federal class action on behalf of purchasers of shares of Schwab
YieldPlus Funds Investor Shares ("Investor Fund") and Schwab YieldPlus Funds Select Shares
("Select Fund") (collectively referred to as "the Funds™), who purchased or otherwise acquired
shares between March 17, 2005 and March 17, 2008, secking to pursue remedies under the
Securities Act of 1933 (the "Securities Act").

2. The Funds are each a series of Schwab Investments and are Massachusetts
business trusts. Each of the Funds uses Schwab as its shareholder services agent, transfer agent
and principal underwriter. The Funds were offered to the public beginning on November 15,
2004, and were marketed as ultra-short bond funds that were a higher-yield and safe alternative
to money-market funds. Defendants filed substantially similar Registration Statements and
Prospectuses for the Funds (collectively referred to as the "Registration Statement"), and issued
nearly identical securities to investors.

3. By the beginning of March 2008, the Net Asset Value ("NAV™ or "value") of the
Funds had been lowered to less than $8.75. Defendants finally addressed the disturbing plunge
in the Funds' share price, attributing the low price to the mortgage-backed and asset-backed
securities market. Nonetheless, defendants maintained, as they had throughout the Class Period,
that the Funds were "highly diversified.”

4. The value of the Funds' shares continued to decline and closed on March 18, 2008
at $7.88 per share. This represented a cumulative loss of $1.81, or 18.68 percent, of the value of
the Funds at the beginning of the Class Period. The value of the Funds continued to fall after
March 18, 2008, and as of the date of this Complaint, the Funds' shares are valued at less than $7

per share.
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5. The Complaint alleges that, in connection with the Funds' Registration Statement,
defendants failed to disclose or indicate the following: (1) that the Funds' assets were or would
be overly-concentrated in the highly risky mortgage industry and that such securities were or
would be highly vulnerable to illiquidity; (2) that there existed no primary market for the
majority of the bonds; (3) that the duration for a majority of the Funds is over two years; (4) that
the vatues of the Funds' shares were inflated and highly speculative given their composition; (5)
that there were not adequate internal controls; and (6) that, as a result of the foregoing, the Funds'
Registration Statement was false and misleading at all relevant times.

6. As a result of defendants’ wrongful acts and omissions, and the precipitous decline
in the market value of the Funds' shares, Plaintiff and other Class Members have suffered
significant losses and damages.

JURISDICTION AND VENUE

7. The claims asserted herein arise under and pursuant to Sections 11, 12(a)(2), and
15 of the Securities Act (15 U.S.C. §§ 77k and 770).

8. This Court has jurisdiction over the subject matter of this action pursuant to
Section 22 of the Securities Act (15 U.S.C. § 77v).

9. Venue is proper in this Judicial District pursuant to Section 22 of the Securities
Act. Many of the acts and transactions alleged herein, including the preparation and
dissemination of materially false and misleading information, occurred in substantial part in this
Judicial District. Additionally, Schwab Investments was organized under Massachusetts law,
and the Funds are Massachusetts business Trusts.

10.  In connection with the acts, conduct and other wrongs alleged in this Complaint,

defendants, directly or indirectly, used the means and instrumentalities of interstate commerce,
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including but not limited to, the United States mails, interstate telephone communications and
the facilities of the national securities exchange.
PARTIES

11,  Plaintiff, Arnita Coleman, as set forth in the accompanying certification,
incorporated by reference herein, purchased the Funds shares at artificially inflated prices during
the Class Period and has been damaged thereby.

12.  Defendant The Charles Schwab Corporation ("Schwab Corp."} is the parent
company of Schwab and Schwab Investments.

13.  Defendant Charles Schwab & Co. Inc. ("Schwab” or "Underwriter”) is the parent
company of Schwab Investments, and was principal underwriter for shares of the Funds.

14.  Defendant Charles Schwab Investment Management, Inc. ("Schwab
Management,” "CSIM" or "Investment Advisor") oversees administration and management of
the Funds.

15.  Defendant Charles R. Schwab ("Charles Schwab") was, at all relevant times,
Chairman and Trustee of the Funds and Schwab Investments.

16.  Defendant Evelyn S. Dilsaver ("Dilsaver") was, at relevant times, President and
Chief Executive Officer ("CEQ"} of the Funds.

17.  Defendant Randail W. Merk ("Merk") was, at relevant times, a Trustee, President
and CEO of the Funds.

18.  Defendant George M. Pereira ("Pereira") was, at relevant times, Chief Financial
Officer ("CFO"} and Treasurer of the Funds

19. Defendants Charles Schwab, Dilsaver, Merk and Pereira are collectively referred

to hereinafier as the "Individual Defendants." The Individual Defendants, because of their
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positions with respect to the Funds, possessed the power and authority to control the contents of
the Funds' quarterly reports, press releases and documents, and presentations to securities
analysts, money and portfolio managers and institutional investors, i.e., the market. Each
defendant was provided with copies of the Funds' reports and press releases and documents
alleged herein to be misleading prior to or shortly after their issuance and had the ability and
opportunity to prevent their issuance or cause them to be corrected. Because of their positions
and access to material non-public information available to them, each of these defendants knew
that the adverse facts specified herein had not been disclosed to, and were being concealed from,
the public, and that the positive representations which were being made were then materially
false and misleading. The Individual Defendants are liable for the false statements pleaded
herein, as those statements were each "group-published” information, the result of the collective
actions of the Individual Defendants.

SUBSTANTIVE ALLEGATIONS

Background

20.  Schwab Investments ("Trust” or Registrant") is headquartered at 101 Montgomery
Street, San Francisco, California.

2. The Funds are each a series of Schwab Investments, members of the Schwab
Family, and are Massachusetts business Trusts.

22.  Beginning on November 15, 2004, the Defendants began offering shares of the
Funds to the public. In connection with this offering, defendants filed Registration Statements
with the SEC for the Funds. Each Registration Statement was substantially similar, and
throughout the Class Period defendants continued to file substantially similar Registration

Statements. Additionally, defendants issued notices, advertisements, circulars, letters or written
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communications, including by radio, television and/or the internet, all of which formed part of

the Prospectus.

Materially False and Misleading
Statements Made in the Registration Statement

23.  Regarding the Funds' objectives and compositions, defendants, through their
website, made the following assertions:

The Schwab YieldPlus Fund is designed with your income needs
in mind. The fund’s objective is to seek high current income with
minimal changes in share price. It’s appropriate for clients who
plan to hold their investment for one year or longer, and who can
tolerate changes in share price.

The YieldPlus Fund offers:

Monthly Income — The fund invests in a large, well-diversified
portfolio of taxuble bonds and distributes its income on the last
day of each month.

Low Duration — To minimize changes in share price or NAV,
the fund seeks to maintain an average portfolio duration of one-
year or less. However, in volatile markets, the fund may
experience a higher degree of NAV fluctuation . . .

Active Portfolio Management — The fund is actively managed by
a seasoned team of taxable bond portfolio managers who are
supported by a team of credit and market analysts. The team use a
disciplined approach designed to deliver competitive total returns,
which has become the foundation of managing Schwab’s other
fixed income funds.

Increased yield potential — Ultrashort bond funds like the Schwab
YieldPlus Fund have historically provided higher sustained
yields versus money market funds, as their short duration helps
minimize exposure to falling bond prices as rates rise. Even
though the share price may fluctuate minimally, these funds offer
lower risk than longer-term bond funds and only marginally higher
risk than money market funds. [Emphasis added.]

24.  On September 15, 2005, the defendants filed a Prospectus Supplement with the
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SEC on Form 497. Therein, Defendants, in relevant part, stated:

THE SCHWAB YIELDPLUS FUND(R) is an ultra short-term
bond fund, designed to offer high current income with minimal
changes in share price. The fund invests primarily in investment-
grade bonds. The fund offers the potential for higher yields than a
money market fund. However, unlike a money market fund, its
share price will fluctuate. The fund seeks to keep the average
duration of its portfolio at one year or less. [Emphasis added.]

25. On November 15, 2007, the defendants issued a supplement to the Schwab
Taxable Bond Funds Prospectus. Therein, defendants, in pertinent part, made the following
assertions about the Funds:

To pursue its goal, the fund primarily invests in investment-grade
municipal securities—those in the four highest credit rating
categories (rated AAA to BBB- or the unrated equivalent as
determined by the investment adviser). The fund normally invests
at least 80% of its net assets in municipal securities the interest
from which is exempt from federal income tax, including the

f federal alternative minimum tax (AMT). The fund does not
currently intend to invest in municipal securities whose interest is
subject to the AMT. To help maintain share price stability and
preserve investor capitul, the fund seeks to maintain an average
portfolio duration of one year or less.

The fund may invest in fixed-, variable- or floating-rate securities
from municipal issuers around the country and in U.S. territories
and possessions. These may include general obligation issues,
which typically are backed by the issuer’s ability to levy taxes, and
revenue issues, which typically are backed by a stream of revenue
from a given source, such as an electric utility or a public water
system. The fund may invest more than 25% of its total assets in
municipal securities financing similar projects, such as those
relating to education, health care, transportation, and utilities.

The fund may also invest in municipal residual interest tender
option bonds, which are derivative instruments in municipal bonds.
Although volatile, municipal residual interest tender option bonds
typically offer the potential for yields exceeding the yields
available on comparable fixed-rate municipal bonds. Many of the
Sfund’s securities carry credit enhancements (such as bond
insurance) or liquidity enhancements (such as a letter of credit),
which are designed to provide incremental levels of
creditworthiness or liquidity.
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Credit risk. The fund is subject to the risk that a decline in the
credit quality of a portfolio investment could cause the fund’s
share price to fall. Although the fund invests primarily in
investment-grade securities, the fund could lose money if the
issuer or guarantor of a portfolio investment or the counterparty
to a derivatives contract fails to make timely principal or interest
payments or otherwise honor its obligations. Securities rated
below investment-grade (junk bonds) involve greater risks of
default or downgrade and are more volatile than investment-grade
securities. Below investment-grade securities involve greater risk
of price declines than investment-grade securities due to actual or
perceived changes in an issuer’s creditworthiness. In addition,
issuers of below investment-grade securities may be more
susceptible than other issuers to economic downturns. Such
securities are subject to the risk that the issuer may not be able to0
pay interest or dividends and ultimately to repay principal upon
maturity. Discontinuation of these payments could substantially
adversely affect the market value of the securities. [Emphasis
added.]

26.  The statements contained in Y 23-25 were materially false and misleading when
made because defendants failed to disclose or indicate the following: (1) that the Funds' assets
were or would be overly-concentrated in the highly risky mortgage industry and that such
securities were or would be highly vulnerable to illiquidity; (2) that there existed no primary
market for the majority of the bonds; (3) that the duration for a majority of the Funds is over two
years; (4) that the values of the Funds' shares were inflated and highly speculative given their
composition; (3) that there were not adequate internal controls; and (6) that, as a result of the
foregoing, the Funds' Registration Statement was false and misleading at all relevant times.

The Truth Begins to Emerge

27.  Beginning in July 2007, Defendants began to slowly but steadily lower the value
of the Funds’ share price, which caused the NAV of the Funds to substantially decline. By the
beginning of March 2008, the value of the Funds had been lowered to less than $8.75.

28.  On March 10, 2008, defendants issued a letter which, in relevant part, stated:
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Even though YieldPlus is a highly diversified fund, it reflecis the
declines we have seen in non-Treasury securities, including
mortgage-backed and asset-backed securities, where reduced
demand has been the primary driver of decreasing valuations.
[Emphasis added.]

29.  When the Class Period began on March 17, 2005, the Funds shares were trading at
$9.69 per share. By March 18, 2007, the Funds shares had plummeted to $7.88 per share. This
represented a cumulative loss of $1.81, or 18.68 percent, of the value of the Funds at the
beginning of the Class Period. The value of the Funds continued to fall after March 18, 2008,
and as of the date of this complaint, the Funds' shares are valued at less than $7 per share.

PLAINTIFF'S CLASS ACTION ALLEGATIONS

30.  Plaintiff brings this action as a class action pursuant to Federal Rule of Civil
Procedure 23(a) and (b)(3) on behalf of a Class, consisting of all those who purchased or
otherwise acquired the Funds Shares pursuant or traceable to the Registration Statement between
March 17, 2005 and March 17, 2008 and who were damaged thereby (the "Class"). Excluded
from the Class are defendants, the officers and directors of defendant companies, at all relevant
times, members of their immediate families and their legal representatives, heirs, successors or
assigns and any entity in which defendants have or had a controlling interest.

31. The members of the Class are so numerous that joinder of all members is
impracticable. While the exact number of Class members is unknown to Plaintiff at this time
and can only be ascertained through appropriate discovery, Plaintiff believes that there are
hundreds or thousands of members in the proposed Class. Record owners and other members of
the Class may be identified from records maintained by defendants or their transfer agent, and
may be notified of the pendency of this action by mail, using the form of notice similar to that
customarily used in securities class actions.

32.  Plaintiff's claims are typical of the claims of the members of the Class as all
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members of the Class are similarly affected by defendants’ wrongful conduct in violation of
federal law that is complained of herein.

33.  Plaintiff will fairly and adequately protect the interests of the members of the
Class and has retained counsel competent and experienced in class and securities litigation.

34, Common questions of law and fact exist as to all members of the Class and
predominate over any questions solely affecting individual members of the Class. Among the
questions of law and fact common to the Class are:

(a) whether the federal securities laws were violated by defendants' acts as
alleged herein;

(b) whether statements made by defendants to the investing public during the
Class Period misrepresented material facts about the business, operations
and management of the Funds; and

(c) to what extent the members of the Class have sustained damages and the
proper measure of damages.

35. A class action is superior to all other available methods for the fair and efficient
adjudication of this controversy since joinder of all members is impracticable. Furthermore, as
the damages suffered by individual Class members may be relatively small, the expense and
burden of individual litigation make it impossible for members of the Class to individually
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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UNDISCLOSED ADVERSE FACTS

36.  The market for the Funds' shares was open, well-developed and efficient at all
relevant times. As a result of these materially false and misleading statements and failures to
disclose, the Funds' shares traded at artificially inflated prices during the Class Period. Plaintiff
and other members of the Class purchased or otherwise acquired the Funds' shares relying upon
the integrity of the market price of the Funds' shares and market information relating to the
Funds, and have been damaged thereby.

37.  During the Class Period, defendants materially misled the investing public,
thereby inflating the price of the Funds shares, by publicly issuing false and misleading
statements and omitting to disclose material facts necessary to make defendants' statements, as
set forth herein, not false and misleading. Said statements and omissions were materially false
and misleading in that they failed to disclose material adverse information and misrepresented
the truth about the defendants, their business and operations, as alleged herein.

38.  Atall relevant times, the material misrepresentations and omissions particularized
in this Complaint directly or proximately caused or were a substantial contributing cause of the
damages sustained by Plaintiff and other members of the Class. As described herein, during the
Class Period, defendants made or caused to be made a series of materially false or misleading
statements about the Funds' financial well-being and operations. These material misstatements
and omissions had the cause and effect of creating in the market an unrealistically positive
assessment of the Funds and their financial well-being and operations, thus causing the Funds'
shares to be overvalued and artificially inflated at all relevant times. Defendants' materially faise

and misleading statements during the Class Period resulted in Plaintiff and other members of the
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Class purchasing the Funds' shares at artificially inflated prices, thus causing the damages
complained of herein.

LOSS CAUSATION

39.  Defendants' wrongful conduct, as alleged herein, directly and proximately caused
the economic loss suffered by Plaintiff and the Class.

40,  During the Class Period, Plaintiff and the Class purchased the Funds' shares at
artificially inflated prices and were damaged thereby. The price of the Funds' shares
significantly declined when the misrepresentations made to the market, and/or the information
alleged herein to have been concealed from the market, and/or the effects thereof, were revealed,
causing investors' losses.

Applicability of Presumption of Reliance:
Fraud On The Market Doctrine

41.  Atall relevant times, the market for the Funds' shares was an efficient market for
the following reasons, among others:

(a) The Funds' shares met the requirements for listing, and was listed and
actively traded on the NASDAQ, a highly efficient and automated market;

(b) As a regulated issuer, defendants filed periodic public reports with the
SEC and the NASDAQ;

(c) Defendants regularly communicated with public investors via established
market communication mechanisms, including through regular
disseminations of press releases on the national circuits of major newswire
services and through other wide-ranging public disclosures, such as
communications with the financial press and other similar reporting

services; and
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(d) The Funds followed by several securities analysts employed by major
brokerage firms who wrote reports which were distributed to the sales
force and certain customers of their respective brokerage firms. Each of
these reports was publicly available and entered the public marketplace.

42.  As a result of the foregoing, the market for the Funds' shares promptly digested
current information regarding the Funds' shares from all publicly-available sources and reflected
such information in the Funds' share price. Under these circumstances, all purchasers of the
Funds' shares during the Class Period suffered similar injury through their purchase of the Funds’
shares at artificially inflated prices and a presumption of reliance applies.

NO SAFE HARBOR

43.  The statutory safe harbor provided for forward-looking statements under certain
circumstances does not apply to any of the allegedly false statements pleaded in this Complaint.
Many of the specific statements pleaded herein were not identified as "forward-looking
statements" when made. To the extent there were any forward-looking statements, there were no
meaningful cautionary statements identifying important factors that could cause actual results to
differ materially from those in the purportedly forward-looking statements. Alternatively, to the
extent that the statutory safe harbor does apply to any forward-looking statements pleaded
herein, defendants are liable for those false forward-looking statements, because at the time each
of those forward-looking statements was made, the particular speaker knew that the particular
forward-looking statement was false, and/or the forward-looking statement was authorized
and/or approved by an executive officer of the Funds who knew that those statements were false

when made.
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FIRST CLAIM
Violation of Section 11 of
The Securities Act Against All Defendants

44.  Plaintiff repeats and realleges cach and every allegation contained above as if
fully set forth herein only to the extent, however, that such allegations do not allege fraud,
scienter or the intent of the defendants to defraud Plaintiff or members of the Class. This count
is predicated upon defendants' strict liability for making false and materially misleading
statements in the Registration Statement.

45, This claim is asserted by Plaintiff against all defendants by, and on behalf of,
persons who acquired shares of the Funds' shares pursuant to or traceable to the false
Registration Statement issued in connection with the Funds

46.  Individual Defendants as signatories of the Registration Statement, as directors
and/or officers of the Funds and controlling persons of the issuer, owed to the holders of the
Funds' shares obtained through the Registration Statement the duty to make a reasonable and
diligent investigation of the statements contained in the Registration Statement at the time they
became effective to ensure that such statements were true and correct, and that there was no
omission of material facts required to be stated in order to make the statements contained therein
not misleading. Defendants knew, or in the exercise of reasonable care should have known, of
the material misstatements and omissions contained in or omitted from the Registration
Statement as set forth herein. As such, defendants are liable to the Class.

47.  None of the defendants made a reasonable investigation or possessed reasonable
grounds for the belief that the statements contained in the Registration Statement were true ot
that there was no omission of material facts necessary to make the statements made therein not

misleading.
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48. Defendants issued and disseminated, caused to be issued and disseminated, and
participated in the issuance and dissemination of, material misstatements to the investing public
which were contained in the Registration Statement, which misrepresented or failed to disclose,
inter alia, the facts set forth above. By reason of the conduct herein alleged, each defendant
violated and/or controlled a person who violated Section 11 of the Securities Act.

49.  As a direct and proximate result of defendants’ acts and omissions in violation of
the Securities Act, the market price of the Funds' shares sold in the IPO was artificially inflated,
and Plaintiff and the Class suffered substantial damage in connection with their ownership of the
Funds' shares pursuant to the Registration Statement.

50. Defendants are the issuer of the stock sold via the Registration Statement. As
issuer of the Funds' shares, the defendants are strictly liable to Plaintiff and the Class for the
material misstatements and omissions therein.

51. At the times they obtained their shares of the Funds, Plaintiff and members of the
Class did so without knowledge of the facts concerning the misstatements or omissions alleged
herein.

52.  This action is brought within one year after discovery of the untrue statements and
omissions in and from the Registration Statement which should have been made through the
exercise of reasonable diligence, and within three years of the effective date of the Prospectus.

53. By virtue of the foregoing, Plaintiff and the other members of the Class are
entitled to damages under Section t1 as measured by the provisions of Section 1i(e), from the

defendants and each of them, jointly and severally.
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SECOND CLAIM
Violation of Section 12(a)(2) of
The Securities Act Against All Defendants

54.  Plaintiff repeats and realleges each and every allegation contained above as if
fully set forth herein.

55.  This Count is brought pursuant to Section 12(a)(2) of the Securities Act on behalf
of the Class, against all defendants.

56. Defendants were sellers, offerors, and/or solicitors of purchasers of the Funds'
shares offered pursuant to the Registration Statement.

57.  The Registration Statement contained untrue statements of material facts, omitted
to state other facts necessary to make the statements made not misleading, and concealed and
failed to disclose material facts. The Individual Defendants' actions of solicitation included
participating in the preparation of the false the misleading Registration Statement.

58.  Defendants owed to the purchasers of the Funds' shares, including Plaintiff and
other members of the Class, the duty to make a reasonable and diligent investigation of the
statements contained in the IPO materials, including the Registration Statement, to ensure that
such statements were true and that there was no omission to state a material fact required to be
stated in order to make the statements contained therein not misleading. Defendants knew of, or
in the exercise of reasonable care should have known of, the misstatements and omissions
contained in the IPO materials as set forth above.

59.  Plaintiff and other members of the Class purchased or otherwise acquired the
Funds shares pursuant to and/or traceable to the defective Registration Statement. Plaintiff did
not know, or in the exercise of reasonable diligence could not have known, of the untruths and

omissions contained in the Registration Statement.
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60.  Plaintiff, individually and representatively, hereby offer to tender to defendants
those Funds' shares which Plaintiff and other Class members continue to own, on behalf of all
members of the Class who continue to own such shares, in return for the consideration paid for
those shares together with interest thercon. Class members who have sold their shares of the
Fund are entitled to rescissory damages.

61. By reason of the conduct alleged herein, these defendants violated, and/or
controlled a person who violated Section 12(a)(2) of the Securities Act. Accordingly, Plaintiff
and members of the Class who hold the Funds' shares purchased pursuant to the Registration
Statement have the right to rescind and recover the consideration paid for their shares, and
hereby elect to rescind and tender their shares to the defendants sued herein. Plaintiff and Class
members who have sold their shares are entitled to rescissory damages.

62.  This action is brought within three years from the time that the Funds' shares upon
which this Count is brought was sold to the public, and within one year from the time when
Plaintiff discovered or reasonably could have discovered the facts upon which this Count is
based.

THIRD CLAIM

Violation of Section 15 of The Securities Act
Against the Individual Defendants

63.  Plaintiff repeais and realleges each and every allegation contained above,
excluding all allegations above that contain facts necessary to prove any elements not required to
state a Section 15 claim, including without limitation, scienter.

64.  This count is asserted against Individual Defendants and is based upon Section 15
of the Securities Act.

65.  Individual Defendants, by virtue of their offices, directorship and specific acts
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were, at the time of the wrongs alleged herein and as set forth herein, controlling persons of the
Funds within the meaning of Section 15 of the Securities Act. The Individual Defendants had
the power and influence and exercised the same to cause defendants to engage in the acts
described herein.

66.  Individual Defendants' position made them privy to and provided them with
actual knowledge of the material facts concealed from Plaintiff and the Class.

67. By virtue of the conduct alleged herein, the Individual Defendants are liable for
the aforesaid wrongful conduct and are liable to Plaintiff and the Class for damages suffered.

WHEREFORE, Plaintiff prays for relief and judgment, as follows:

(a) Determining that this action is a proper class action under Rule 23 of the
Federal Rules of Civil Procedure;

(b) Awarding compensatory damages in favor of Plaintiff and the other Class
members against all defendants, jointly and severally, for all damages
sustained as a result of defendants' wrongdoing, in an amount to be proven
at trial, including interest thereon;

(c) Awarding Plaintiff and the Class their reasonable costs and expenses
incurred in this action, including counsel fees and expert fees; and

(d) Such other and further relief as the Court may deem just and proper.
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JURY TRIAL DEMANDED

Plaintiff hereby demands a trial by jury.

Dated: April 11, 2008
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Respectfully submitted,

GILMAN & PASTOR, LLP

By: __ /s/ David Pastor

David Pastor (BBO #391000)
Daniel D’Angelo (BBO #630321)
225 Franklin Street, 16™ Floor
Boston, Massachusetts 02110
Tel: 617-742-9700

Fax: 617-742-9701

SCHIFFRIN BARROWAY
TOPAZ & KESSLER, LLP
Richard A. Maniskas
rmaniskas@sbtklaw.com

D. Seamus Kaskela
skaskela@sbtklaw.com
David M. Promisloff
dpromisloff@sbtklaw.com
280 King of Prussia Road
Radnor, PA 19087

(610) 667-7706

(610) 667-7056 (fax)

Attorneys for Plaintiff
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JUDGE JONES

UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

HUGH JOHN TULLY and PENELOPE CAROL
TULLY, on Behalf of Themselves and All Others
Similarly Situated,

Plaintiffs,
-against-

THE CHARLES SCHWAB CORPORATION,
SCHWAB INVESTMENTS, CHARLES
SCHWAB & CO. INC., CHARLES SCHWAB
INVESTMENT MANAGEMENT, INC,,
CHARLES R. SCHWARB, EVELYN DILSAVER,
RANDALL W. MERK, and GEORGE PEREIRA,

Defendants.

vV 3652

08 CIV

CLASS ACTION COMPLAINT
FOR VIOLAITON OF"’I‘HE_ -
FEDERAL SECURITIES LAWS
AR 18 A

o & S0 NY.

's&sHIERS

JURY TRIAL DEMANDED

Plaintiffs (“plaintiffs”) allege this class action complaint based upon personal knowledge

as to themselves, their own acts and the acts and statements of defendants in which they

participated directly; including the communications with, representations made, and

documentation and information provided to plaintiffs by defendants in the ordinary course of

business, and the investigation of their counsel. Counsels' investigation conducted on plaintiffs’

behalf, included, among other things: (i) an analysis of publicly-available news articles and

reports; (ii) a review and analysis of public filings, including but not limited to Securities and

Exchange Commission filings by defendants; (iii) press releases issued by defendants, and

(iv) other matters of public record. The allegations as to all other matters are based upon

investigation by plaintiffs’ attomeys and research of the applicable law with respect to the claims

asserted herein.

NATURE OF THE ACTION

1. This is a federal securities class action brought by plaintiffs alleging claims under



Sections 11, 12 and 15 of the Securities Act of 1933 (“Securities Act”) against defendants, all of
whom are corporations, partnerships or individuals who are members of the Charles Schwab
financial services family, as more fully described below, on behalf of a class consisting of those
persons who purchased shares of any class of the Schwab YieldPlus Fund (the “Fund”) (ticker
symbols SWYPX and SWYSX for the two classes) during the period March 18, 2005 through
March 18, 2008, inclusive (the “Class Period”), except for defendants, any other affiliates of
defendant parent holding company “The Charles Schwab Corporation” (defined below), and the
senior executive officers and directors of The Charles Schwab Corporation and/or its affiliates
(the “Class”).

2. This case arises from the issuance, underwriting and sale by defendants during the
Class Period of Fund shares through registration statements, prospectuses, Statements of
Additional Information (*SOAIs”) and other sales documents which were in effect during the
Class Pertod (collectively “Fund Prospectus Materials™) that contained material misstatements
and omissions material to the investment risks of buying Fund shares.

3. The Fund was expressly described by defendants as an “ultra short-term bond
fund.” Defendants marketed the Fund to the public as: a “higher-yield[ing]” alternative to
money-market funds; with a “goal” “designed t6 offer higher yields than a money market fund
while seeking minimal changes in share price;” and having an “historical ability to minimize its
share price fluctuations.” Defendants described the Fund as providing "higher yields on your
cash with only marginally higher risk, [and therefore] could be a smart alternative."

4. in fact, the Fund contained materially greater risk than a money market fund,
which was not disclosed in the Fund Prospectus Materials. The Fund contained material

amounts of highly risky, subprime securities which has caused the Fund to plummet in value




during the current and ongoing “credit crisis.”

5. The Fund’s NAV was approximately $9.70 throughout much of the Class Period.
The NAV dropped from $9.67 on July 9, 2007 to $7.88 on March 18, 2008, when this action was
first filed, an 18.5% decrease. On April 8, 2008, the Fund’s NAV was $6.80, a 29.7% decrease
from the July 9, 2007 price.

6. By comparison, the average loss for this category of fund during the same time
period (through March 18, 2008) has becn well under 2.0%.

7. Accordingly, between July 9, 2007 and March 18, 2008, the Fund lost more than
$1.1 billion in net asset value (even after excluding redemptions from the calculation).

8. Plaintiffs seek to recover, among other things, damages (including but not limited
to rescissory damages) caused to the Class by defendants’ violations of Sections 11, 12 and 15 of
the Exchange Act.

9. Plaintiffs are among those who have been injured and damaged by defendants’
unlawful conduct.

JURISDICTION AND VENUE

10. Plaintiffs bring this action pursuant to §§ 11, 12(a) (2) and 15 of the Securities
Act, 15 U.S.C. §§ 77k, 771 and 770.

11.  This Court has jurisdiction over the subject matter of this action pursuant to
Section 22 of the Securities Act (15 U.S.C. § 78aa) and 28 U.5.C. §§ 1331.

12.  Venue is proper in this District pursuant to 15 U.S.C. § 78aa and 28 U.S.C. §
1391(b)(3).

13.  The defendants maintain at least ten offices within this District from which they

transact and conduct business within this District.
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14.  The non-natural person defendants offer for sale and sell Fund shares, which are
securities, within this District.

15. In connection with the acts alleged in this Complaint, defendants, directly or
indirectly, used the means and instrumentalities of interstate commerce, including, but not
limited to, the mails, interstate telephone communications and the facilities of the national
securities markets.

PARTIES
Plaintiffs

16.  Plaintiffs Hugh John Tully and Penelope Carol Tully acquired shares of the Fund
during the Class Period and pursuant to the Fund Prospectus Materials at issue in this complaint,
as set forth in the accompanying certification, and have been damaged thereby. Plaintiffs
purchased their Fund shares directly from defendant “Schwab” (defined below) in its capacity as
a retail broker-dealer. Plaintiffs’ initial investment in the Fund was monies from the sale of their
home.

Defendants

17.  The defendants are all affiliated with each other and conduct business under the
umbrella of the “Charles Schwab” name, which is one of the largest financial services
organizations in the world.

18.  Defendant The Charles Schwab Corporation is the parent company of the Charles
Schwab financial services complex. It is a holding company which engages in securities
brokerage, banking and related financial services through its subsidiaries. The Charles Schwab
Corporation is headquartered at 101 Montgomery Street, San Francisco, CA 94104,

19.  Defendant Schwab Investments ("Registrant Schwab Investments”) is the



registrant and issuer of the Fund shares under the Securities Act. Registrant Schwab Investments
was organized under the law of Massachusetts on October 26, 1990, and is a Massachuselts
Business Trust. It is headquartered at the same address as The Charles Schwab Corporation.

20, Non-defendant Schwab YieldPlus Fund is one of a series of funds issued by
Registrant Schwab Investments and is part of the Charles Schwab family of funds. 1t is an open-
ended fund incorporated in the United States. (For purposes of this action, the Fund is also
deemed an issuer of Fund shares.)

21. As of August 31, 2007, the end of the Fund’s last full fiscal year, the Fund had
$10.7 billion in net assets. As of February 29, 2008, the Fund had approximately $5.0 billion in
net assets. As of April 1, 2008, the net assets of the Fund had further shrunk to $1.54 billion.

22, The Fund has two share classes, Select shares and Investor shares, which are sold
pursuant to one prospectus. For the purpose of this action, there are no material differences
between the classes. (The only difference between the classes concerns the minimum investment
amount, $100 for Investor shares and $50,000 for Select shares.} No distinction between the
classes is made in the allegations herein and “Fund” refers collectively to both classes.

23.  Defendant Charles Schwab & Co. Inc. (“Schwab”} is the principal operating
subsidiary of The Charles Schwab Corporation, and is the principal underwriter for shares of the
Fund and the Trust's agent for the purpose of the continuous offering of the Fund's shares. Itisa
registered broker-dealer and is headquartered at the same address as The Charles Schwab
Corporation. It is a defendant herein in both capacities, as the principal underwriter of Fund
shares and as the principal operating broker-dealer subsidiary of The Charles Schwab
Corporation. Schwab is a wholly-owned subsidiary of The Charles Schwab Corporation.

24, Defendant Charles Schwab Investment Management, Inc., ("CSIM") is the
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investment advisor to the Fund. As the investment advisor, CSIM oversees the asset
management and administration of the Fund. As compensation for these services, CSIM
receives an advisory fee from the Fund, which totaled over $75 million for the four fiscal years
through August 31, 2007. CSIM is headquartered at the same address as The Charles Schwab
Corporation. CSIM is a wholly-owned subsidiary of The Charles Schwab Corporation.

25. Defendant Charles R. Schwab (hereinafter sometimes “CRS”) is the founder,
Chairman, Chief Executive Officer and a Director of The Charles Schwab Corporation. CRS has
been Chairman and Trustee of Registrant Schwab Investments and the Fund since 1989. CRS
signed each Registration Statement in effect during the Class Period and he authorized their
signing by the other Individual Defendants. The Fund’s Registration Statement and Statement of
Additional Information state that “[a]s a result of his ownership of and interests in The Charles
Schwab Corporation, Mr. Schwab may be deemed to be a controlling person of the investment
adviser and Schwab.”

26. Defendant Evelyn Dilsaver was President and Chief Executive Officer ("CEQ")
of Registrant Schwab Investments and the Fund and signed each Registration Statement in effect
during the Class Period from the beginning of the Class Period through November 15, 2006.

27.  Defendant Randall W. Merk has been a Trustee of Registrant Schwab Investments
and the Fund since 2005. He also became President and Chief Executive Officer of Registrant
Schwab Investments and the Fund (while remaining as Trustee) in 2007 (after Defendant
Dilsaver left those positions). Defendant Merk signed each Registration Statement in effect
during the Class Period.

28. Defendant George Pereira has been Principal Financial Officer and Treasurer of

Registrant Schwab Investments and the Fund since no later than February 2005. He signed each




Registration Statement in effect since that time.

29.  Excluding CRS, the remainder of the natural person defendants identified above
are collectively referred to herein as the "Individual Defendants."

30.  All defendants are collectively referred to as “defendants.”

CLASS ACTION ALLEGATIONS

31.  Plaintiffs bring this action on behalf of themselves and all others similarly situated
as a class action pursuant to Federal Rules of Civil Procedure 23(a) and 23(b)(3) on behalf of a
Class consisting of those persons who purchased shares of any class of the Fund during the
period March 18, 2005 through the March 18, 2008, inclusive, except for defendants, any other
affiliates of defendant parent holding company The Charles Schwab Corporation, and the senior
executive officers and directors/Trustees of The Charles Schwab Corporation and/or its affiliates.

32.  Plaintiffs seek damages, including but not limited to rescissory damages.

33.  Members of the Class are so numerous that joinder of all members is
impracticable and the disposition of their claims in a class action will provide substantial benefits
both to the parties and the Court,

34.  Asof February 29, 2008, the Fund had approximately $5.0 billion in net assets.

35.  While the exact number of Class members is unknown to plaintiffs at this time
and can only be ascertained through appropriate discovery, plaintiffs believe that there are more
than one thousand members of the Class located throughout the United States.

36.  This action is properly maintainable as a class action for the following reasons:

(a) The class consists of more than one thousand purchasers and is thus so
numerous that joinder of all members is impracticable.

(b)  There is a well-defined community of interest among class members in the



questions of law or fact affecting the Class which predominate over questions affecting only
individual members. Those common questions include but are not limited to:

0] Whether statements made by defendants to the investing public in
the Fund Prospectus Materials constituted material misstatements and material omissions;

(i)  Whether defendants violated the Securities Act through the acts
alleged herein and harmed the members of the Class;,

(iii)  Whether each defendant participated in the course of conduct
complained of herein; and

(iv)  Whether plaintiffs and other members of the Class have sustained
damages, and the proper measure of damages (rescissory damages or otherwise);

(©) The claims asserted by plaintiffs are typical of the claims of class
members.

(d) Plaintiffs are members of the Class and will fairly and adequately protect
the interests of the Class. They have no interest antagonistic to those of the other class members.
Plaintiffs have retained as counse! attorneys who are knowledgeable and experienced in
securities litigation, as well as class and complex litigation.

(e) A class action is superior to other available methods for the fair and
efficient adjudication of this controversy for at least the following reasons:

() Given the size of individual class members’ claims, most class
members could not afford to seek legal redress individually for the wrongs the defendants
committed against them;

(i) When defendants’ liability has been adjudicated, claims of all class

members can be determined by the Court;



(iiiy  This action will cause an orderly and expeditious administration of
the class claims and foster economies of time, effort and expense and ensure uniformity of
decisions;

(iv)  This action does not present any undue difficulties that would
impede its management by the Court as a class action; and

(vy The na;nes and addresses of the members of the Class can be
ascertained from the books and records of defendants or their agents.

THE MISSTATEMENTS OF MATERIAL FACTS AND MATERIAL OMISSIONS
CONTAINED IN THE FUND PROSPECTUS MATERIALS

37.  The initial Fund Registration Statement and prospectus became effective a
number of years prior to the beginning of the Class Period on March 18, 2005. At that time,
defendants began to offer for sale shares of the Fund pursuant to those materials.

38.  The first Registration Statement which was in effect during the Class Period is
dated and became effective on November 15, 2004, Thereafter, defendants filed nearly identical
registration statements, SOAls and prospectuses throughout the Class Period, which were used to
offer and sell Fund shares. Those SEC filings included: November 15, 2004, December 10,
2004, February 25, 2005, September 2, 2005, November 7, 2005, November 14, 2005, January
23, 2006, February 27, 2006, June 30, 2006, September 5, 2006, September 14, 2006, November
15, 2006, December 15, 2006, February 28, 2007, July 6, 2007, August 31, 2007, September 5,
2007, September 19, 2007, November 14, 2007 and February 27, 2008.

39.  The Fund Prospectus Materials contained numerous material misstatements and
statements made materially inaccurate through the omission of material facts. These include the
following statements:

THE SCHWAB YIELDPLUS FUND(R) is an ultra short-term bond fund,



Fund:

40.

designed to offer high current income with minimal changes in share price.
{prospectus at first page, unnumbered)

The Fund seeks to keep the average duration of its portfolio at one year or
less. (prospectus at first page, unnumbered)

The [Flund[’s goal] seeks high current income with minimal changes in share
price (prospectus at 2)

To help maintain share price stability and preserve investor capital, the fund
seeks to maintain an average portfolio duration of one year or less.
(prospectus at 2)

The fund's investment strategy is designed to offer higher yields than a money
market fund while seeking minimal changes in share price. (prospectus at 2)

The [Flund invests primarily in investment-grade securities. (prospectus at 4)

Investment style risk. In exchange for seeking minimal fluctuation in share
price, the fund may offer lower long-term performance than stock investments
or certain other bond investments. (prospectus at 6)

The Schwab YieldPlus Fund is an ultra-short bond fund that seeks a high degree
of share price stability. Because of its historical ability to minimize its share
price fluctuations, the fund is less vulnerable to market timing strategies than
other types of fixed income or equity mutual funds. (prospectus at 39).

The Fund provided "higher yields on your cash with only marginally higher risk,
[and therefore] could be a smart alternative." (emphases added)

During the Class Period (and now), defendants’ website stated concerning the

The Schwab YieldPlus Fund® is designed with your income needs in mind. The
fund’s objective is to seek high current income with minimal changes in share
price. . ..

The YieldPlus Fund offers:

¢ Monthly Income—The fund invests in a large, well-diversified portfolio of
taxable bonds and distributes its income on the last day of each month (emphasis
added).

e Low Duration—To minimize changes in share price or NAV, the fund seeks to
maintain an average portfolio duration of one-year or less. However, in volatile
markets, the fund may experience a higher degree of NAV fluctuation.

-10 -




¢ Active Portfolio Management—The fund is actively managed by a seasoned
team of taxable bond portfotio managers' who are supported by a team of credit
and market analysts. The team use[s] a disciplined approach designed to deliver
competitive total returns, which has become the foundation of managing
Schwab’s other fixed income funds.

41.  Each of the above-quoted excerpts contained material misstatements and failed to
disclose certain material facts necessary to make the statements not misleading, as set forth
below.

42, The Fund Prospectus Materials omitted to disclose numerous material facts that
were required to be disclosed in order to render the statements made therein not materially
misleading at the time each was declared effective and thereafter, including but not limited to:

(1) Defendants failed to disclose and omitted material information that the Fund was
concentrated in a single risky industry or market segment, with over 50% of the Fund assets
invested in the mortgage industry;

(2) Defendants failed to disclose and omitted material information that the Fund, in
pursuit of higher yields, abandoned its objective of high current income with minimal change in
share price.

(3) Defendants failed to disclose and omitted material information that the Fund, in
pursuit of higher yields, abandoned its objective to maintain share price stability and preserve
investor capital.

(4) Defendants failed to disclose and omitted material information that the Fund, in

pursuit of higher yields, abandoned its objective of seeking minimal fluctuation in share price;

" This is a reference to defendant CSIM. There is a direct link on the Schwab website page to the
prospectus which identifies and discusses defendant CSIM.

-11 -



(5) Defendants failed to disclose and omitted material information that the duration of a
material portion of the bonds in the Fund’s portfolio was greater that two years;

(6) Defendants failed to disclose and omitted material information that there existed no
primary market for most of the bonds in the Fund’s portfolio, and in fact, the only market was,
for many, the issuers themselves;

{7) Defendants failed to disclose and omitted material information that the asset backed
securities in the Fund’s portfolio which were backed by mortgages were highly vulnerable to
becoming illiquid,

(8) Defendants failed to disclose and omitted material information that the net asset
values of the Fund were materially speculative;

(9) Defendants failed to disclose and omitted material information that the Fund was not
well-diversified;

(10} Defendants failed to disclose and omitted material information that the Fund’s
credit and market analysts did not have any real expertise in valuing the mortgage backed
securities they purchased, or assessing their risk; and

(11) Defendants failed to disclose and omitted material information that the Fund relied
blindly on the ratings given these securities by the rating agencies who were paid by the bond’s
issuer.

43. A reasonable investor would have viewed these undisclosed facts, severally and
jointly, as having materially altered the total mix of information available to him or her. This is
so because the potential investor would reasonably think that the facts described herein but never
disclosed would cause him or her to undertake a materially increased invesiment risk in

connection with the Fund shares they purchased during the Class Period because the Fund was
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investing in securities which were materially more risky than disclosed. Nevertheless,
defendants did not disclose the facts in the subparagraphs immediately above in any of the Fund
Prospectus Materials which were in effect during the Class Period.

44,  Defendants had a duty to plaintiffs and the Class to disseminate Fund Prospectus
Materials that did not contain material misstatements and which disclosed all information about
the Fund which would be material to plaintiffs and the Class in their decisions to purchase or sell
shares of the Fund.

45.  For example, one independent duty to disclose arose from Form N-1A, the
registration and prospectus disclosure form for mutual funds under the Securities Act, which
states in relevant part:

C. Preparation of the Registration Statement

(b) The prospectus disclosure requirements in Form N-1A are
intended to elicit information for an average or typical investor
who may not be sophisticated in legal or financial matters. The
prospectus should help investors to evaluate the risks of an
investment and to decide whether to invest in a Fund by providing
a balanced disclosure of positive and negative factors. Disclosure
in the prospectus should be designed to assist an investor in
comparing and contrasting the Fund with other funds. . ..

2. Form N-1A is divided into three parts:

(a) Part A. Part A includes the information required in a Fund's
prospectus under section 10(a) of the Securities Act. The purpose
of the prospectus is to provide essential information about the Fund
in a way that will help investors to make informed decisions about

whether to purchase the Fund's shares described in the prospectus.
(emphasis added).

46.  Defendants were required by Form N-1A to disclose the facts concerning the
Fund identified above, which they failed to disclose.
47. A second independent duty to disclose arose from the materiality of defendants’

misstatements and omissions, and that the information that defendants failed to disclose was
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material,

48.  Had plaintiffs and the members of the Class known of the facts not disclosed in
the Fund Prospectus Materials, they would not have purchased their Fund shares.

49.  The defendants’ unlawful conduct allowed them to gain more than $75 million in
investment advisory fees. For the fiscal years ended August 31, 2004, 2005, 2006 and 2007, the
Fund paid net investment advisory fees of $7,584,000 (gross fees were reduced by $0),
$14,676,000 (gross fees were reduced by $0), $19,899,000 (gross fees were reduced by $0), and
$33,797,000 (gross fees were reduced by $2,000), respectively.

Damages

50.  The Fund’s NAYV at the beginning of the Class Period was $9.69 per share.

51.  The Fund’s NAV dropped from $9.67 on July 9, 2007 to $7.88 on March 18,
2008, an 18.5% decrease.

52. On April 8, 2008, the Fund’s NAV was $6.80, a 29.7% decrease from the July 9,
2007 price.

53. Accordingly, between July 9, 2007 and March 18, 2008, the Fund lost more than
$1.1 billion in net asset value (even after excluding redemptions from the calculation).

54,  The Fund’s Annual Report stated that its fund category is the Morningstar
Ultrashort Bond category, which has lost only 1.87% year 2008 to date (to April 8, 2008) and has
lost only 0.81% over the one year period from April 8, 2007 through April 8, 2008, inclusive.

55.  When comparing the results of the Fund with the results of the fund category
chosen by the defendants themselves, damages to the Class are in the hundreds of millions of
dollars and may well exceed $1 billion when compared to the average loss for this category of

fund, due to the Class Members’ investment in Fund shares as a result of defendants' unlawful
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conduct.
56. Defendants cannot attribute this decrease to general market conditions or the
bursting of the credit market bubble because the facts plead heretofore contradict such a defense.
57. As of April 1, 2008, the net assets of the Fund had shrunk further to $1.54 billion.

Incorporation By Reference

58.  Since Fund shares (as is the case with mutual fund shares generally) were
continuously offered to the public pursuant to a prospectus and a SOAI during the Class Period,
subsequent prospectuses and SOAIs were routinely filed with the SEC and became effective.

59.  All of the Fund’s registration statements, prospectuses, SOAls, annual reports,
semi-annual reports and N-CSRs, which were in effect or filed at any time during the Class
Period, including but not limited to those cited or quoted from herein, are incorporated herein by
reference. All other documents, including but not limited to sales literature, which are cited or
quoted from herein, are incorporated by reference.

NO SAFE HARBOR

60.  The statutory safe harbor provided for forward-looking statements under certain
circumstances does not apply to any of the allegedly false statements pleaded in this complaint.
Virtually all of the specific statements pleaded herein were not forward-looking or were not
identified as "forward-looking statements" when made. To the extent there were any forward-
looking statements upon which plaintiffs base their claims, there were no meaningful cautionary
statements identifying important factors that could cause actual results to differ materially from
those in the purportedly forward-looking statements. Alternatively, to the extent that the
statutory safe harbor does apply to any forward-looking statements pleaded herein, defendants
are liable for those false forward-looking statements because at the time each of those forward-

looking statements was made, the particular speaker knew that the particular forward-looking
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statement was false, and/or the forward-looking statement was authorized and/or approved by an
executive officer of defendants who knew that those statements were false when made.

COUNT1
For Violation of § 11 of the Securities Act

61.  Plaintiffs incorporate each of the foregoing paragraphs as if fully set forth herein.

62.  Plaintiffs do not allege that the material omissions and misstatements set forth
herein were made intentionally, knowingly or recklessly by defendants. Rather, the conduct
alteged herein was innocent, negligent or grossly negligent.

63. Plaintiffs do not incorporate in this Count any allegation above to the extent it
contains facts which are unnecessary or irrelevant for purposes of stating a claim under Section
11, including that they do not incorporate any allegations that might be interpreted to sound in
fraud or that relate to any state of mind on the part of the Section 11 defendants.

64, At the time of their purchases of Fund shares, plaintiffs and the other members of
the Class were without knowledge of the facts concerning the untrue statements or omissions
herein. Plaintiffs could not have reasonably discovered those facts prior to, at the earliest,
August 2, 2007.

65.  The action was brought within one year after the discovery of the material
misstatements and material omissions and within three years after the Fund shares were offered
to the public through the Fund Prospectus Materials.

66.  With respect to this claim for liability under Section 11 of the Securities Act, the
defendants are: Registrant Schwab Investments (the issuer of the shares sold pursuant to the
Fund Prospectus Materials), Schwab as the principal underwriter of the Fund’s share offering,
CRS and the Individual Defendants {(each as a signatory to at least one Registration Statement

which was in effect during the Class Period).
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67.  Registrant Schwab Investments and Schwab participated in the preparation of,
issued, caused to be issued and/or participated in the issuance of the registration statements,
prospectuses and SOAIs, each of which was inaccurate and contained material misstatements or
omitted to disclose, inter alia, certain material facts necessary to make the statements made not
misleading, as set forth herein.

68.  CRS and the Individual Defendants each (a) participated in the preparation of,
caused to be issued and/or participated in the issuance of the registration statements,
prospectuses and SOALls, and (b) signed at least one Registration Statement in effect during the
Class Period which was inaccurate and contained material misstatements or omitted to disclose,
inter alia, certain material facts necessary to make the statements made not misleading, as set
forth herein.

69.  Schwab was the underwriter of the Fund’s shares.

70.  Plaintiffs allege that all statutory affirmative defenses available to only
underwriter defendant Schwab under Sections 11 and 12 (concerning which the defendant
underwriter bears the burden of proof) are not available to the underwriter defendant in this
action because the underwriter defendant herein is a “captive” underwriter (as well as the
principal operating subsidiary of The Charles Schwab Corporation), inextricably entwined with
their issuer because all are wholly-owned, directly or indirectly, by the Charles Schwab financial
services complex. Further, even if available to the underwriter defendant, they are affirmative
defenses which that defendant must plead and prove and which plaintiffs need not allege.
Nevertheless, plaintiffs address the underwriter affirmative defenses below.

71.  While the following concerns an affirmative defense which can be raised by

Schwab only (as underwriter), and concerning which it bears the burden of proof, nevertheless,
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plaintiffs allege that Schwab did not make a reasonable investigation, did not possess reasonable
grounds to believe, and did not believe, that the statements contained in the Fund Prospectus
Materials were true, were without omissions of any material facts and were not misleading.
Schwab participated in the preparation of the Fund Prospectus Materials, and was required to
investigate with due diligence the representations contained therein to confirm that they did not
contain material misstatements or omit to state material facts, but Schwab did not perform this
investigation with due diligence.

72.  Plaintiffs and the other members of the Class purchased Fund shares in the
continuous offering {(which makes all shares in and of themselves traceable to the offering).

73.  Although not required to be alleged with respect to this claim because it is an
affirmative defense to be alleged and proven by defendants, nevertheless, plaintiffs allege that
they and the other members of the Class purchased their Fund shares as a direct and proximate
result of, and without knowledge of, the material misstatements and omissions in the Fund
Prospectus Materials. Had plaintiffs and the other members of the Class known of the omitted
material facts, plaintiffs and the other members of the Class would not have purchased or
otherwise acquired shares of the Fund.

74.  Asadirect and proximate result of defendants’ unlawful conduct as alleged
herein, plaintiffs and the other members of the Class suffered substantial damages in connection
with their purchases of Fund shares during the Class Period in an amount of at least hundreds of
millions of dollars.

75. By virtue of the foregoing, Registrant Schwab Investments, Schwab (as
underwriter), CRS and the Individual Defendants cach violated Section 11 of the Securities Act

and is liable to plaintiffs and the other members of the Class, in an amount to be proved at trial.
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COUNTII
For Violation of § 12(a){(2) of the Securities Act

76.  Plaintiffs incorporate each of the foregoing paragraphs as if fully sct forth herein.

77.  Plaintiffs do not allege that the material omissions and misstatements set forth
herein were made intentionally, knowingly or recklessly by defendants. Rather, the conduct
alleged herein was innocent, negligent or grossly negligent.

78.  Plaintiffs do not incorporate in this Count any allegation above to the extent it
contains facts which are unnecessary or irrelevant for purposes of stating a claim under Section
12, including that they do not incorporate any allegations that might be interpreted to sound in
fraud or that relate to any state of mind on the part of the Section 12 defendants, other than strict
liability or negligence. |

79.  The action was brought within one year after the discovery of the material
misstatements and material omissions and within three years after the Fund shares were offered
to the public through the relevant Fund Prospectus Materials.

80.  With respect to this claim for liability under Section 12 of the Securities Act, the
defendants are all defendants: The Charles Schwab Corporation; Registrant Schwab
Investments; Schwab (in both its capacities as principal operating subsidiary and as underwriter);
CSIM; CRS and the Individual Defendants.

81. Each of these defendants was a seller, offeror, and/or solicitor of purchases of
Fund shares for their own financial benefit, or, even if a sale was solicited by one of these
defendants without financial benefit to itself, then that defendant solicited the purchase for the
financial benefit of its’ parent company or affiliate.

82.  Defendants' acts of selling, offering and of solicitation included but were not

limited to the preparation of the materially misleading Fund Prospectus Materials disseminated
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to public investors.

83.  The Charles Schwab Corporation advertises its proprietary mutual funds,
including the Fund, on (among other places) its website under the generic name “Charles
Schwab” and also under the name “Charles Schwab & Co. Inc.” Charles Schwab Investment
Management, Inc. is also mentioned on the defendants’ website. Any revenues received by The
Chares Schwab Corporation’s subsidiaries and affiliates are to its ultimate financial benefit.

84.  Schwab as broker-dealer sells Fund shares through its stockbrokers for its own
financial benefit.

85.  Registrant Schwab Investments solicited purchases of Fund shares for its own
financial benefit; or, even if solicited by Registrant without financial benefit to itself, then
Registrant solicited the purchases for the financial benefit of The Charles Schwab Corporation,
the Fund, Schwab (as both principal operating subsidiary and underwriter) and CSIM.

86. Schwab, as underwriter, solicited purchases of Fund shares for its own financial
benefit; or, even if solicited by Schwab without financial benefit to itself, then Schwab solicited
the purchases for the financial benefit of The Charles Schwab Corporation, Registrant Schwab
Investments, the Fund, Schwab as principal operating subsidiary and CSIM.

87. CSIM solicited purchases of Fund shares for its own financial benefit; or, even if
solicited by CSIM without financial benefit to itself, then that defendant solicited the purchases
for the financial benefit of The Charles Schwab Corporation, Registrant Schwab Investments, the
Fund, and Schwab as both principal operating subsidiary and underwriter.

88, CRS solicited purchases of Fund shares for his own financial benefit; or, even if
solicited by CRS without financial benefit to himself, then that defendant solicited the purchases

for the financial benefit of The Charles Schwab Corporation, Registrant Schwab Investments, the
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Fund, and Schwab as both principal operating subsidiary and underwriter.

89.  The Individual Defendants solicited purchases of Fund shares for their own
financial benefit; or, even if solicited by each of them without financial benefit to themselves,
then that defendant solicited the purchases for the financial benefit of The Charles Schwab
Corporation, Registrant Schwab Investments, the Fund, Schwab as both principal operating
subsidiary and underwriter, and CRS.

G0. The Fund Prospectus Materials contained misstatements of material facts and
omitted to state other facts necessary to make the statements made not misleading.

91.  While the following concerns an affirmative defense which can be raised by
defendants, and concerning which each of them bears the burden of proof, nevertheless, plaintitfs
allege that each of these defendants cannot prove that it: (a) did not know of such material
misstatement or omission and (b) in the exercise of reasonable care could not have known of
such material misstatement or omission.

92.  Plaintiffs and the other members of the Class purchased in the continuous offering
(which makes all shares in and of themselves traceable to the offering).

93, Plaintiffs purchased their Fund shares pursuant to the Fund Prospectus Materials,
and without knowledge of the material misstatements and omissions in the Fund Prospectus
Materials.

94,  Asadirect and proximate result of defendants' unlawful conduct as alleged
herein, plaintiffs and the other members of the Class suffered substantial damages in connection
with their purchases of Fund shares during the Class Peried, in an amount of at least hundreds of
miltions of dollars.

95. By virtue of the foregoing, each defendant on this Count has violated Section
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12(a}(2) of the Securities Act and is liable to plaintiffs and the other members of the Class, in an
amount to be proved at trial.

96.  Plaintiffs, individually and representatively, hereby elect to rescind and tender
those securities that plaintiffs and the other members of the Class continue to own, in return for
the consideration paid for those securities together with interest thereon (less the amount of any
income received thercon). Plaintiffs and members of the Class who have sold their Fund shares
are entitled to rescissory damages.

COUNT 111
For Control Person Liability Under § 15 of the Securities Act

97. Plaintiffs incorporate each of the foregoing paragraphs as if fully set forth herein.

98.  Plaintiffs do not allege that the material omissions and misstatements set forth
herein were made intentionally, knowingly or recklessly by defendants. Rather, the conduct
alleged herein was innocent, negligent or grossly negligent.

99.  With respect to this claim for control person liability under Section 15 of the
Securities Act, 15 U.S.C. § 770, the defendants are The Charles Schwab Corporation; Schwab
(in its capacity as principal operating subsidiary); Registrant Schwab Investments; CRS, and the
Individual Defendants.

The Charles Schwab Corporation as Control Person

100.  The Charles Schwab Corporation is a controlling person of Schwab (in both its
capacities as retail broker-dealer and underwriter), Registrant Schwab Investments, the Fund and
CSIM: through stock ownership and otherwise; because it either controlled the dissemination of
the Fund Prospectus Materials; had and exercised the power and influence to cause all of the
other defendants to engage in the conduct complained of herein, and had the power to cause

some or all of the other defendants to refrain from the conduct complained of herein.
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101.  Defendants Schwab and CSIM are each wholly-owned subsidiaries of The
Charles Schwab Corporation.

102. The Charles Schwab Corporation also is a control person of Registrant Schwab
Investments and the Fund because CRS is the founder, Chairman, Chief Executive Officer and a
Director of The Charles Schwab Corporation; chairman of Schwab, and Chairman and Trustee of
Registrant Schwab Investments.

Schwab as Control Person

103.  Schwab also is a control person of Registrant Schwab Investments, the Fund and
CSIM because Schwab is the principal operating subsidiary of The Charles Schwab Corporation;
CRS is chairman of Schwab, and defendants Merk and Dilsaver each were an Executive Vice
President of Schwab while each was President and CEO of Registrant Schwab Investments and
the Fund.

104.  Schwab is a controlling person of Registrant Schwab Investments, the Fund and
CSIM because Schwab either controlled the dissemination of the Fund Prospectus Materials; had
and exercised the power and influence to cause some or all of the other defendants to engage in
the conduct complained of herein, and had the power to cause some or all of the other defendants
to refrain from the conduct complained of herein.

105. Schwab is a controlling person of Registrant Schwab Investments, the Fund and
CSIM because (although an affiliate and not a parent of Registrant Schwab Investments, the
Fund and CSIM), Schwab, as the principal operating subsidiary (of the Charles Schwab
Corporation) which is a full-service broker-dealer, controlled the dissemination of the Fund
Prospectus Materials; had and exercised the power and influence to cause some or all of the other

defendants to engage in the conduct complained of herein, and had the power to cause some or
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all of the other defendants to refrain from the conduct complained of herein.

106.  Schwab as the principal operating subsidiary of The Charles Schwab Corporation
had sufficient direct and supervisory involvement in the operations of Registrant Schwab
Investments, the Fund and CSIM to, as a practical matter, control the conduct of these affiliates.
Therefore, Schwab is presumed to have had the power to control or influence the particular
transactions giving rise to the securities violations as alleged herein, and exercised the same.

CRS and the Individual Defendants as Control Persons

107. CRS is a control person of The Charles Schwab Corporation, Schwab, Registrant
Schwab Investments, the Fund and CSIM because CRS is the founder, Chairman, Chief
Executive Officer and a Director of The Charles Schwab Corporation; chairman of Schwab, and
Chairman and Trustee of Registrant Schwab Investments.

108. In addition, the Fund’s Registration Statement and Statement of Additional
Information state that “[a]s a result of his ownership of and interests in The Charles Schwab
Corporation, Mr. Schwab may be deemed to be a controlling person of [CSIM] and Schwab.”

109. CRS was a culpable participant in the violations of §§ 11 and 12 of the Securities
Act alleged in the Counts above, based on his having signed and authorized the signing of the
Registration Statement and having otherwise participated in the process for the issuance,
distribution, offer and sale of Fund shares.

110.  Each of the Individual Defendants was a control person of Registrant Schwab
Investments and the Fund by virtue of his or her position as a Trustee and senior officer of
Registrant Schwab Investments and the Fund.

111.  Each of the Individual Defendants was a culpable participant in the violations of

§§ 11 and 12 of the Securities Act alleged in the Counts above, based on their having signed and
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authorized the signing of the Registration Statements and having otherwise participated in the
process for the issuance, distribution, offer and sale of Fund shares.

112.  As set forth above, The Charles Schwab Corporation; Schwab (in its capacity as
principal operating subsidiary); Registrant Schwab Investments; CRS, and the Individual
Defendants, each is a control person of at least one primary violator of Section 11 -- Registrant
Schwab Investments, Schwab (as underwriter), CRS, and each of the Individual Defendants. By
virtue of their positions as controlling persons of a primary violator, each of these defendants is
also liable pursuant to Section 15 of the Securities Act.

113.  As set forth above, The Charles Schwab Corporation; Schwab (in its capacity as
principal operating subsidiary); Registrant Schwab Investments; CRS, and the Individual
Defendants, each is a control person of at least one primary violator of Section 12 -- The Charles
Schwab Corporation; Registrant Schwab Investments; Schwab (in both its capacities as principal
operating subsidiary and as principal underwriter); CSIM; CRS, and the Individual Defendants.
By virtue of their positions as controlling persons of a primary violator, each of these defendants
is also liable pursuant to Section 15 of the Securities Act.

114, While the following concerns an affirmative defense that can be raised by only
these control person defendants, and concerning which they bear the burden of proof,
nevertheless, plaintiffs allege that each of these defendants, as a controlling person, cannot prove
that it: (a) had no knowledge of the existence of the facts by reason of which the liability of the
controlled person is alleged to exist; or (b) had no reasonable grounds to believe in the existence
of the facts by reason of which the liability of the controlled person is alleged to exist.

115.  Asadirect and proximate result of these defendants' wrongful conduct, plaintiffs

and other members of the Class suffered damages in connection with their purchases of shares of
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the Fund during the Class Period.

116. The Charles Schwab Corporation; Schwab (in its capacity as principal operating
subsidiary); Registrant Schwab Investments; CRS, and each of the Individual Defendants each
violated Section 15 of the Securities Act, and each is liable to plaintiffs and the other members of
the Class, in an amount to be proved at trial.

PRAYER FOR RELIEF

WHEREFORE, plaintiffs, on behalf of themselves and on behalf of the Class, pray for
judgment as follows:

A Declaring this action to be a proper class action pursuant to Rule 23(a) and (b)(3)
of the Federal Rules of Civil Procedure and certifying plaintiffs as class representatives of the
Class and their counsel as Class counsel;

B. Against defendants, jointly and severally, for damages suffered as a result of
defendants’ violations of the Securities Act, and/or awarding rescission under Section 12 of the
Securities Act against defendants jointly and severally;

C. Awarding plaintiffs and the other members of the Class pre-judgment and post-
judgment interest, as well as their reasonable attorneys’ fees and expert witness fees and other

costs and expenses; and
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D. Granting such other and further relief as the Court deems just and proper.

JURY DEMAND

Plaintiffs demand a trial by jury.

Dated: April 16, 2008

Of Counsel:

Salon, Marrow, Dyckman
& Newman LLP

John Paul Fulco (JF 2168)

292 Madison Avenue

New York, NY 10017

(212) 661-7100

506210v11

WOLF HALDENSTEIN ADLER
FREEMAN & HERZ LLP

Daniel W. Krasner (DK 6381)
Robert B. Weintraub (RW 2897)
270 Madison Avenue

New York, NY 10016
Telephone (212) 545-4600

Attorneys for Plaintiffs Hugh John Tully and
Penelope Carol Tully
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thso Pund 19 undor commmen control with Registrat

10.  Defegfant The Charies Schwab Carporation (*Schnveb Corp.™) is hasdquartared ot

101 Montgomery Street, San Preatisco, CA 94104, Scirwsb Corp. j» the perent cosrpany of Cherics

Schwd & Co, xd Scbweb Investmarts. Schwab Corp. is & contx! person of it whelly owned

soheldiartes, Defindants Charles Schwab & Co, mmd Charics Scirwab Investmant Management, Inc.

11.  Defsdant Chartea Schwad & O, T, ("Schrorsb™ o Underwriter™) is Eeedquattered
a §01 Mootgomery Stroct, San Prevedson, CA 94104, Schrwab is the paraet compony of Chattes
Solrwad Invertment Mmagemert, Ine, Pmmmmwmmmmu

‘a LW N e
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Class poriod, the principal ederwriter for shres of tho Pund und {5 the Trust’s ageat or the prposo
of the continencs offering of & fand™s ghires. Schwab is & wholly owned rubsidisry of Schrwab
Carp.

12.  Defindant Charles Schwad Investnent Mazagem e, Ino. (“Iovestment Adviser,”
“Sehwabd Managenear™), investment advisor o e Pund, bxs its hodquarters at 101 Mimtgomery
Strott, 34 Prnscisco CA 94104, As the Investmant Advisor, Scirweb Mynageomt ovorsors the
managament and admintetrition of tho Fund, rectiving « management foo &z compontion forthess
svices. The Investment Advisor i3 o wholly ownad subsidiary ¢ Schwab Corp.

13.  Defoodeit Churles R. Schwab ("Chxrles Schwalt™) i3 Chairman and Trostss of
Sclsd lovestment and the Pund. Charies Sehrwah signed or authe sized the xigiiag of the false snd
mislesding Rogistration Statements, Charles B, Schrwad is the fowder, Chaternen, Chief Bxecutive
Officer and Dirnctor of tho Charles Schwab Corporation. A a tesult of his ownenhip of end
Intereyty in the Schwab Corp., Mr, Scirwab is docmed tn be 8 cantofling peraon of the Investment
Adviser and Schrwsb. '

14,  Deafndect Evalyn Dilsaver (Dilssver”) wea presidest end Chief Bxocuive Officer
{(“CEO™) of the Putd ad signed esch Registration Statement throsgh Novemder 18, 2006.

15.  Defendunt Randsll W, Mk ("Mek™) was s Truste) end thes Presidant and CEO of
tha Pend after Doftndant Diloxver bt Sctrway. Defindant Merkalgped sach Registration Statemeat
beghming with the Novamber 15, 2005 Registration Butament.

16.  Defendmt Georgs Pereira ("Pereies™) has hoen Chilef Finanela) Offior e Treasurer
of O Pond nd signad cach Reglatmation Statement beginning with the November 15, 2008
Registration Btatoment.

17.  ThoDefadmis refireaoed sbove o parsgrephs 8-10 ate collectively reforred to 10
the “Rogistrant Defendanty,”

18.  The Defndmnts seference above io paregraphs 11-12 eo colioctively referred to 22

the “Undorwites Defindanss
19. T Defodunts referenced sbove in pansgraply 1316 ere collectively seferred o
bercin &5 the “Endvidusl Defeodants * '

COMILAINT ROR VICLATION OF THE FEDERAL S0 TRITIES Laws 3
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20, Tiis b udng action on bebalf of all porsans ot mittities who aoquired tho shares of
Schwid YialdPhus Fonds Seloot Shares during tha period March ;. 7, 2005 trough Mardh 17, 2008
dmmm').mn (b Fand’y wnims o misleading Registration Statements and
Prospectnses (oollectively, the “Offering Matexinls™) tsyuad in connoction with the contioned
affirings of the Fund’s shares, seeking to srarvos romodies under the 1933 A,

2], ThePmd iy b the cadegory of ultra-short tezm bend funds,

22, ‘ThePund i amotoal fiund advartised by Defbadant; e a0 vitra-short tem bond fard,
and xy & gafin altcotive to monsy mitrket funds, witlah presorves priveipal whils baing “designed
with your Incomsa noeds 5o mind.”

23, Schweb makoted dlteshot tom bood fmnds « tvestons sa & highor-yiclding
dternative 4 wonoy-maket fands, which offir « comibization of sefety and liguidity, or the shility
o quickly scoess cash, Poe €xammple, o e www sckiwab,com websiic, Deftaidasts continns to
aarket the Pod 3 4 spirter aitecnative to Enyeating in money muckat g lang-tarm bood fimda.™
Ultra-atort teron bend Sinds by ehort-term debt, ioehiding mortpign-rolatod dobt, tnd bave frwer
{nvestment restrictions than money taacket Amds, Schwab, on its websits, enplmaizes to favestory
the low ik of the Fond {0 comperison 30 & monsy murket fund:

g

W o 3 &6 v s W N
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23 | Souroe: betp/twwr.schiwab, comy/orus/P-2086448.) riska. pug

16 24, Onbovember 15, 2004, Defimdanty brgan offering sheres of ts Fum prrsnent 1o e
97 | Registration: Statement aloag with maooixind seles materials and sdvestisements, inchuing web

23 || Pages. Defindants contimesty filad obetantally sdentical statermerts throghiout the Cless Pariod,
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ad contiimued to offer snd wdl the Pand's nowly fasced seouities fhrough zotices, circolary,
advertisepnenty, lotters or commmniestions, written or by radio or telovision, including over the

A ‘ThePund “iuvests in larpe, well-divorsifiod! portiolio of taxable boods. . .

. ThePund provided "higher ylelds ot your cash with only marginally higher
#isk, [and thecefore] could be a miart shernetive.”

0.  TheFund was in “ultm shart-term bond fxd, doxignod to affer high cotront
inoome with minimal changes i share price.”

d  ‘ThePond “ovasts pimarlly n investment. prada bonda™

©  TheFund offess “tha potimtial for higher yhslds tan # money market find ®

£  ThoPund's objective wes Yo seek high currunt income with minimal changes
n shere price.” , :
8  "The [Pand was) soiively managed by & :ieasoped tesm of taxshic bond
portfolio managers who are supported by & team of credit and mark st azalysts. The tescs (reribes]

W G =~ N W A B N e

el
a "8 8 = 9

wpc & dlaciplined spproads ... ”

25, Tueto Defendaits’ posttive, but tistonting of uotr s stetenents, billions of doltars
poured into e Pund i prices $04 by Defcodants, aversging a nct anset value of approxinately $9.70
per share throughout the Clxas Pesiod, The following chart shows the Fund's missive growth in
asocts i 2006 mod 2007 to stove $10 billion fn swcts in Tooe 2007:

B8 5 3 &

B =

-~

Sowoc: Blocmberg

26 25, As repoxted by the Los Angeler Timex on Jumary 8, 2008, e Fond, in » 2006

27 madling to customces, “boasted Ot its YiekiPhm Awd ‘offors kigher potential retorgs than money
macket foods with ouly marginally ighes sial.™

(]
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1 27.  Dempiteststing in the Offering Mutrala that the Fimd f2 krvented in g well-diversiSiad
2 | portfolio, tiroughact the Class Period, the Paad bacemie lezs and less diversified, In fact the Fund
3 fthocerne almast one-half trvested fn mortgage-bacioed securftios. In o Jurusry 25, 2008 Hling with
4 {the SEC, tho Pund reporiad that caly 13.0% of {ts stete wero (nvoytod i mortgago-backad
§ } sovurities. Tn lts most receat fiting on Jazmzry 11, 2008, the Pund reportod tt 46.2% of the Fuod’s
& J axacts were tvested in mortgege-becked socuritien,

7 28.  On March 27, 2008 Mosningstar.com repovtad that th Pund hus taken on stightly
8 [ “tmoro credit tisk™ tua ity poscy andkept the portfelio heavily tovsted in corpoatz «nd non-agency
9 imoctgaga bonds.

10 2. Thomevenantof e Pund fom diversifioation iy x1 over-conoeration in rartgege-
11 | backed pocurities ooonired evee adter the Fund wag weil swars of the Pund’s axpasire o problems
12 § ariaing from moxtgages s to wubprims bersswera. o & Noveoiber 11, 2007 Sfing wih he SEC,
13 { the Pund’s sensor vice prosidont mud ehdel ivestment officar dinclosed that Februtsy {2007)'s
14 {aplio in volatility gave a fixat sign that Subprime Jssues bad enragad™ Nonetrles, te Fund
15 { continmed to incresso the peoportion of it lrvestramts in mortgago-backed rooritis. The bllowing
16 [| chuyt dnonstratas the concentretion of the Fund's wsvets in mortpge-dacked wouorities.

17 ) Porcert of s Funds invesimerris Divecind o Morigege-

18 Bached

19 “

20

2

n

: m I’ 1 2\";‘!:4'.:;2\' ‘..“,', Il‘- fi"" : : .. ;- "‘ '-t ..
s ﬂuﬁﬁxuﬁﬂ ryyy
% Sowroc: kitp:/Awww.seo.gov/edgar abitel

n 30.  DBetweng Febrvary 2007, when the Pund admits lex ming of the risks of exposors t
2

e Novaember 11,2007 9EC g, o
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Putd feilad to disclose Shat: () tho Pund wes ot well-diveesiad; (b) was expased toriak fir greater
than the risk essociatnd with money market fords; (6) tvas subjsct to lerge chamgry in share prioe;
end (&) had sdggui St cxposire o ks redated to Jow grado debt. Moreaver, tho Fend continoed 1o
incresse ity wxposwro to Heuidity and solvaucy riso St initally croee in tie merknt for subpeime
saortgage Sobt widhoot diselostng tho tocressed rsk to stareholdeen,

3).  Dorpite becoming owere of pubstytial disruptices in the market for mbprime
tnowtgape debt in Pebrosry 2007, the Pund mivJed invostars regading the Fund'y expocura to the
maket dsruptions, For cxantple, tn 2 March 22, 2007 prosa relezse, the Pund’s Chis Investnant
“om,mmmmmmmuamwﬂ'mmmum
10 § “svoided G lowar-quality cad of fhe mbprims mortgags macket.”

1 32 lnluly 2007, Defendunts soddenly begrn lowring tho value of s shure prioe for
12 | Pund. TheNAY of the shares have plumnasted to u2 low a3 $7.95 per sharo on March 17,2008, ora
13 | tom of over 18% sinot Juno and akmoet 119 fox the year. By comperisen, (e avarags 1oss for this
14 {| owegory bat been 1.12%.

15 33.  The chart below depicty the drop io NAV of the Fand’s sharee:

16
17
18'

WM = R s W N e

34, 1o conjusction with thig revaloation, Defendents have dlamed the rorigags crisls
withowt acknowlediing tho Prnd"s over-couoarietion bn mortgage-hecked secarties, Mo reousty,

COMPLATNT TOR YIOLATION OF THE FEDERAL SECUNITIES LAWS 7
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e March 10, 2008, Defandants ixsocd » lotor stating: “Bvem though YieldPln 3.4 highly diversified
fimd, it reflocts the Seclitos wa bave seon in noo-Trousury securitie), mchating mertp go-backed and
maet-backed secutities, where refuoed damand hap beert 0w primery driver of decressing
vabmtions.”

35,  ‘The truo materdn facts, or matertsl ficty omitted £ acestry to tuks the stadanurty

made 2ol misleading end/or omitted maris! facty required to be siated tn the Offucing Matzrials

b1 3
L the Fund was xed §a ot well-iveryl fied sud wey concentrated i o singls rixky
industty or markot sogmont - in reality, over 50% of the-Fond" ) azsets & now invested bn the
mortgage indhntry, and that poroentags grew & Defindants shun aned the objsctives of the Fond;
b (here axisty no primary market for most of'the bands, md in fict, tho oely
matknt wa, fior mary, the lsssens thamesives;
¢ o Rod redind blindly on the ratings by agmncies who waye paid by the
Pond’s brokwe-doalars;
4 Gemortgapabasicsd sectrition 1o which the Pund wee investing wero biakly
vulnerable to bocoving Diquid; end
' e the pet amct values of Cio Prod was bighly speccixtive sad influted.
CLASS ACTION ALLEGATIONS
36  Plxinkiéh deing this action 22 & clan ection purmant to Pedersl Rule of Civil
Procedurs 23(s) a0 (5)(7) 00 bewlf af & claw consiting of all pa:sons who soquired sherss of (e

Pund during the pariod Mazch 17, 2005 through March 17, 2008, p awesmt and/or taceshls to s fulse | °

i misleading Registration Statemant and Prospectus Glo) with the SEC and disseminaind to
{mvestors n e Pund sod who were dxmaged theveby (the “Clag”). Excluded fon: the Clasy sre
Doftndents, he offioces ecd directors of wesk: carporets entity, and e toembers of their immediste
fxrzilios and thalr logal roprescnistives, heirs, sxomsors o asigns and sy eotlly fn which
Defindunts hava or had & o0atrolHey intrrext,

37.  Tho membery of te Clan are 30 mmeons that joinder of o1l memberes s
impractieable. Whilo the exuct aumber of Cluss raebers t wiknirom fo Pleintifhh st this time xd

COMPLAINT FOR VIOLATION OF THE FEDIRAL SICURTTIXS LAWS |
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1 [} et outy be ascortelned through approprists discovery, Plaintiffh beliovo that thers ars lnndreds of
2 { menbers in the propossd Clags. Record owners and other members of the Class roay be identificd
3 || from roontds muintained by Rogistrant or ity trensfer agent snd muy be notified of the pendency of
¢ || tkls nction by mail, nsing the forrm of aotioe similar to that custonarily waed in secirition olxss
3 |joctions,
38.  Plaiatifh’ clatme are typical of the dims of tha roetztbars of the Clasy o all mombers
dmmmmmmwnw-nwmmmdauduyub
Jmpldndo!‘hm ' )

39.  Plaintif will frify md sdecuately protoct the intrtest of the mambery of the Class
.10 | snd have retained counsel competent and oxpertancod in cises sav) securities litigation,
il 40, Common gostiony of law and fact wdst s to afl membety of She Clusy snd
13 | prodoninate over sy questions solsly ffecting ndividnal members of e Clata. Among the
13 | questions of lew xnd et common to the Cleas ars:
M a  whether e 1933 Act way viclatsd by Dol\ndants® scts o3 alleged;
13 b, whetherstrtormmaty rads by Dofindants © O frvesting public in te Qfitring
16 | Materals rmisrepresented materiel fiets shout the businees, operatlists and menagerment of G Fond;

17 jend

18 ¢ towhyt cxant the membars of the Class Tave pustained demages md the
19 [ proper measute of demaged. -

20 41. A clay sction b supesior to Q)] other svailable methads for the filr end ofolent

21 § adjudivation of thls controveryy ince joinder of al) members is imzcticsble. Portharmors, &3 tho
@pw&dbwmmmh:mhmﬂwh:mﬂ.hewﬂh}hd
tdtvidun] Htigetion make it itnpowsiizle for members of the Class t redress individunily the wrongs
dons to them. Thoro will be o difficulty in the mansgement of this ection ag § clagy scbion.
FIRST CAUSE OF ACTION
mg‘no{ﬁlhﬁnlﬁ
42.  Plintiffh repost end roafloge sach and evary allogzion contained shove.

"3R8 U R

COMYLATHT FOR VIOLATION OF YHE FEDERAL SUCTRITYG LAWY 9
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43, This Count is tronght pooumnt to §1) of e Sosurities Act, 13 U.B.C. §77k, o
habulf of the Class, against Reglstrat Defondanty.

44, The Offering Matzrials woro filye and misleading, comzalned wntroo statementy of
maderia] facty, ornitted to stbe other fhets necmsaxy to make the sutements mads not wigleading,
eod omitted 0 stato sxetextal ficts roquired # bo atated thersia, )

45. The Registrmt Defimdants saxtsed harein were tasporadble for the contents and
dzsemination of tha Offoring Matorials,

46, Nomeofthe Defundlanty named bereln made & reasrasble iqvestigation or posscased
reascnable grovnds for the belicf that the stetemants contaived in the Offering Materials were troe
and withozt omisslous of any wateris] fhcts end were not imisdosd ing.

47,  Byroason of tho ognduot herefn alleged, anch defie dant victatnd, sd/ar controflad w
perscn wha violated, §11 of the 1933 Act.

48,  Plaintifh soquired sharce pursosnt mior treosskle to fha Offiring Materialy for the
Offering,

49.  Plaintifs and thaClaes have satained dwpages. A the time of huirparchascs of the
shares, Plaintif end other members of the Class were withoat knowlodye of the fkcts ocacerning
the wrongfil conduct alloged herein snd could net have reasnably discovercd tose facis prior to

hily, 2607, Laes than one year has elspaed from the timn thar Pliintife discovered or recsonsbly
could have discovered the facts upon which this complaint is based to the tima that Plaing s Aled
this complaint, Leas than threo years elapsed botweon the thne that the sscurities upon which this
Conzt i3 brought were offared to the public and ®32 Ums Plaintifs filed this complaine
' SECOND CAUSE OF ACTIOK
S I i
$0.  Plaintiffy ropeat snd reslivge the allegations set forth above es st forth fufty hereln,
Fot praposss of this Cxuse of Action, Plaintiffs expresly exchude and disclxim any altogation that
oould ba constroad ey allaging fhend or intectional or yookiess raiscnduct, as this Cense of Action is
bamed solcly an elsima of strks lisbility snd/or nogligenns onder tha Securittes Act.

COMPLAINT FOR VIOLATION OF TWE FROERAL BECUSUTIES LAWS 10
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5. Bymeansofthe defeotive Offoring Materials, the Underwritor Dedindiants sssistad in
e tato of sbares of the Comprny’s sccuritics to Pitatifs #nd (40 ofher trermbers of the Clusy.
32 mmmmmm«muqm

"Mmmmmdmumm Tha Undewriter Defandants owed Plaintith

o the ofber mrzibers of the Class who purclusod shana puzmisst 10 the Offering Muthrisls the
daty t ko @ remacnable and @Hgant frvestigation &f e stebwionts cootained i the Offtring
Béxteriale tn orypre that such stetements were troe and (s hers vy no amistion i steic s material
fovt roquired to be statd in crdec 1o mike fhe stataments catained thorcin not wisicadia.

Defendanty, in the starcise of reasonahble care, shonld have known of the misststencnty and

10 {| omissions contained in tho Offaring Matorials 5 snt frth sbove.

|
12
13
14
3

53 Pisiaih diduot know, norin e eterissof rovsorabledfigenoe could hrve know,
of the wniyuths eod cmissicos cantaiod ta the Offtng Matertzia st the tire ey aoquirad B
Compway's secxition.

3. By reeson of Gs coodust alleged barein, e Underwriter Defendants viotatod
J13()02) of the 1933 Act, 15 US.C. 7N, As a direct end procchmats resalt of wach visludons,
Plaintiths and e other members of the Clams who purchased :diarey pursusnt b e Offrtny
Mateals yostxinod subatenth dapages in connection with G parchases of Pond dharse.
Accordingly, Pieiptiffs and the ofher marmbers of the Clas who hold soch iharw bave the ight o
rewcind and rocoves the ovsiseration peid for Gueir shares, arul herehy tader G share o
Defixtusts socd bareln, Class merbers whe v soid thels sheares sock damags to the axient
pamitted by law.

THIRD CAVSE QP ACTION
iaont o 15 of s S

55, Plbaiffy ropeat and reallego sach mod every allegadon coteined shove,

S6.  'This Canse of Astice is brought prrssact to §15 of the Sooities Adt, 15 US.C.
§770, agxinat the bdtvidual Defendmts

COMTLAINT POR YIOLATION OF THX FEERAL SEC) IRITIES LAWS 11
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_ 57.  Bach of e Individunl Defendaats was & contro! porson of the Pund by virtaa of s or
her position as a director, senior officer andfor major shurchaldarof the Pund which aliowod cach of
roso dcfendants 1o exarciss cottrol gver o Fund end (s operstions.

8. Eachoftholutividual Defendams waz a culpeble participint in the violations of §11
of the Becurities Act alleged In fis Cuuse of Action shave, tased on Geir having signed or
wutborized the signiug of the Offtring Materials snd having otherwiso pasticipatnd in the process
whith aTlowed the B and/or e of the shires,

ERAXER FOR RELIEY

WREREFURE, Plaiatifly prey for refief wnd judgment, a follows:

A Determining st this action {s a proper class wction and oertifying Plaintifh s Cluss
| representatives moder Rula 23 of e Pedecal Rales of Givil Brocedure:

B,  Awanding Compensatory damages fu fayor of Plaks tiffs and the other Class membuas
against all Defeoilants, {ointly and scvesslly, for el damages surained sa s result of Defendents’
wrengdoing, in an emount to be proven at trisl, inchading itersal thereon;

C  Awsding Plaintiffs and the Clase theirraseonab)o touts and axpenses ingurred in this
action, tociudizg coummed fees xud cxpet fre,

D Awml!ngmudmydmmnd _

‘B Soch equitible, hyfuactive or other reticf as dsamed approprists by the Court
JUY DEMAND
Plaintiffs hereby demund o ta] by jury.
(Dated: April 16, 2008 Reapecthlly submitted,

PARUQT & FARUQL LLP

LA T

1901 Avenue of the Stars, Sscond Floor
Loz Angzics, CA 50017

Tel: (10) 461-1425

Fax: (310) 461-1427
valcunde@firugilaw:.com

ﬂ COMPLAINT POR YTOLATION OF THE FEDTRAL FECURIVIES LAWS 12
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Nadesrn Perogd

Amionio Vorzalo

FARUQI & FARUG, LLP

359 Lexington Avents, Teath Floor
pw York, NY 1001

Tek: (212) §53-9330
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CERTIFICATION OF INTERXSTED ENTITD®E OR PIRSONS

Purraant to Civil LR, 3-16, the uadersigned cortifios thit as of Giis date, ofasr than fhe
mmed parties, theve i3 no such imterest to repmt.

|

2

b ]

4

, | ' %@A&

6 | | ormgn%néﬁ‘%‘iﬁ
7

.

9

NILS FLANZRAICH AND JILL FLANZRAICH

30 I - I - -
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1 I;th?hmdthhﬂ'ﬁywﬂﬂﬁﬂ!mm 2 draft exunplaint against The Charles
Schrwab Corporation (“Sclrwab Corp.™) and othars. | utharizs the filing of 4 complaist substntially
sisndlar o B3¢ 00 ] reviewed an nry bebalf and on behalf of ¢ ciass of parwe s simdlarty sitoated,

2. 1 seloct Parugl & Peregl, XLP wd any fien with which it aifilistes for @ posposo of
protecuting this action &8 ury sounsal for parposcs of prosscuting my clxira againae Schwal Corp. aud
tthers,

3. 1did not perchase myy secusity or seocxities thet b or ure the sa¥ject of this action of the
directlon of nry axmss] r to participate i3 any private action arising under the federal sectirities lsw,
4 Shoold e Comt sppoint ais, [ em willlng to sexve 2 ¢ dlams represntative oo bedalf of the
clum, inctoding guiding my atocueys in Gie prosecution of this action, averseeing the Btigation,
including any discussions of vettement, providing answars ti disoowery requsets of tho direotion of nry
coupsel, knd providing dapoxhion textimony &nd testimony 2t triad, if neomayy.

5. To the beat of my knowledgs, te fullowing reprasenty alt of my traossctions o seceritics of
Schwab. YiddPla Pand sammafmmmmumnm,wmmm
history om wother dheety

'mmwuwmummmuﬁuu. §770- 1OXINA), roggiron, i secoact part, the

behelf f-r.hﬂ
wmaw-m aged, ua - .ﬂm::yu ¢ paovide & pworm
{0) tiren ot O tevivwed the complaint end luﬂ
of plaimi®y J.?:'.’i:?w?.“‘ &mm:hmm wcu? m::r
(i) seutes thet B phiixtil & 1 parvy &5 & TEpTeRAAEVG DATY OO of u clows, tmainding

peuviding lstimony at depteition ind b, if ceceesry;
wmmaw%n-duuumhummhumuum
o () Bootifie -:-uh-.&dcﬂl hw ﬁlﬂﬁdu;ln!-nnhl
-y
the day the conifiastion the #n. b
:e.ulg :;:I:lua:. :mmlh:r plainiifl ko .uﬂ? axight Io surve, & Seeved, -
pluiatit! will oot atvept sy paytidnt St sscving 53 o re wexintive on hallf ofa
d-%hmﬂlmmhnfmmmluuhdumﬂsyhm a0cordenns with
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8,  During the thres yesrs prior t the dete of this certtfication, 1 heve not sought to serve s
teprassintive of sy tlass, excapt a3 epectod bedow,

i—

DATE

L

—

2 | uadarstand that | am only astitied to my aro refa share of way recovery for the cln, except s
appecved by the Cowrt. | shall not seck por will | accept trvy payment beyoad that apswovod by the

Cowrt in retum for myy service xs class representative,

8, ) declave, undar penalty of parjory under the laws of the Unlted States of Amorica, that the

fureguing tformation ks correts to the best of my imowledge,
2008,

signod s \lg_day of Tl

i

Healtying N
o Jush
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PLAINTIFY CERTUFTCATION

1. 1, Kl Flenaraich, hereby cartify that 1 have reviewnd s dmft conpleint agatont The Charles
Schrwal Corporstion ("Sciad Corp.") ind oters, T auhorizn the filing of & complaint sabstantislly
mnumn»m:mwuuymuumu&m-mfmmdm

2 T selot Pargl & Farugql, LLP mnd any firm with whtich ft affilintes for e pupose of
prosecuting this action &3 my orexssl for purposcs of proscauting my claim agait Schwab Carp. wnd
othery. )

3. 164 not purchese my secadty or secrities that 5 of ars e sbject of this action ot Ge
direction of my counse] or to participate in any privte scBon arising tndes 1he federe) sacurities laws.
4, ShonM the Court appoint mo, I sm willing to serve a3 & class ropreasniative on bobulf of the
dlaty, incloding guidiog my attorncys in the proseontion of @iy sction, oversceing the ltigation,
jochuting axy disccmsions of settlemeat, providing smywers to dissovery roqoesta at the direction ofmry
couneel, and providing deposttion testimany s teytimony at trial, 1f necksaary.

5. Tothe best of my knowlcdge, the fhllowing represants all of my trnseclions in scourities of
Sciwab YioldMlus Puod Scloct Sheres (i the spaoo provided {s inadegasts, complate transection
history o1 anothar ooty

' T Privat Boouritios Livigasion Rafbrus Aot of 1999, codtied 18 13 U 3.0, #770E(a)(2X A, roquines, in lywat part, 02

In geaerst, Pasly plairtif® secking % durva a2 & thﬂehohuldlpmhblm
orytification, which dall tn ignad by soch §' vml
g hwumwummu hﬂz
JMMChurm d:z mdﬁm: 13 Gy m::,r
_ m mﬁ-mulmmu of s clams, Iscinding

mhﬁnﬂd&tﬂweﬂh whbﬂhhhmibm
muu&wuhuw F
mum@-muu&ubw ﬁ:ﬁmﬂl h‘&ﬂaa Mm ﬁ“ sarved,
= D s B e et el . e ; :w
s ol wesuntadive of
aam b;uﬂw'h Fiainttt®s pro nate shags dmmwwwn:‘m':mw’“‘m e w-tp:vm- wﬁ’
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6  During tho thres years prior to the date of s owtifioation, [ ham not sought o srve &
reprosantative of sy class, aoopt 83 specitied balow,

W R L
' | CURSENTLY'
DATE FROING?

__.wm__r_m_ R

n—___ D A — g s
7. Tuodestand that T ouly entitied t ory p#0 7 share of any rocowsy fhr the cdass, except 23

approved by the Coust. [ alssll Dot seak nor will 1 socagt 20y payroont beyond thet spproved by the
Court in retaam for mry strvios m clise reprastative,

& 1 Guclare, under peraky of pedory vader the Jews of the United Siates of Anverics, ther the
fvogolag infurmation ls comrect 1o the best of my kaowledge.

Signed this Lo day of - Ars | , 2008, w Wendogon NV

e

END



