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Lead Plaintiff, the State of Oregon by and through the Oregon State Treasurer on behalf
of the Common School Fund and, together with the Oregon Public Employee Retirement Board
on behalf of the Oregon Public Employee Retirement Fund (“Oregon™), and the Additional
Plaintiffs (see 9§17-18) (collectively, “Plaintiffs”) bring this securities class action on behalf of
investors who purchased or otherwise acquired the stock of The Bank of New York Mellon
Corporation (“BNYM” or the “Company”) between February 28, 2008 and October 4, 2011,
inclusive (the “Class Period”), including those who purchased BNYM stock pursuant or
traceable to BNYM’s secondary public offerings of May 11, 2009 (the “May 2009 Offering”)
and June 3, 2010 (the “June 2010 Offering™). The allegations herein are based upon Plaintiffs’
personal knowledge with respect to themselves and, as to all other matters, upon Lead Counsel’s
investigation, which has included, infer alia, a review of: internal emails and documents
produced by BNYM to various regulators and filed as exhibits in various state attorneys general
(*AG”) actions; BNYM’s public filings with the Securities Exchange Commission (“SEC”);
securities analyst reports; transcripts of BNYM conference calls; BNYM press releases; media
reports concerning BNY; and information from ongoing qui tam, state AG, and federal
Department of Justice (“DOJ”) proceedings against BNYM regarding its foreign exchange
practices. Plaintiffs believe that additional evidentiary support will exist for the allegations
herein after reasonable opportunity for discovery.

SUMMARY OF THE ACTION

1. BNYM is a financial services company whose primary source of revenue is the
provision of custody and related services to many of the world’s largest institutional investors,
including states, cities, colleges, universities, foundations and pension funds. For fiscal 2010,
BNYM reported total revenues of $13.8 billion and $25 trillion in assets under custody — making

BNYM the “world’s largest global custodian” and “the largest custodian for U.S. public pension
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plans.” On behalf of these clients, BNYM provides a variety of services to safeguard, maintain
and manage their assets. Because BNYM’s large custodial clients typically invest in securities
of foreign issuers, and must convert U.S. Dollars (“USD”) into foreign currencies to purchase
such securities (and convert foreign currencies back into USD when selling such securities),
foreign exchange (“FX”) services are one of the most important services that BNYM provides to
its custodial clients. In conducting FX transactions during the Class Period, BNYM served in a
fiduciary capacity and was obligated to act in the best interests of its custodial clients.

2. Throughout the Class Period, BNYM described itself as an “open and honest”
custodian that operated and conducted business with “the highest standards of integrity.”
Unbeknownst to investors, however, BNYM and its senior executives were actually engaged in a
fraudulent scheme to artificially boost the Company’s reported earnings by effectively rigging
the pricing of its FX transactions to reap illicit profits at the expense of its custodial clients.
Pursuant to this scheme, BNYM and its top officers not only misled their own customers, but
also defrauded investors in BNYM common stock by issuing numerous false and misleading
statements that touted both the financial performance of the Company’s FX operations and the
Company’s alleged “highest ethical standards.”

3. BNYM’s underlying FX scheme was brazen. BNYM represented that its
“Indirect” or “Standing Instructions” (“Indirect/SI”) custodial clients received the “most
competitive/attractive FX rates available” when BNYM traded currencies on their behalf,
However, instead of giving its clients the “best rate of the day” or the “best execution” price,
BNYM actually provided the opposite: namely, the day’s worst (or virtually the worst) rates of
that day. Indeed, as BNYM employees have since admitted, and as internal BNYM documents

have confirmed, BNYM artificially inflated its profits by pocketing the difference between what
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was effectively the worst price of the day, which it charged its clients, and the actual market
price at the time the clients’ trades were made. Moreover, before getting its FX prices for its
Indirect/SI clients, BNYM actually made a marginal adjustment at the end of each day so that the
clients’ prices were not quite the very worst of the day — an arbitrary and de minimis adjustment
that was calculated to camouflage the fraud, and to create the wholly false appearance that client
trades were priced during (rather than after) currency markets had closed. In short, the FX rates
that BNYM charged its Indirect/SI clients bore no relationship to prevailing Interbank market
rates at the time the trades were actually executed — and BNYM selected the rates after-the-fact
solely to maximize its own fees at the expense of its clients.

4. BNYM profited enormously from its FX scheme. For example — and contrary to
BNYM’s representations that it provided FX trading services “free of charge” — the New York
Attorney General (“NYAG”) has determined that, through the FX fraud, BNYM improperly
reported hundreds of millions of dollars in phony income. Specifically, the NYAG determined
that FX trades made through BNYM’s Indirect/SI program were seven times more profitable to
BNYM than the FX trades that it negotiated “directly” with its non-Indirect/SI clients. Similarly,
the NYAG has calculated that although such trades accounted for only 20% of BNYM’s total FX
trades, they generated 65% to 75% of its total FX revenue, and roughly 69% of BNYM'’s profits
Jrom FX trading. Over the Class Period alone, this would equate to more than $2.4 billion.
Indeed, during the financial crisis as most financial institutions (and investors) were suffering,
BNYM exploited the volatility in FX rates to reap particularly obscene profits from its
Indirect/SI customers: for example, based on documents provided by the relator in the Florida
qui tam action, from the fall of 2008 to the fall of 2009 BNYM’s “spreads” were 10-20 times

greater for its Indirect/SI clients than for its clients which did not trade through that program.
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5. BNYM’s FX trading business was critical to the Company’s “Asset Servicing”
business segment, which in turn was a critical pillar of BNYM’s overall financial performance.
For example, during the Class Period, BNYM’s FX revenue constituted as much as 27% of
BNYM’s Asset Servicing revenue, and Asset Servicing revenue constituted as much as 56% of
the Company’s overall revenue. Indeed, FX revenue alone constituted as much as approximately
11% of the Company’s total annual revenue during the Class Period. Moreover, as BNYM
repeatedly emphasized throughout the Class Period, FX trading was one of its highest margin
businesses. As one analyst explained in 2009, “the relative margin of [BNYM's FX business]
cause[s] outsized growth in bottom line profitability.” Although, as noted above, BNYM did not
publicly disclose the extent to which its “Indirect/SI” clients accounted for such a
disproportionate share of the Company’s total FX revenues and profits — none of BNYM’s FX
programs were remotely as lucrative and profitable as its fraudulent “Indirect/SI” operation.

6. Internal BNYM documents establish that BNYM’s top officers were well aware
of the Company’s FX fraud since the inception of the Class Period. For example, on February 1,
2008 (just before the start of the Class Period), Defendant Jorge Rodriguez (a BNYM Managing
Director and the head of BNYM’s Global FX Sales) sent an email to his immediate superior,
Richard Mahoney (BNYM’s EVP and Head of Global and Capital Markets), which explained
precisely how BNYM was utilizing its “Standing Instruction” program to exploit the daily spread
in FX prices at the expense of its clients:

As we all know, Standing Instruction [Service] is the most profitable form of

business. It offers the traders a free intra-day option to time its currency execution

in_the marketplace knowing it does not _have to get back to the customer
immediately with the deal price. Business of this type also allows us to take
advantage of increased market volatility and wide intra-day trading ranges. All
these pricing advantages disappear when a client trades via an e-commerce platform

and full transparency is achieved. Based on our actual records, in 2007, non-
negotiated business generated an average profit of 9 basis points.
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As Defendant Rodriguez’s email also warned, whenever a BNYM Indirect/SI client decides not
to utilize BNYM’s standing-instruction program, “margins greatly decline:”

Our experience has demonstrated that when a non-negotiated (ultra-friendly) client
converts to a multi-bank e-commerce platform (competitive price shopper) margins
greatly decline as the free intra-day option feature previously enjoyed disappears,
the competitive pressure of going up against as many as 10 banks at a time, and the
client’s ability to carefully monitor each and every trade at the time of execution
reduces margins dramatically.

7. Later that same day, Mahoney sent his own slightly revised version of the
Rodriguez email to BNYM’s CEO, Defendant Robert Kelly, and its CFO, Defendant Bruce Van
Saun. In that email, Mahoney reviewed for Defendants Kelly and Van Saun the basics of the
ongoing FX fraud, and how the “pricing advantages” (and resulting revenues and profits) that
BNYM enjoyed would “disappear” if BNYM were ever to become “full[y] transparen[t]” about
its FX practices:

Standing instruction /...] offers [BNYM] traders a free intra-day option to time the

currency execution in _the marketplace knowing we don’t have to get back to the

customer _immediately with the deal price. Business of this type also allows us to
take advantage of increased market volatility and wide intra-day trading ranges.

All these pricing advantages disappear when a client trades via an e-commerce

platform and full transparency is achieved (comparison pricing, execution, and
confirmation in real time)....

Some anecdotes will help illustrate the impact to our business when a client moves
from Standing Instruction to [directly negotiated] e-commerce [FX trading]:

e [Client X] generated revenue of approximately $11 million in 2007 on business
with an average margin of 8 basis points. Since converting to a negotiated basis
via an e-commerce solution in late 2007, [BNYM’s] margins have compressed to
1 basis point and are possibly headed lower...
8. Throughout 2008-2010, BNYM reported substantial revenue from FX trading.
Each time, BNYM falsely claimed that the impressive FX revenue results were the result of

client wins, increased client volume and volatility in the market. At no time did BNYM disclose

that such revenue flows were due in large part to the fraud alleged herein (or explain that
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“increased volatility” enhanced profitability precisely because it created wider intra-day price
swings that it exploited to collect especially large “spreads” on its Indirect/SI trades). More
particularly, BNYM failed to disclose that it had: (1) manipulated FX trades to extract illicit
profits from its Indirect/SI clients; (2) engaged in unlawful practices to artificially increase its FX
fee revenue; (3) presented a misleading picture of BNYM’s business model and how it “earned”
its FX fee revenue; (4) withheld full transparency from its clients, which was critical to
maintaining the profitability of its FX business segment and BNYM’s overall profits; and (5)
lacked adequate internal controls to prevent its FX customers from being defrauded.

9. Information about the extent and seriousness of BNYM’s FX fraud and its impact
on BNYM’s revenue and profits emerged only gradually through a series of partial disclosures
beginning in early 2011, as BNYM’s practices became the subject of an increasing number of
civil suits, DOJ and state attorneys general investigations, and investigatory articles by The Wall
Street Journal (“WSJ”) and others. For example, in January 2011, the initial whistleblower (or
qui tam) lawsuit against BNYM was unsealed and the market learned that the Virginia AG had
opted to intervene in that action. This news was followed by explosive investigative articles,
including articles by the WSJ on February 3-4, April 19 and May 23-24, which gradually
disclosed additional information relating to BNYM’s conduct, including internal BNYM
documents and independent analysis. Thereafter, on August 11, 2011, the Virginia AG and the
Florida AG filed complaints in intervention against BNYM that cited to additional internal
emails (including those quoted above) among BNYM executives, and that discussed the negative
impact of providing clients “transparency” on FX fees and the impact that this would have on the

Company’s profitability.
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10. Significantly, however, after each of these partial disclosures, Defendants
emphatically denied any wrongdoing and, in fact, embarked on an aggressive campaign to
discredit or at least neutralize the impact of these partial disclosures. For example, on May 26,
2011, the WSJ published an Op/Ed submitted by BNYM in which the Company claimed that
WSJ articles regarding BNYM’s FX fraud were “highly distorted” and filled with “inaccurate
claims from baseless lawsuits” about its “standing-instruction” program.

11.  The truth about the nature and scope of Defendants’ FX fraud was fully revealed
on October 4, 2011 (the last day of the Class Period), when the NYAG sued BNYM seeking $2
billion in damages for its FX-related misconduct, and the DOJ filed a civil fraud action against
the Company. Overall, in response to the partial disclosures of the fraud, by the end of the Class
Period the price of BNYM’s stock had fallen to $18.28 — representing a staggering 59% decline
from its Class Period high of $44.56, and a roughly 43% decline since the first partial disclosures
concerning the fraud began to emerge in January 2011.

12. Since this action was first filed, BNYM’s FX revenue has declined significantly.
In addition, BNYM has entered into a partial settlement of the DOJ’s claims for injunctive relief,
which sought to enjoin Defendants from continuing to make materially false and misleading
statements concerning its FX services. Under that settlement, BNYM may “no longer describe
the standing instruction service as free,” “represent that the service applies best execution
standards,” or “represent that it offers netting of [FX] transactions unless certain criteria are
met.” The DOJ’s remaining claims seeking monetary fines and penalties continue to be litigated.
In the meantime, by this action, Plaintiffs (on behalf of themselves and the Class they seek to
represent) seek to recover damages for the substantial losses they have suffered as a result of

Defendants’ false and misleading statements.
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