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IN THE UNITED STATES DISTRICT COURT
FOR THE SOUTHERN DiTRICT Oﬁ‘éEW YORK

8342

MAGNOLIA REGIONAL HEALTH CENTER, on
behalf of itself and all others similarly situated, CIV.NO.

Plaintiff,
CLASS ACTION COMPLAINT

Vs.
JURY TRIAL DEMANDED

BANK OF AMERICA CORPORATION;
BARCLAYS BANK PLC; BNP PARIBAS SA;

CITIGROUP INC.; CREDIT SUISSE AG; —RE @"TE 1VE D
DEUTSCHE BANK AG; GOLDMAN, SACHS &

CO.: HSBC BANK PLC; ICAP CAPITAL "
MARKETS LLC; J.P. MORGAN CHASE & CO; ocT 172
NOMURA SECURITIES INTERNATIONAL,

INC.; ROYAL BANK OF SCOTLAND PLC; UBS U.S. D C.S.D. NY
AG; and WELLS FARGO BANK, N.A., C ASIIIERS
Defendants.

Plaintiff Magnolia Regional Health Center (“Plaintiff”), individually and on behalf of all

persons and entities similarly situated, brings this antitrust class action for treble damages and
injunctive relief and alleges as follows:

NATURE OF THE ACTION

1. The U.S. banking and financial system relies to an extraordinary extent on
interest rates as the foundation for various transactions and trades, and “ISDAfix” is one the
most important benchmark rates as hundreds of trillions of dollars in transactions are tied to
it. ISDAfix is the reference rate used for a broad range of interest rate derivatives and other
financial instruments, including swaps (an exchange of a floating interest rate for a fixed
one), interest rate swaptions (options on interest rate swaps), and other interest rate
derivative instruments, notes, and bonds. This case is about Defendants’ multi-year
conspiracy to manipulate ISDAfix, a scheme that caused billions of dollars of damages to

Plaintiff and other members of the proposed Class.
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2. The Defendants in this action are the banks responsible for setting the ISDAfix
benchmark (collectively the “Defendant Banks”) as well as Defendant ICAP, the inter-dealer
broker responsible for administering the ISDAfix process.

3 ISDAfix is a published interest rate that was intended to serve as a transparent and
reliable benchmark for the marketplace—a snapshot of average fixed interest rates (as reported
by the Defendant Banks during the trading day) for swaps of various terms.

4. Each day throughout the Class Period (as defined below), Defendant [CAP was
charged with calculating and publishing ISDAfix rates for swap transactions priced in U.S.
dollars (“USD”). Based on the submissions of the Defendant Banks, ISDAfix was set every day
between 11:00 and 11:15 a.m. (Eastern).

5. Using a process established by the International Swaps and Derivatives
Association (“ISDA”)—the creator of ISDAfix—ICAP’s role was to set ISDAfix rates by first
publishing a “reference rate,” which was the average trading rate of interest rate swaps at 11:00
a.m. as calculated by ICAP. At that point, each Defendant Bank could either validate the
published reference rate (confirming that it matched the average of the bank’s own
competitively-priced transactions on that day) or submit its own rate. ICAP would then adjust
the reference rate based on the Defendant Banks’ submissions and publish the ISDAfix
benchmark rates for USD interest rate swaps of various terms. A large number of interest rate
derivatives used in the marketplace were priced based on these benchmark ISDAfix rates.

6. Defendants’ published ISDAfix rates should have reflected competitive forces
in the interest rate derivatives market. The Defendant Banks are competitors in this market
and, absent collusion, would have submitted competitively priced data to ICAP, allowing

ISDAfix to serve its purpose as an honest and reliable industry benchmark.
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e It turns out, however, that the Defendant Banks and ICAP conspired to
manipulate the ISDAfix throughout the conspiracy period. In short, the Defendant Banks
colluded to avoid paying their customers and counterparties what they owed on ISDAfix-
denominated derivatives. The Defendant Banks implemented this scheme to avoid paying
what they owed when their customers and counterparties were “in-the-money” (i.e., when
interest rates were favorable to customers and unfavorable to the banks), and they did so by
manipulating the ISDAfix rates used to determine the amounts due on various transactions
and trades. They enlisted Defendant ICAP in the cartel to ensure its success.

8. The conspiracy was implemented via Defendants’ overarching agreement that,
when any subset of banks faced particular exposure to the ISDAfix rate at a particular level, the
other banks and ICAP would assist in manipulating USD ISDAfix rates to a level that would
help that subset of banks (while hurting their customers). They accomplished this by colluding
via private electronic chat rooms and other secret forms of communication to determine when it
was time to manipulate ISDAfix and how it should be done. Over the life of the conspiracy, this
modus operandi allowed Defendants to reap extraordinary profits at their customers’ expense.

e Defendants manipulated ISDAfix in at least three ways. First, the Defendant
Banks manipulated ISDAfix rates by executing rapid-fire transactions through ICAP—a
manipulative strategy known as “banging the close”™—to push rates to a particular level. By
executing a series of high volume trades in a short period just before ICAP issued its reference
rate, Defendants collusively altered the starting rate on which ISDAfix was based.

10. ICAP facilitated this scheme. ICAP is the largest interest rate derivative
broker in the business, and agreed to publish prices for as many transactions as possible just

before the benchmark-setting period. ICAP’s brokers reaped millions of dollars in
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commissions from the Defendant Banks’ business—so much that ICAP’s New Jersey office
earned the name “Treasure Island”—and ICAP profited handsomely by facilitating the
manipulative “bang the close” scheme described above.

11. Second. on numerous occasions throughout the Class Period, ICAP agreed to
delay the reporting of actual swap rates until gffer the conclusion of the ISDAfix setting process.
By instructing ICAP to hold off on processing transactions until after the benchmark was set, the
Defendant Banks were able to fix the reference rate posted by ICAP before the polling period in
ways favorable to Defendants and unfavorable to customers. And if the manipulation on that day
involved only a handful of banks interested in moving ISDAfix rates to a particular level, they
could do so secure in the knowledge that all other banks would then match the reference rate
established by ICAP and lock in the cartel’s profits, as described in more detail below.

12. Third, in addition to manipulating the ISDAfix reference rate in the manner
described above, the conspiracy ensured its success by agreeing not to disturb the published
ISDAfix reference rate. In other words, ICAP would first publish the reference rate for the
Defendant Banks to affirm or submit another quote. And despite the fact that the Defendant
Banks were required to submit data that was a “function of [the bank’s] own bid/offer spread” —
i e. the interest rates established in each bank’s competitive market transactions—the Defendant
Banks consistently submitted quotes that did not reflect their own bid/offer spreads or the actual
transactions they were executing. Instead, the Defendant Banks consistently submitted identical
quotes to ICAP down to the fifth decimal place, matching the reference rate posted by ICAP,
even though they knew these rates were often off-market and that ISDAfix participants were

manipulating the reference rate to artificial levels.
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13. As a result, the Defendant Banks regularly submitted the same or virtually the
same USD ISDAfix rate quotes on almost every single day between 2009 and 2012, down to five
decimal points. This resulted in the official ISDAfix rate and the individual banks’ contributions
being identical to the ICAP reference rate 95% of the time for at least four years. That is classic
price fixing among horizontal competitors, and the odds of this happening absent collusion—
multiple banks independently submitting the exact same interest rate quotes to the fifth decimal
place repeatedly over a period of years—are astronomical. Yet this happened almost every
single day between (at least) 2009 and December 2012, causing systematic manipulation of the
rates used to value billions of dollars of transactions between Defendants and their customers and
counterparties. Furthermore, and tellingly, the Defendant Banks’ practice of submitting identical
quotes ended when the Defendants learned that they were under criminal and regulatory
investigation for this very conduct.

14. The conspiracy was revealed in early 2013 when it was announced that
government regulators were investigating the conspiracy. In April 2013, the Commodity Futures
Trading Commission (“CFTC”) began probing price manipulation by ICAP and began
interviewing ICAP brokers and employees of the Defendant Banks. In August 2013, based on
recorded telephone calls and e-mails, the CFTC reportedly concluded that the Defendant Banks
had instructed ICAP brokers to facilitate as many interest rate swaps as possible to push ISDAfix
to a predetermined level. Other regulators, such as the U.K. Financial Conduct Authority and
Germany’s financial regulator, have launched parallel probes, and recent news reports indicate
that criminal investigations are open in the United States. See, e.g., New York Times, Big Banks
Face Another Round of U.S. Charges (October 6, 2014) (“The Justice Department . . . has

widened its focus to investigation into banks that set an important benchmark for interest rate
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derivatives, a previously unreported development that coincides with international regulators’
proposing overhauls to the rate-setting process.”); Bloomberg News, CFTC Said to Alert Justice
Department of Criminal Rate Rigging (September 9, 2014) (“Derivatives regulators told the U.S.
Justice Department they’ve found evidence of criminal behavior following an investigation into
banks’ alleged manipulation of ISDAfix, a benchmark used to set rates for trillions of dollars of
financial products.”).

15 Following these inquiries, Defendants’ ISDAfix submission trends changed
dramatically. While the overwhelming majority of the Defendant Banks’ ISDAfix quote
submissions were identical during the alleged conspiracy period, the submissions diverged
sharply at the onset of regulatory scrutiny. For example, when the existence of benchmark
investigations was first revealed in December 2012, Defendants’ ISDAfix submissions began to
depart from the pattern of identical quotes displayed throughout the conspiracy period. And
when the CFTC’s investigation was revealed in early 2013, the submissions further dispersed.
Just as there was no legitimate economic explanation for the uniformity of these submissions for
years during the alleged conspiracy period, there is no explanation for their dispersion after early
2013 other than abandonment of the cartel.

16. Other actions indicate Defendants’ recognition of wrongdoing. As of September
2013, for example, Defendants Goldman Sachs, HSBC, Nomura, Royal Bank of Scotland, and
Wells Fargo had all abandoned their participation in the ISDAfix process. ICAP, for its part, was
removed from its role as the ISDAfix administrator in January 2014 due to its involvement in the
conspiracy.

17. Plaintiff and the Class, however, have not had their injuries redressed.

Defendants’ collusive market manipulation, which was imposed on almost all interest rate
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derivative transactions that referenced ISDAfix during the conspiracy period, likely caused

billions of dollars in class-wide injury.

JURISDICTION AND VENUE

18. Plaintiff brings this action under Sections 4 and 16 of the Clayton Act, 15 U.S.C.
§§ 15(a) and 26, and state law.

19. This Court has subject matter jurisdiction pursuant to 28 U.S.C. §§ 1331 and 1337
and Sections 4 and 16 of the Clayton Act, 15 U.S.C. §§ 15 and 26. This Court also has original
jurisdiction over the state law claims under 28 U.S.C. § 1332(d)(2), 5(b), 6, because the action
involves 100 or more class members; at least one member of the proposed class is a citizen of a
State different from the State of citizenship of at least one defendant; at least one defendant is a
citizen or subject of a foreign state; and the matter in controversy exceeds $5 million in sum or
value.

20. Venue is proper in this District pursuant to Sections 4, 12 and 16 of the Clayton
Act, 15 U.S.C. §§ 15(a), 22 and 26, and 28 U.S.C. § 1391(b), (c) and (d). One or more of the
Defendants resided, transacted business, were found, or had agents in this District and a
substantial portion of the affected interstate trade and commerce described herein has been
carried out in this District.

21. This Court has personal jurisdiction over each Defendant because each transacted
business throughout the United States, including in this District, including by transacting in
interest-rate swaps and other derivatives settled on the basis of ISDAfix with Class members
throughout the United States and in this District. In addition, Defendants’ activities, and those of

their co-conspirators, were within the flow of, were intended to, and had a substantial effect on

foreign and interstate commerce.
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THE PARTIES

Plaintiff

22. Plaintiff Magnolia Regional Health Center is a hospital located in Corinth,
Mississippi that entered into a floating-to-fixed rate interest rate swap agreement with one or
more Defendant Banks that was tied to or directly affected by ISDAfix and, as a result, was
injured by Defendants’ anticompetitive conduct.

Defendants

23. Whenever reference is made in this Complaint to any act, deed, or transaction of
any entity, the allegation means that the corporation engaged in the act, deed, or transaction by or
through its officers, directors, agents, employees, or representatives while they were actively
engaged in thé management, direction, control, or transaction of the entity’s business or affairs.

24. Defendant Bank of America Corporation is a Delaware corporation, with its
principal place of business in Charlotte, North Carolina, and with branch locations in New York,
New York. As used herein, “Bank of America” includes Defendant Bank of America
Corporation and its subsidiaries and affiliates, including Bank of America N.A. During the Class
Period, Bank of America was involved in and contributed to the setting of the ISDAfix rate, and
transacted in interest rate derivatives with members of the Class.

sk Defendant Barclays Bank ple is a British public limited company, with its
principal place of business in London, England, and with branch locations in New York, New
York. As used herein, “Barclays” includes Defendant Barclays Bank plc and its subsidiaries and
affiliates. During the Class Period, Barclays was involve’d in and contributed to the setting of the

ISDAfix rate, and transacted in interest rate derivatives with members of the Class.
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26. Defendant BNP Paribas SA is a company organized and existing under the laws
of France, with its principal place of business in Paris, France, and with branch locations in New
York, New York. As used herein, “BNP” includes Defendant BNP Paribas SA and its
subsidiaries and affiliates. During the Class Period, BNP was involved in and contributed to the
setting of the ISDAfix rate, and transacted in interest rate derivatives with members of the Class.

27. Defendant Citigroup, Inc. is a corporation organized and existing under the laws
of Delaware, with its principal place of business in New York, New York. As used herein,
“Citigroup” includes Defendant Citigroup, Inc. and its subsidiaries and affiliates, including
Citibank N.A. During the Class Period, Citigroup was involved in and contributed to the setting
of the ISDAfix rate, and transacted in interest rate derivatives with members of the Class.

28. Defendant Credit Suisse AG is a corporation organized and existing under the
laws of Switzerland, with its principal place of business in Zurich, Switzerland and branch
locations in New York, New York. As used herein, “Credit Suisse” includes Defendant Credit
Suisse AG and its subsidiaries and affiliates. During the Class Period, Credit Suisse was involved
in and contributed to the setting of the ISDAfix rate, and transacted in interest rate derivatives
with members of the Class.

29. Defendant Deutsche Bank AG is a corporation organized and existing under the
laws of Germany, with its principal place of business in Frankfurt, Germany, and branch
locations in New York, New York. As used herein, “Deutsche Bank™ includes Defendant
Deutsche Bank AG and its subsidiaries and affiliates. During the Class Period, Deutsche Bank

was involved in and contributed to the setting of the ISDAfix rate, and transacted in interest rate

derivatives with members of the Class.



Case 1:14-cv-08342-UA Document 1 Filed 10/17/14 Page 10 of 33

30. Defendant Goldman Sachs Group, Inc. is a corporation organized and existing
under the laws of the State of Delaware, with its principal place of business in New York, New
York. As used herein, “Goldman Sachs” includes Defendant Goldman Sachs Group, Inc. and
its subsidiaries and affiliates, including Goldman Sachs & Co. Throughout the majority of the
Class Period and until approximately June 2012, Goldman Sachs was involved in and
contributed to the setting of the ISDAfix rate, and transacted in interest rate derivatives with
members of the Class.

31. Defendant HSBC Bank ple is a company organized and existing under the laws of
the United Kingdon, with its principal place of business in London, England, and locations in
New York, New York. As used herein, “HSBC” includes Defendant HSBC Bank plc and its
subsidiaries and affiliates, including HSBC Bank USA, N.A. Throughout most of the Class
Period and until approximately January 2013, HSBC was involved in and contributed to the
setting of the ISDAfix rate, and transacted in interest rate derivatives with members of the Class.

32. Defendant J.P. Morgan Chase & Co. is a corporation organized and existing
under the laws of the State of Delaware, with its principal place of business in New York, New
York. As used herein, “JP Morgan” includes Defendant J.P. Morgan Chase & Co. and its
subsidiaries and affiliates, including J.P. Morgan Chase Bank N.A. During the Class Period, JP
Morgan was involved in and contributed to the setting of the ISDAfix rate, and transacted in
interest rate derivatives with members of the Class.

33. Defendant Nomura Securities International, Inc. is a corporation organized and
existing under the laws of Japan, with its principal place of business in Tokyo, Japan, and a
branch location in New York, New York. As used herein, “Nomura” includes Defendant

Nomura Securities International, Inc. and its subsidiaries and affiliates. Throughout the majority
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of the Class Period and until approximately October 2013, Nomura was involved in and
contributed to the setting of the ISDAfix rate, and transacted in interest rate derivatives with
members of the Class.

34. Defendant Royal Bank of Scotland PLC is a corporation organized and existing
under the laws of the United Kingdom, with its principal place of business in Edinburgh,
Scotland, and branch locations in New York, New York. As used herein, “RBS” includes
Defendant Royal Bank of Scotland PLC and its subsidiaries and affiliates. Throughout the
majority of the Class Period and until approximately September 2013, RBS was involved in and
contributed to the setting of the ISDAfix rate, and transacted in interest rate derivatives with
members of the Class.

35. Defendant UBS AG is a corporation organized and existing under the laws of
Switzerland, with its principal places of business in Basel and Zurich, Switzerland, and regional
offices in New York, New York, and Stamford, Connecticut. As used herein, “UBS” includes
Defendant UBS AG and its subsidiaries and affiliates. During the Class Period, UBS was
involved in and contributed to the setting of the ISDA(fix rate, and transacted in interest rate
derivatives with members of the Class.

36. Defendant Wells Fargo Bank, N.A. is a corporation organized and existing under
the laws of the State of Delaware, with its principal place of business in San Francisco,
California. As used herein, “Wells Fargo” or “Wachovia” includes Defendant Wells Fargo
Bank, N.A. and its subsidiaries and affiliates, including Wachovia Bank, N.A. Throughout the
majority of the Class Period and until approximately September 2013, Wells Fargo was involved

in and contributed to the setting of the ISDAfix rate, and transacted in interest rate derivatives

with members of the Class.
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37. Bank of America, Barclays, BNP, Citigroup, Credit Suisse, Deutsche Bank,
Goldman Sachs, HSBC, JP Morgan, Nomura, RBS, UBS and Wells Fargo are referred to
collectively herein as the “Bank Defendants.”

38. Defendant ICAP Capital Markets, LLC is a company organized and existing
under English law, with its principal place of business in London, England, and a branch location
in Jersey City, New Jersey. As used herein, “ICAP” includes Defendant ICAP Capital Markets,
LLC and its subsidiaries and affiliates. During the Class Period and until January 26, 2014,
ICAP served as the administrator for the setting of the USD ISDAfix rate and as a broker for
billions, if not trillions, of dollars of interest rate derivative transactions.

39. Various other non-parties also participated as co-conspirators, performed acts, and
made statements in furtherance of the conspiracy. Plaintiff reserves the right to identify other co-
conspirators and to name subsequently some or all co-conspirators, whether identified here or
not, as defendants.

40. Defendants are jointly and severally liable for the acts of their co-conspirators
whether named or not named as Defendants in this complaint. Each Defendant acted as the
agent or co-conspirator of or for the other Defendants with respect to the acts, violations, and

common course of conduct alleged herein.

FACTUAL ALLEGATIONS
Background
41. A derivative is a financial instrument, the value of which depends on the value of

another underlying asset or reference point, and the largest derivatives market in the world is that
for interest rates. The simplest type of interest rate derivative is the swap, in which the parties

exchange interest rate payments on an agreed amount (the “notional” amount) for a fixed period
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of time. One party typically pays based on a “fixed” interest rate on the notional amount that
does not vary from one payment to the next, while the other party pays based on a “floating”
interest rate tied to a benchmark such as the London Interbank Offered Rate (“LIBOR”).

42. ISDAfix is a common benchmark rate used in such transactions. LIBOR is
another. And it is clear that several of the Defendants were involved in manipulation of both of
these benchmark reference rates, underscoring the plausibility of the conspiracy charges
currently plaguing this corner of the financial sector.’

43. Interest rate derivatives and specifically interest rate swaps represent a massive
market in terms of notional value. According to the Bank of International Settlements, the
notional amounts outstaﬁding were $494 trillion for over-the-counter interest rate transactions and
$342 trillion for over-the-counter interest rate swaps as of June 2012. The sheer scope of these
figures highlights Defendants’ motive to conspire: with numbers this large, even small market
manipulations (a few basis points or tenths of basis points) can yield extraordinary windfall
profits for the Defendant Banks and the traders who conceived and implemented the scheme.

44, Many derivative transactions incorporated ISDAfix as a benchmark rate during
the conspiracy period. Beyond the simple swaps described above, other examples include
“swaptions” (contracts in which the buyer pays the seller a premium for the option, but not the
obligation, to enter an interest rate swap contract on a specified date), as well as an array of other
instruments tied to interest rates such as certain structured bonds, notes and commercial

mortgage transactions.

I United States and British authorities have established that Defendants Barclays, RBS,
UBS and ICAP were involved in LIBOR manipulation. Other Defendants remain under criminal
investigation in that proceeding. See generally New York Times, Big Banks Face Another Round

of U.S. Charges (October 6, 2014).
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45. During the Class Period, as defined below, these interest rate derivatives and other
financial instruments were transacted in the over-the-counter market, meaning there was no
centralized and regulated exchange. Inter-dealer brokers such as Defendant ICAP exist to
provide liquidity in this market—that is, to provide a centralized hub for bids and offers—and
receive a commission on the trades they facilitate.

46. The inter-dealer broker industry is concentrated. Four inter-dealer brokers are
responsible for 83.6% of all activity in the over-the-counter interest rate derivatives market, with
ICAP having the largest share at 29.4%. At the end of 2012, ICAP was brokering $1.4 trillion of
rate swap transactions per day.

47. ICAP also controlled an electronic screen service known as 19901, which was
used to publicize the bid/offer rates of all swap transactions executed through ICAP during the
relevant period. Around 6,000 companies, financial firms, and other market participants
subscribed to ICAP’s 19901 service and relied on its data to value interest-rate swaps, swaptions,
and other financial products. Screen 19901 was updated periodically throughout the day by ICAP
as trades were executed.

ISDAfix

48. As described above, ISDAfix is a key benchmark rate for interest rate transactions.
It was established by ISDA in 1998 as a way of publishing the market’s average fixed interest rate
for a swap of a certain duration and currency in exchange for a specified floating LIBOR rate
(e.g. 3-month LIBOR). The concept, in short, was to provide a reliable, widely accepted, and
competitively priced benchmark rate on which market participants could rely.

49. In theory, interest rate benchmarks can reduce transaction costs, improving market

efficiency. Absent reliable published benchmarks, market participants would need to contact

14
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other market participants in serial fashion to determine current rates for over-the-counter
derivative trades. ISDAfix aimed to provide greater transparency and liquidity for such
transactions and, accordingly, became an accepted reference for parties looking to settle interest-
rate options, cancel swaps contracts, and value other financial instruments. Indeed, the 2006
ISDA Definitions establish ISDAfix as a default benchmark for calculating the value of a cash-
settled swaption.

50. According to ISDA’s definition, each ISDAfix rate should represent the average
of the reporting banks’ actual market transactions during the trading day, that is, “a rate which is
the mean of where that dealer would itself offer and bid a swap in the relevant maturity for a
notional equivalent amount of US $50 million or whatever amount is deemed market size in that
currency for that tenor to an acknowledged dealer of good credit in the swap market. The rate
should not be where the dealer sees mid-market away from itself, but should be a function of its
own bid/offer spread.”

51. Two parties were responsible for administration of the ISDAfix during the Class
Period: Defendant ICAP, which calculated all USD rates, and Thomson Reuters, which was
responsible for all other rates. (ICAP has since been stripped of these duties, doubtless due to its
role in the alleged manipulation.)

52 Different varieties of ISDAfix rates were published for transactions of varying
length and/or currency. For example, U.S. Dollar ISDAfix rates were published for swap terms

ranging from one to thirty years. All ISDAfix rates were expressed as a percentage to three

decimal places.
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53. The ISDAfix rate was based on contributions submitted to ICAP or Reuters by
banks during a 15 minute “polling window” in which the rate was calculated. The Bank
Defendants were the contributing banks for USD ISDAfix rates during the Class period.

54. The polling window opened at 11:00 a.m. Eastern for USD rates with ICAP
indicating, through the website, a reference rate based on recent transactions completed through
ICAP. The Defendant Banks could then submit their rates or accept ICAP’s reference rates.

55. The Defendant Banks were asked to submit their rates to ICAP through a private,
secure website for the full set of designated maturities for swaps of the given ISDAfix currency
within the polling window. Contributors could update or amend their submissions at any time
during the window. At the end of the window, ICAP reviewed the submissions and published a
calculated ISDAfix rate by eliminating certain of the highest and lowest submissions and then
averaging the remaining quotes. This in turn generated that day’s USD ISDAfix rates, which
were published to the market.

56. After submission and calculation by the Defendants, ISDAfix rates were
distributed to thousands of market participants via five electronic screen services operated by
Reuters, called ISDAFIX 1 —ISDAFIX 5. For example, ISDAFIX 3 displayed USD swap rates
and spreads while ISDAFIX 4 displayed rates for other currencies. An ISDAfix rate was
calculated either once or twice a day, depending on the currency.

Criminal and Regulatory Investigations

57. Government investigations into ISDAfix manipulation followed the earlier
LIBOR investigation, the latter of which has resulted in criminal and regulatory charges. While

the LIBOR inquiry is ongoing, emails and other evidence have surfaced showing that certain of the
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Defendants conspired brazenly to manipulate the LIBOR benchmark, leading to enormous fines
and settlements for Defendants Barclays and UBS.

58. On December 19, 2012, the rate fixing scandal widened when it was revealed that
LIBOR manipulation involved not just the banks but also third-party dealers and brokers, a fact
that came to light in connection with UBS’s settlement of LIBOR charges (in which UBS agreed
to pay fines of $1.5 billion). According to the enforcement director for the U.K. Financial
Services Authority (“FSA”™), UBS ignored “the integrity of benchmarks [which] are of
fundamental importance to . . . international financial markets.”

59. The UBS settlement exposed systemic problems with the rate-setting process and
the susceptibility of these markets to collusion among Defendant banks and brokers.

60. Defendant ICAP was likewise involved in the LIBOR manipulation, and settled
those charges for $87 million. The investigations found that ICAP “knowingly disseminated false
and misleading information” in order “to manipulate, at times successfully, the official fixing of
the daily Yen LIBOR.” ICAP and its co-conspirators also worked to conceal their scheme.

61. By the time ICAP settled the LIBOR inquiry, the CFTC had turned its attention to
ISDAfix, and various global investigations into ISDAfix are now revealing the same evidence as
LIBOR: emails, telephone records, and other evidence showing bank traders and brokers
colluding with the express goal of moving the ISDAfix rate in order to profit from their
derivatives positions. In fact, many of the Defendants that signed settlement agreements in
LIBOR are required to cooperate with the ISDAfix investigations and face criminal prosecution
if they withhold any evidence.

62. The CFTC issued its first round of ISDAfix subpoenas in April 2012, and 1s

reportedly sifting through millions of emails as it interviews witnesses. In recent regulatory filings,
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ICAP confirmed that “the US CFTC has requested information in relation to [ICAP’s] role in the
setting of the USD segment of a benchmark known as ISDAFIX which could also result in a
formal investigation, claims or penalties as well as incurring further legal costs.”

63. UBS, RBS, Barclays, and Citibank have admitted in recent regulatory filings to
being subject to ISDAfix investigations, including “ongoing obligations” to cooperate.

64. Furthermore, it is now standard for instruments that use ISDAfix as a benchmark
to include a warning notifying investors of the investigation into ISDAfix manipulation.

ISDAfix is now a full-blown financial industry scandal of its own.

The Conspiracy—Identical Rate Submissions

65. Throughout the Class Period, the Defendant Banks conspired to manipulate the
ISDA fix benchmark rate in order to extract supracompetitive profits on interest rate derivative
transactions, all at their customers’ expense, causing billions of dollars in injury to Plaintiff and
other members of the proposed Class.

66. A focal point of the cartel was the Defendant Banks’ submission of identical rate
quotes to ICAP. After the ISDAfix “reference rate” was circulated by ICAP in the first instance,
ISDAfix contributors were supposed to submit quotes reflecting the rate used in the Defendant
Banks’ actual, competitively-priced market transactions. In reality, however, the Defendant
Banks gamed the process by conspiring to submit not their real rate quotes, but the same
reference rate reported by ICAP. Indeed, from at least 2009 to December 2012, the ISDAfix
reporting banks regularly submitted the same or virtually the same USD ISDAfix rate quotes, all
of which matched the initial reference rate posted by ICAP.

67. This price-fixing could not have happened without coordination. And when

viewed in context with the ongoing criminal and regulatory investigations, as well as the striking
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conspiracy evidence revealed in those investigations, the pattern of rate submission data
indicates the existence of an extraordinary multi-year market manipulation.

68. The Defendant Banks’ ISDAfix rate quote submissions go to five decimal
points—a thousandth of a basis point. Even if reporting banks always responded similarly to
market conditions, it is inconceivable that multiple Defendants would submit the exact same
rates to the fifth decimal point, for years on end, absent an advance agreement to do so. Yet this
happened almost every single day between at least 2009 and December 2012.

69. Furthermore, the volatility in the markets during the conspiracy period makes it
all the more implausible that Defendants acted independently. Interest rates were variable during
much of this period, owing in part to fallout from the financial crisis. Indeed, ISDAfix itself was
variable in absolute terms, meaning the rate went up and down with interest rates in the market.
Yet despite the high variability of ISDAfix rates in absolute terms, the Defendant Banks’
ISDAfix quote submissions matched one another almost every single day. For example,
throughout 2009 there was almost no distinction between the Defendant Banks’ individual
ISDAfix quote submissions, and they were identical across either all or all but one submission
every day. This indicates that, despite each Defendant Banks’ ISDAfix submission changing
significantly every day in absolute terms (as shown by the daily variability of ISDAfix rates),
such changes were coordinated.

70. All of this was accomplished through secret communication. When one or more
of the Defendant Banks needed an ISDAfix rate to be set at a certain level to benefit their
derivatives portfolios, they would contact other Defendant Banks via phone, e-mail and private
online chat rooms (this is the evidence currently being reviewed by the CFTC). Based on these

communications, Defendant Banks agreed to submit identical swap rate quotes to ICAP, which
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in turn allowed the Defendant Banks to manipulate the rate and reap profits on [SDAfix
denominated transactions at their customers’ expense.

71. Things changed in late 2012 and 2013, however, with the disclosure of criminal and
regulatory scrutiny, after which the Defendant Banks’” USD ISDAfix submissions became
increasingly dispersed. For at least three years before December 2012, the Defendant Banks
submitted identical ISDAfix quotes virtually every day. By the end of 2013, in contrast, less than
half of the quotes submitted to ICAP were identical. These changes are best explained by the
onset of government inquiries.

72. Similarly, of the original 15 ISDAfix panel banks, only 8 remain involved in setting
rates. As with the rate quote dispersions, these withdrawals from the ISDAfix process are linked
to the ongoing investigations.

The Conspiracy—Manipulative Trading

73. The conspiracy was not limited to submission of identical rates. Defendants also
conspired to push ISDAfix rates to artificial levels through a strategy called “banging the close,”
which involved rapid fire manipulative trades executed just before the ISDAfix window.

74. As described above, the ISDAfix process starts with ICAP posting a reference
rate to the Defendant Banks, which serves as a starting point for their own submission of rates.
The reference rate is based on the current swap rate of trades brokered by ICAP and executable
bids and offers submitted by dealers.

75. Defendants often executed manipulative trades just before the ISDAfix setting
window to alter the initial posted reference rate and thereby start the ISDAfix process at an
artificial level favorable to their trading positions. Defendant Banks did so by executing rapid-fire

trades and submitting executable bids and offers that were not reflective of the actual market, but
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were artificial and designed to move ISDAfix rates to whatever level benefitted their trading
books. This banging the close strategy was highly profitable in light of Defendants’ overarching
agreement to then lock in the published reference rate by submitting identical rate quotes during
the polling window.

76. Defendants’ “bang the close” tactic was implemented through calls, e-mails, and
private instant message or chat room conversations among the Defendants’ interest rate traders,
through which predetermined swap rate levels were discussed and set.

77. In this context, the traders’ collusive communications frequently involved only a
subset of the Defendant Banks with an interest in moving ISDAfix rates to a particular level on a
particular day. On other days, a different subset of banks would have an interest in manipulating
ISDAfix rates to a different level. The glue that held the scheme together, however, was the
overarching agreement of all ISDAfix submitting banks to conform their quotes to the reference
rate published by ICAP—which, as explained above, the Defendant Banks did in nearly identical
fashion nearly every day throughout the conspiracy period. Secure in the knowledge that other
Defendant Banks would support the published reference rate, cartel members were free to
manipulate that rate in profitable ways.

78. After the traders reached their collusive understandings on rates, they enlisted
rate-swap traders to execute manipulative trades through ICAP to move the reference rate to the
desired place—for example, through banging the close. According to anonymous witnesses
interviewed by Bloomberg, “swaption traders at banks worked with rate-swap traders at their

own firms to manipulate ISDAfix.” Matthew Leising, Swaps Probe Finds Banks Rigged Rate at

Expense of Retirees (Bloomberg Aug. 2, 2013).
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79. Per their understandings with traders at other Defendant Banks, these “traders told
their rate-swap colleagues the level at which they needed ISDAfix to be set that day in order to
bolster the value of their derivatives positions before these were settled the next day.” Id. Those
“rate-swap trader[s] would then tell a broker at ICAP . .. to execute as many trades in interest-
rate swaps as necessary to move ISDAfix to the desired level.” Id.

80. Information produced by the Defendant Banks to the CFTC “shows that traders at
Wall Street banks instructed ICAP brokers in Jersey City, New Jersey, to buy or sell as many
interest rate swaps as necessary to move the benchmark.” Id According to a source interviewed
by Bloomberg, this “would be done just before 11 a.m. in New York™ with the express purpose
of moving ISDAfix to benefit the Defendant Banks’ derivative positions. Id.

81. On many days throughout the Class Period, the period just before the polling
period saw unexpected bursts of activity in USD swaps at ICAP due to Defendant Banks “banging
the close.” Just before the 11:00 a.m. EST ISDAfix rate-setting window, a surge of trades and
executable bids and offers caused swap rates to change rapidly. Once the reference point was
generated at 11:02 a.m. and the ISDAfix rate-setting process was underway, the unusual activity
ceased. The evidence accordingly shows swap rates changing rapidly from just prior to 11:00
a.m. until the ISDAfix reference point was set, after which swap rates typically returned to their
prior level. All of this points to one conclusion: Defendants were “banging the close” with the
cooperation of ICAP to maximize the benefits to their derivative positions by manipulating USD
ISDAfix rates.

82. The ICAP brokers had a strong incentive to participate in this aspect of the
conspiracy, as they earned commissions on the high volume of trades executed to move the

ISDAfix rate. ICAP brokers profited on these trades and the higher the volume, the better.
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Indeed, according to individuals interviewed by Bloomberg, the approximately 20 interest-rate
swap brokers at ICAP in Jersey City, New Jersey made $100 million to $120 million annually
for ICAP in 2008 and 2009. The top three to five brokers were each paid $5 million to $7
million annually. The profit flowing through ICAP, in part because of ICAP’s ability and
willingness to assist the Defendant Banks’ manipulative ISDAfix cartel, earned ICAP’s New
Jersey office the name “Treasure Island.”

The Conspiracy—Delayed Publication of Trades

83. The Defendant Banks also manipulated ISDAfix rates by conspiring with ICAP to
delay entry of certain swap transactions on Screen 19901 until after the close of the polling
period in order to prevent undesired movements of the swap rate before the ISDAfix reference
rate was set.

84. As a broker, [CAP was responsible for matching and executing interest rate
derivative trades among market participants, including the Defendant Banks. When ICAP
brokers such a trade, ICAP brokers typically publish the swap rate in real time on Screen 19901,

providing information to the market on current pricing.

85. During the conspiracy period, however, ICAP assisted the manipulation by
delaying publication of certain trades. Specifically, when one or more of the Defendant Banks
wished to fix or stabilize ISDAfix at a particular level, they would instruct ICAP brokers to delay
publication of unfavorable transactions. And by conspiring to delay publication until after 11:02
a.m., Defendants were able to prevent unfavorable transactions from influencing the ISDAfix
reference rate. According to a former ICAP broker who witnessed the practice first hand,
because “ICAP enters the prices manually onto the screen,” that “allow{ed] dealers to tell the

brokers to delay putting trades into the system instead of real time.” Matthew Leising, /CAP
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Brokers on ‘Treasure Island’ Said to Reap ISDAfix Rewards (Businessweek April 10, 2013).
The result of this practice was an artificial ISDAfix rate that benefitted the conspirators at their
customers’ expense.

86. Doing so was lucrative for Defendants because “[p]ublishing stale prices can
potentially boost profits for banks in a market where trades are tied to tens of millions of dollars
at atime.” Liam Vaughan, Banks Drop Off ISDAfix Panel Amid Rate-Rigging Probes
(Bloomberg April 15,2013). According to Bloomberg, “If such a delay prevents the cost of the
swap from moving one basis point, or 0.01 percentage point, that equals about $1 million of
profit for the dealer on a $500 million swap that matures in 20 years.” Matthew Leising, ISDAfix
Probe Unveils Benchmark Affecting Bonds to Annuities (Bloomberg April 15,2013).

87. Once again, this practice was commonplace until UBS announced its settlement of
the LIBOR matter in December 2012 and it was revealed that inter-dealer brokers (such as ICAP)
were implicated in rate fixing. The U.K. FSA found that “UBS, through four of its Traders,
colluded with interdealer brokers in coordinated attempts to influence JPY LIBOR submissions
made by Panel Banks.” The collusion was extensive; the FSA found UBS made “more than 1000
documented requests to 11 Brokers at six Broker Firms.” Inter-dealer brokers were thus firmly
implicated in LIBOR manipulation. Since then, media reports have disclosed that inter-dealer
brokers worked with banks to publish false information on trading screens to facilitate sham
transactions for which the brokers received commissions and to illicitly influence the LIBOR rate
submissions of other banks.

88. The same type of manipulative conduct happened with respect to ISDAfix.
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Antitrust Injury and Damages

89. Defendants, in sum, conspired unlawfully to manipulate ISDAfix in order to profit
on an array of financial instruments linked to the ISDAfix rate.

90. As a direct and proximate result of Defendants’ unlawful conspiracy, Plaintiff and
other Class members have been injured in their business and property by paying more for ISDAfix
denominated transactions than they would have paid in the absence of the alleged conspiracy.

91. The parties injured by this practice were those—like Plaintiff and members of the
proposed Class—who transacted for ISDAfix referenced swaps, swaptions, and other instruments.
The point of this scheme was to manipulate the benchmark ISDAfix rate in a manner favorable to
the Defendant Banks’ trading books—and thus unfavorable to Defendants’ customers and
counterparties, such as Plaintiff here.

92. This is quintessential injury of the type the antitrust laws are designed to redress.
Plaintiff, as a direct purchaser of an ISDAfix instrument, is well positioned to represent the Class

and seek remedy for the injuries alleged.

93. Aggregate class-wide damages are substantial in this matter, likely in the billions of
dollars.
itabl lling of th f Limitation
94, Plaintiff and members of the Class did not discover, and could not have

discovered through reasonable diligence, the existence of the alleged conspiracy until after

approximately April 2013, when government investigations about the ISDAfix conspiracy were

publicly revealed in the press.
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95. Defendants actively, fraudulently, and effectively concealed their collusion, as
alleged herein, from Plaintiff and the Class. As a result of Defendants’ fraudulent concealment,
all applicable statutes of limitations have been tolled.

96. Defendants’ conspiracy was by its nature secret and self-concealing.
Furthermore, the conspirators’ use of non-public methods of communication to implement and
conceal their market manipulation, such as communication through secure websites and private
calls, prevented Plaintiff from uncovering their illegal conduct.

97. Because of Defendants’ efforts to conceal their collusive conduct, Plaintiff could
not, through the exercise of reasonable diligence, have learned of facts indicating that
Defendants were colluding to manipulate the ISDAfix rate until April 2013 at the earliest, when
news accounts first reported that the CFTC was investigating ICAP and the manner in which the
ISDAfix rate was set. Even with the disclosure of the CFTC investigation, Plaintiff at that time
did not know the full scope or purpose of Defendants’ conspiracy.

98. Even after investigations into the LIBOR scandal revealed some of Defendants’
unlawful activities, Defendants engaged in ongoing efforts to keep their conduct secret. It was
only after subsequent investigations specifically into ISDAfix manipulation that Defendants wound
down their conspiracy. When Defendants were confronted by the media about the allegations
against them, they denied them.

99. Accordingly, Plaintiff and the Class were unable to discover the conspiracy with
reasonable efforts, given that so much of the over-the-counter interest rate derivatives market
was opaque and shrouded in Defendants’ secrecy. Moreover, reasonable due diligence could not
have uncovered Defendants’ conspiracy because: (1) Defendants’ trades and trading strategies

are not public information; (2) Defendants’ quotes to ISDAfix were privately self-reported; and
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(3) the over-the-counter nature of the trades at issue further obscures what Defendants were
doing at any particular time.

100.  Because of the nature of this conspiracy, the affirmative steps taken by
Defendants to fraudulently conceal their activity, and the lack of public information concerning
material aspects of the conspiracy, the statute of limitations was tolled for the claims alleged
herein.

CILASS ACTION ALLEGATIONS

101.  Plaintiff brings this action on behalf of itself and as a class action under Rule

23(a), (b)(2), and (b)(3) of the Federal Rules of Civil Procedure, seeking monetary damages on

behalf of the following class (the “Class™):

All persons or entities who, beginning as early as January 1, 2006 and
continuing to January 2014 (the “Class Period”), entered into transactions,
including interest rate swaps and swaptions, that were benchmarked,
priced, valued, or settled by reference to USD ISDAfix rates.

Excluded from the Class are Defendants and their employees, affiliates,

parents, subsidiaries, and co-conspirators, whether or not named in this
Complaint, and the United States government.

102.  Plaintiff believes the Class includes thousands of class members, the exact number
and their identities being known by Defendants, making the Class so numerous and geographically
dispersed that joinder is impracticable.

103.  Questions of law and fact are common, including questions relating to the
existence of the conspiracy and the type and common pattern of injury sustained as a result

thereof, including, but not limited to:

e Whether Defendants and their co-conspirators engaged in a combination or
conspiracy to fix, raise, maintain, stabilize and/or otherwise manipulate ISDAfix
rates in violation of the Sherman Act;
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e The identity of the participants in the conspiracy;
e The duration of the conspiracy;

o The nature and character of the acts performed by Defendants and their co-
conspirators in furtherance of the conspiracy;

e Whether the conduct of Defendants and their co-conspirators, as alleged in this
Complaint, caused injury to the business and property of Plaintiff and other

members of the Class;

e Whether Defendants and their co-conspirators fraudulently concealed the
conspiracy’s existence from the Plaintiff and the members of the Classes;

e The appropriate injunctive and equitable relief for the Class;

o Whether Defendants were unjustly enriched at the expense of Plaintiff and the
Class; and

¢ The appropriate measure of damages sustained by Plaintiff and other members of
the Class.

104.  Plaintiff entered into an interest rate swap agreement that was valued, executed, or
settled using rates that were manipulated by Defendants. Plaintiff is a member of the Class, has
claims typical of the claims of the Class, and will fairly and adequately protect the interests of
the members of the Class. Plaintiff is represented by counsel competent and experienced in the
prosecution of antitrust and class action litigation.

105.  The prosecution of separate actions by individual members of the Class would
create a risk of inconsistent or varying adjudications.

106.  The questions of law and fact common to the members of the Class predominate
over any questions affecting only individual members, including legal and factual issues relating
to liability and damages.

107. A class action is superior to other available methods for the fair and efficient

adjudication of this controversy. Class treatment will permit a large number of similarly situated
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persons to adjudicate their common claims in a single forum simultaneously, efficiently and
without the duplication of effort and expense that numerous individual actions would engender.
The Class is readily definable and is one for which records should exist in the files of Defendants
and their co-conspirators, and prosecution as a class action will eliminate the possibility of
duplicative litigation. Class treatment also will permit the adjudication of relatively small claims
by many members of the Class who otherwise could not afford to litigate an antitrust claim such
as the ones asserted in this Complaint. This class action presents no difficulties of management
that would preclude maintenance as a class action.
CAUSES OF ACTION
FIRST CAUSE OF ACTION
Conspiracy to Restrain Trade in Violation of Section 1 of the Sherman Act

108.  Plaintiff hereby incorporates each preceding and succeeding paragraph as though
fully set forth herein.

109. Defendants and their unnamed co-conspirators entered into and engaged in a
combination and conspiracy in an unreasonable and unlawful restraint of trade in violation of
Section 1 of the Sherman Act, 15 U.S.C. § 1, et seq.

110.  During the Class Period, Defendants conspired to manipulate the USD ISDAfix
rates through the contributor quotation process or through other activities designed to artificially
suppress, inflate, maintain, or otherwise alter USD ISDAfix rates.

111.  This conspiracy to manipulate ISDAfix rates caused injury to Plaintiff and the
Class because they were deprived of the benefit of accurate ISDAfix rates reflecting actual
market conditions, as well as the ability to accurately value financial instruments through

reference to an accurate ISDAfix rate for some period during and following Defendants’
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unlawful conduct. Plaintiff and Class members thus received less in value than they would have
received absent Defendants’ wrongful conduct.

112.  The conspiracy is a per se violation of Section 1 of the Sherman Act.
Alternatively, the conspiracy resulted in substantial anticompetitive effects in the over-the-
counter derivatives market. There is no legitimate business justification for, or pro-competitive
benefits caused by, Defendants’ conduct.

113.  Asadirect and proximate result of Defendants’ violation of Section 1 of the
Sherman Act, Plaintiff and the Class have suffered injury to their business and property
throughout the Class Period.

114.  Plaintiff and Class Members are entitled to treble damages for the violations of
the Sherman Act alleged herein. Plaintiff and Class Members are also entitled to an injunction

against Defendants, preventing and restraining the violations alleged above.
SECOND CAUSE OF ACTION
(Unjust Enrichment)
115.  Plaintiff hereby incorporates each preceding and succeeding paragraph as though

fully set forth herein.

116. Defendants financially benefited from their unlawful acts described herein,
including, but not limited to, coordinating the manipulation of the ISDAfix rates through the
contributor quotation process or through other activities designed to artificially suppress, inflate,
maintain, or otherwise alter the ISDAfix rate. These unlawful acts deprived Plaintiff and Class
Members of the benefit of accurate ISDAfix rates reflecting actual market conditions, causing

injury and damages on ISDAfix-denominated trades and transactions.
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117. Because of the acts of Defendants and their co-conspirators as alleged herein,
Defendants have been unjustly enriched at the expense of Plaintiff and members of the Class.

118. It would be inequitable for Defendants to be permitted to retain the benefit which
Defendants obtained from their manipulative acts and at the expense of Plaintiff and members of
the Class.

119.  Plaintiff and members of the Class are entitled to the establishment of a
constructive trust impressed upon the benefits to Defendants from their unjust enrichment and
inequitable conduct.

120.  Alternatively or additionally, each Defendant should pay restitution and restore

the monies that they unfairly and improperly deprived from Plaintiff and members of the Class,

as described herein.
PRAYER FOR RELIEF

WHEREFORE, Plaintiff demands judgment against Defendants as follows:

A. Declaring this action to be a proper class action under Rules 23(a), (b)(2), and
(b)(3) of the Federal Rules of Civil Procedure, that Plaintiff be designated as a class
representative, and that Plaintiff’s counsel be appointed as Class counsel for the Class;

B. That the unlawful conduct alleged herein be adjudged and decreed to violate
Section 1 of the Sherman Act and Section 4 of the Clayton Act;

C. That Defendants be permanently enjoined and restrained from continuing and
maintaining the conspiracy alleged in the Complaint;

D. That Plaintiff and the Class recover damages against Defendants for their

violations of federal antitrust laws, and that a joint and several judgment in favor of Plaintiff and
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the Class be entered against Defendants in an amount to be trebled in accordance with such
laws, plus interest;

£ That Plaintiff and the Class recover damages or other relief permitted by law or
equity for Defendants’ unjust enrichment;

K That the Court award Plaintiff and the Class their costs of suit, including
reasonable attorneys’ fees and expenses, as provided by law; and

G. That the Court direct such further relief it may deem just and proper.

DEMAND FOR JURY TRIAL

Pursuant to Rule 38(a) of the Federal Rules of Civil Procedure, Plaintiff demands a jury

trial as to all issues triable by a jury.

Dated: October 17, 2014

Sty ¥ Lt

Shelly LA riedland (SF-2449)
TRIEF & OLK

150 East 58th Street

34th Floor

New York, NY 10155

Tel: (212) 486-6060

Fax: (212) 317-2946
sfriedland@triefandolk.com

Michael C. Dell’ Angelo (pro hac vice pending)
BERGER & MONTAGUE, P.C.

1622 Locust Street

Philadelphia, PA 19103

Tel: (215) 875-3000

Fax: (215) 875-4604

mdellangelo@bm.net
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1223 Jackson Avenue East, Suite 200
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Tel.: (662) 550-4511

Fax: (662) 368-5806
smccluer@mecculleymecluer.com

Matthew Duncan (pro hac vice pending)
FINE, KAPLAN AND BLACK, R.P.C
1 South Broad St., 23" Floor
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Tel.: (215) 567-6565
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md@finekaplan.com



