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November 18, 2011

Via UPS

Mr. Harold McGraw 111

Chairman of the Board of Directors
The McGraw-Hill Companies, Inc.
1221 Avenue of the Americas
New York, NY 10020-1095

Demand Pursuant to N.Y. Bus. Corp. Law § 624
Response Within Five Business Days Reguired

Dear Mr. McGraw:

I write on behalf of Retirement Plan for General Employees of the City of North Miami
Beach (“North Miami Beach™), beneficial owner of The McGraw-Hill Companies, Inc.
(“McGraw-Hill” or the “Company™) common stock. This letter constitutes a demand pursuant to
Section 624 of the N.Y. Business Corporation Law (“Section 624™) and New York common law
to inspect and copy certain books and records of the Company, as specified below, for the
purposes set forth below (the “Demand’). North Miami Beach has appointed the undersigned as
its attorneys-in-fact for purposes of this Demand by the Limited Power of Atlorney annexed
hereto us Exhibit 1. Evidence of North Miami Beach’s holdings of MeGraw-Hill common stock
is annexcd hereto as Exhibit 2, reflecting that it is a current beneficial holder of McGraw-Hill
stoek.,

Pursuant to Section 624, North Miami Beach hereby demands McGraw-Hill make the
following books and records' available for inspection and copying within five (5) business days
of your receipt of this Demand. The demanded inspection is for all books and records within the
Company’s possession, custody, and conirol for the period January 1, 2002 through the present
(the “Relevant Period™), unless otherwise indicated.

! For purposes of the Demand, books and records as used herein is consirued as broadly as possible under the
Uniform Rules for New York State Trial Courts, Section 624 and New York commeon law and includes, without
limitation, any and all correspondence concerning the demanded categories, whether sent via mail, facsimile,
electronic communication, or otherwise. In addition, books and records is construed to include “Board Materials”,
which as used herein means all documents concemning, relating to, provided at, discussed at, prepared or
disseminated in connection with any meeting of the Company’s Board of Directors (the “Board’)} or any regular or
specially-created committee thereof, including all presentations, board packages, recordings, agendas, summaries,
memoranda, transcripts, notes, minutes of meetings, drafis of minutes of meetings, documents such as exhibits or
presentations distributed at meetings, summaries of meetings, or resolutions.
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10.

All books and records concerning the composition of the Board, its committees,
subcommittees as well as any special committees formed in connection with Standard &
Poor’s Financial Services LLC’s (“S&P™) credit ratings for Residential Mortgage-Backed
Securities (“RMBS™) and Collateralized Debt Obligations (“CDOs™) during the Relevant
Period.

All books and records concerning the independence of the Company’s Board.

All books and rccords concerning the Company’s policies and procedures regarding the
Board’s oversight of S&P including, but not limited to, S&P’s Structured Finance
Ratings Group.

All books and records that identify and discuss S&P’s business and operations, and the
identification of its senior level employees who report directly to the Board.

All books and records concerning any and all investigations, reviews and/or analyses by
the Board, the Audit Commitiee, and any Special Committee of the Board that were
conducted in 2007, 2008, 2009, 2010, and 2011 with respect to S&P’s compliance
framework for its business operations.

All books and records concerning S&P’s policies and procedures for issuing credit
ratings for RMBS and CDOs, and any subsequent monitoring of these credit ratings
whish were discussed at meetings of the Board, any committee or subcommittee of the
Board, or any Special Committee,

All books and records concerning increasing S&P’s market share for rating RMBS and
CDO securities which was discussed at meetings of the Board, any Special Committee, or
any other committee or subcommittee of the Board,

All books and records concerning S&P’s policies and procedures which address and
manage conflicts of interest, particularly arising out of its “issuer pays” model for issuing
credit ratings were discussed at meetings of the Board, any committee or subcommittee
of the Board, or any Special Committee,

All books and records concerning S&P’s determination to take action on thousands of
RMBS and CDO sccurities that held AAA ratings beginning in 2007, including S&P’s
downgrade of over 1000 RMBS and 100 CDOs by the end of July 2007 and the decision
to downgrade or place on credit walch approximately 6300 RMBS and 1900 CDO
securities on January 30, 2008, which was discussed at meetings of the Board, any
committee or subcommittee of the Board, or any Special Committee.

All books and records conceming any modifications or potential modifications to S&P’s
policies and procedures for issuing credit ratings for RMBS and CDO securities, and any
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13.

14.

15.

monitoring of these credit ratings following enactment of the U.S. Credit Rating Agency
Reform Act on September 29, 2006 or the U.S. Securities and Exchange Commission’s
(“SEC™) Proposed Rules for Nationally Recognized Statistical Rating Organizations,
revised and adopted in February 2009, which were discussed at meetings of the Board,
any committee or subcommittee of the Board, or any Special Committee.

All books and records which show that the Company has adequately disclosed all
material information pertaining to S&P’s issuance of credit ratings for RMBS and CDO
securities.

All books and records sufficient to identify Company personnel in charge of enforcing
the Company’s Code of Business Ethics and any other conflict of interest policies of the
Company.

All books and records, including those sufficient to identify the costs incurred by the
Company regarding any congressional inquiry including, but not limited to, the U.S,
Senate Subcommittee on Investigations, any civil and/or criminal investigations,
administrative or regulatory reviews, enforcement actions and lawsuits by any
governmental or regulatory body including the SEC, U.S. Department of Justice (“DOJ™),
federal prosecutor’s office and/or any state attorney general, and private civil lawsuits
pertaining to S&P’s ratings of RMBS and CDO securities.

All books and records sufficient to identify the Company’s stockholders as of the date of
this Demand.

All books and records sufficient to identify other stockholders of the Company making
books and records demands pertaining to S&P’s ratings of RMBS and CDO securities.

The purposes for the Demand are:

To investigate potential wrongdoing, mismanagement and breaches of fiduciary duty by
the members of the Company’s Board and senior management in connection with the
events, circumstances, and iransactions described above;

To assess any policies, rules, guidelines, or other measures the Board has considered
and/or implemented in the past 10 years that were designed to address S&P’s policies and
procedures for issuing credit ratings for RMBS and CDO securities;

To assess any policies, rules, guidelines, or other measures the Board has considered
and/or implemented in the past 10 years that were designed to address potential conflicts
of interest in S&P’s RMBS and CDO business;
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4. To ascertain oversight by the Board of S&P’s determination to take action on thousands
of RMBS and CDO securities that held AAA ratings, including S&P’s downgrade of over
1000 RMBS and 100 CDOs by the end of fuly 2007 and S&P’s decision to downgrade or
place on credit watch approximately 6300 RMBS and 1900 CDO securities on January
30, 2008;

5. To ascertain the process employed by the Board and senior management in reaching
decisions concerning S&P’s policies toward fecs charged by S&P to issuers of RMBS
and CDO products to obtain credit ratings for these products and other corporate
perquisites and reporting and monitoring of same;

6. To assess the ability of the Company’s Board to consider impartially a demand for action
(including a request for permission to file a derivative lawsuit on the Company’s behalf)
related to the issues described in this Demand; and

7. To explore remedial measures including, without limitation, seeking a meeting with the
Company’s Board to discuss proposed reforms, communicating with other Company
stockholders, preparing a stockholder resolution for the Company’s next annual meeting,
and/or taking appropriate legal action in the event the members of the Company’s Board
did not properly discharge their fiduciary dutics.

Under New York law, it is well seftled that a shareholder has both a statutory and
common-law right to inspect corporate books and records where the request is made in good
faith and for a proper purpose. Peterborough Corp. v. Karl Ehmer, Inc., 215 A.2d 663, 664
(N.Y. App. Div. 1995). Proper purposes include investigating management’s conduct, Tafko v.
Tatko Bros. Slate Co., 173 A.2d 917, 918 (N.Y. App. Div. 1991).

Specific instances from which inferences of mismanagement and the knowledge of the
Board can be drawn from:

« The conclusions of the Senate Subcommittee on Investigations contained in a report
entitled “Wall Street and the Financial Crisis: Anatomy of a Financial Collapse” (the
“Senate Report™), issued on April 13, 2011, which contains a 75 page case study on,
among others, S&P’s complicity in the financial crisis. For example, internal S&P emails
cited in the Senate Report reveal that analysts with S&P and senior management were
well aware of increasing risks in the mortgage market, including higher risk mortgage
products, lax lending standards, poor quality loass, and mortgage fraud. As a result, the
Senate Report concluded that *[ejvidence gathered by the Subcommitiee shows that
credit rating agencies were aware of the problems in the mortgage market.... Instead of
using this information to temper their ratings, the firms continued to issue a high volume
of investment grade ratings for mortgage backed securitjes”;
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The focus of the Senate Report appears to be the ratings S&P gave to a subprime-
mortgage backed CDO called Delphinus. Delphinus appears to have been given a AAA
rating after S&P already began mass downgrades of subprime-backed mortgage
securities. Little more than a year later, Delphinus was given a junk rating. In light of
the fact that S&P apparently continued to grant triple AAA ratings even after the
Company revealed to world markets that its methodologies for rating subprime-backed
securities were fatally flawed, serious questions exist regarding the Board’s exercise of
its fidueiary responsibilities;

A number of exhibits contained in the Senate Report indicate the Board’s knowledge of
the S&P’s business. For example, one exhibit includes a March 3, 2007 email indicating
that S&P’s RMBS rating division was scheduled to present to McGraw-Hill executives
on the subprime situation, including ratings and how to deal with fallout from the
mortgage indusiry. Included is a copy of the presentation by S&P (including a chart of
top issuers by S&P revenue) and minutes from a December 5, 2007 Company Board
meeting noting the 2005-06 vintage loans appear to be the key problem area in the
subprime situation;

Because S&P is a critical business segment of the Company, which in 2009 and 2010
contributed over 25% of the Company’s revenues, it is presumably one that is closely
monitored by the Board. Thus, the Board knew or should have known of the growing
problems in the mortgage industry, which S&P publicly reported on, and would directly
impact the RMBS and CDO ratings. Internal emails from the Senate Report indicated
that analysts with S&P and senior management were well aware prior to July 20070f
increasing risks in the morigage market, including higher risk mortgage products, lax
lending standards, poor quality loans, and morigage fraud. Nevertheless, the Board
allowed S&P to continue to issue inflated ratings from the RMBS and CDOs which
produced billions in revenue until July 2007, when S&P abruptly reversed it course and
issued downgrades;

The inherent conflicts of interest in the credit ratings business were well known and the
Board was aware or should have been aware of this. In 2003, for example, the SEC
issued a report on these conflicts concluding that “[cJoncerns had been expressed that a
rating agency might be tempted to give a more favorable rating to a large issue because of
the large fee, and to encourage the issuer fo submit future large issues to the rating
agency.” Report on the Role and Function of Credit Rating Agencies in the Operation of
the Securities Markets, U.S. Securities and Exchange Commission (Jan. 2003). Because
of the amount of revenue and profit generated by S&P, the Board knew or should have
known that S&P was being paid by the very issuers seeking ratings for the products that
they intended to sell to investors and knew that issuers needed investment grade ratings to
sell the RMBS and CDO securities. According to a former S&P Managing Director in
charge of the RMBS Ratings Group, ‘[b]y 2004 the structured finance department at S&P
was a major source of revenue and profit for the parent company, McGraw-Hill. Focus
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was directed at collecting market share and revenue data on a monthly basis from the
various structured finance rating group and forwarded to the finance staff at S&P”. Not
surprising, from 2004-2007, S&P provided AAA ratings to a majority of the RMBS and
CDO securities issued in the U.S.;

o A 2008 article from The Wall Street Journal discussed the extent of the involvement of
Harold McGraw, the Chairman and Chief Executive of the Company in S&P’s business.
According to the article, McGraw was responsible for stressing S&P’s profit growth
above all else and setting S&P’s budget;

« The August 17, 2011 The New York Times article reporting that the DOJ is investigating
whether S&P improperly rated mortgage products, such as RMBS and CDOs;

» The announcement on Seplember 26, 2011 that the Company received a Wells Notice
from the SEC indicating that the staff is considering recommending a civil injunctive
action against Standard & Poor’s Rating Services, then a division of S&P, for violations
of the federal securities laws with respect to S&P’s ratings issued for a 2007 offering of a
CDO identified as Delphinus CDO 2007-1;

« On November 8, 2007, S&P received a civil investigative demand from the
Massachusetts Attorney General’s Office requesting information and documents relating
to S&P’s ratings of securities backed by residential real estate mortgages;

« On October 16, 2007, S&P received a subpoena from the Connecticut Attorney General’s
Office requesting information and documents relating to the conduct of S&P’s credit
ratings business. The subpoena appears fo relate to an investigation by the Connecticut
Attorney General into whether S&P’s conduct in its credit ratings business violated the
Connecticut Antitrust Act. S&P received a second subpoena from the Connecticut
Attorney General's Office, dated December 6, 2007, seeking information and documents
relating to the rating of securities backed by residential real estate mortgages, and a third
subpoena, dated January 14, 2008, seeking information and documents relating to the
rating of municipal and corporate debt. On March 10, 2010, the Connecticut Attorney
General announced that it sued, among others, S&P, for violations of the Connecticut
Unfair Trade Practices Act because their structured finance securities were tainted by the
prospect of earning lucrative fees for credit ratings;

¢ On August 31, 2007, the Staff in the SEC’s Office of Compliance Inspections and
Examinations, Division of Trading and Markets and the Office of Economic Analysis
initiated examinations into the three major credit rating agencies, including S&P, with
respect to their activities in rating subprime RMBS and CDOs. Among the key inquiries
the SEC investigation focused on were whether the credit rating agencies complied with
their policies and procedures for initial ratings and ongoing surveillance, the effectiveness
of their conflict of interest procedures, and whether ratings were influenced by conflicts
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of interest related to the credit rating agencies’ role in bringing issues to the market and
the compensation they reccived from issuers and underwriters, Without altributing
conduct to any particular credit rating agency, the SEC issued its conclusions in a July
2008 report finding that: (i) relevant ratings criteria were not always disclosed; (if) none
of the credit rating agencies had specific written procedures for rating RMBS and CDOs;
(iii) the credit rating agencies did not appear to have specific policies and procedures in
place to identify or address errors in their models or methodolegies; and (iv) although the
credit rating agencies were required to maintain and enforce policies and procedures
designed to manage conflicts of interest, significant conflicts still persisted, particularly
in the “issuer pays” model for RMBS and CDO offerings; and

*  On August, 29, 2007, S&P received a subpoena from the New York Attorney General’s
Office requesting information and documents relating to S&P’s ratings of securities
backed by residential real estate mortgages.

1 hereby affirm that the purposes for the Demand as set forth above constitute a true and
accurate statement of the reasons North Miami Beach desires to review the demanded books and
records and that such demand is made in good faith. These purposes are both proper and
reasonably related to North Miami Beach’s interests as a stockholder of the Company.

Please contact me to make arrangements for the review of the demanded books and
records: Robert M. Roseman, Spector Roseman Kodroff & Willis, P.C., 1818 Market Street,
Suite 2500, Philadelphia, PA 19103, telephone 215.496.0300, email at rroseman(@srkw-law.com.

In the event that the Company does not respond to this letter or fails to permit inspestion
and copying of the demanded documents within five business days from the receipt of this
demand, we will seek appropriate relief to the fullest extent permitted under the law.

Sincerely,

me—

P
-~ 7o j,»}
\(j/{‘;ﬁiﬁz K
Ko\bg,rt M. Roseman,
On behalf of Retirement Plan for General
Employees of the City of North Miami
Beach

RMR:jam
Attachments
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SPECIAL POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that LORI HELTON, on behalf of the

North Miami Beach General Employees Retirement Plan (“North Miami Beach™), does hereby

make, constitute, and appoint Robert M. Roseman, Esq. and Spector Roseman Kodroff & Willis,
P.C. ("SRKW"), and any person designated by SRK'W, to act as true and lawful attorney-in-fact
for North Miami Beach, in its name, place, and stead, jointly and severally, in all matters
regarding the examination of the books and records of The McGraw-Hill Companies, Inc.
("McGraw-Hill” or the “Company™) including, but not limited to: (i) demanding inspection of
books and records of McGraw-Hill on North Miami Beach’s behalf as a stockholder of the
Company as said attorneys deem appropriate, (ii) reviewing and/or copying any documents
received in connection with any such books and records demand made on North Miami Beach’s
behalf as a stockholder of McGraw-Hill, and (iii) giving and granting unto said attorneys full
power and authority to perform al]l and every act and thing whatsoever requisite, necessary, and
proper to be done in and without the premises, as fully, to all intents and purposes as they might
or could do, with full power of substitution and revocation, hereby ratifying and confirming all
that North Miami Beach’s attorneys or the substitute shall lawfully do or cause to be done.

The rights, powers, and authority of said attorneys shall remain in full force and effect
until North Miami Beach tenders a written notice of termination.

IN WITNESS HEREOQF, I havehereunto set my hand as of Qctober | 2~, 2011.




State of Fiomoa )

)
County of {114 AT

Then personally appeared before me the above-named LOR{ H Eltsal

3

on behalf of North Miami Beach General Employees Retirement Plan, and proved {o me on the
basis of satisfactory evidence to be the person whose name is subscribed to the within instrument
and acknowledged to me that he executed the same in his authorized capacity and as his
respective free act, and that by his signature on the instrument, the person, or the entity upon

behalf of which he acted, executed the instrument.

WITNESS my hand and official seal:

o5TPy,  Notary Public State of Florida XPBTBDIWRVMWH tome, .
$ “%  Jpanne M Caliehan - Prodiucad identificetion:

3 - Commission DDE63480

e e —

of. § Mre Typa of Indendification
aangi2013
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