UNITED STATES DISTRICT COURT
EASTERN DISTRICT OF VIRGINIA
ALEXANDRIA DIVISION

UNITED STATES SECURITIES
AND EXCHANGE COMMISSION,

Plaintiff, :
: CIVIL ACTION
V. ' : FILENO. 1:06-CV-1354

INTERNATIONAL FIDUCIARY CORP., S.A.,
DANIEL ERIC BYER,

MALCOLM CAMERON BOYD STEVENSON
and PRESTON DAVID PINKETT 11

Defendants.
TERRY MARTIN, CD2E, INC., WINCHELL :
CORPORATION, M&M TECHNOLOGIES
ROBERT LOWREY, SZE COAST
OPERATING CORP. and

Relief Defendants.

REPLY IN SUPPORT OF
PLAINTIFE’S MOTION FOR SUMMARY JUDGMENT

In 1ts Memorandum in Support of its Motion for Summary Judgment, the Plaintiff
Securities and Exchange Commission (“the SEC” or “the Commission™) contended that the
defendants, thr(-mgh defendant entity Infernational Fiduciary Corporation (“IFC”) raised over $42
million from at least 140 investors in a “Ponzi” scheme whereby investors were told that profits
would be generated through bond trading, while in fact no profits were ever produced from any
bond trading or other investment activity, and all of the purported “profits” paid tf) IFC investors
came from the deposits of subsequent investors. In addition to the millions of dollars in

payments that flowed to the defendants as a result of the scheme, relief defendants Terry Martin



and Robert Lowrey, and the four relief defendant entities that they control, also received
proceeds of the fraudulent scheme as “finders,” who were paid an ongoing monthly fecAby the
defendants for each new investment they brought in. The Commission sought summary
judgment against each relief defendant on the basis that the undisputed evidence demonstrates
that no relief defendant had a legitimate claim to the funds obtained through the scheme.

Relief Defendant Martin, and his entities CD2E, Inc., Winchell Corporation and M&M
Technologies (“the Martin Defendants™) have filed an opposition to the motion. The Martin
Defendants’ Opposition (“Martin Opp.”),. along with accompanying declarations of Terry Martin
(“Martin Decl.”) and Craig Forhan (“Forhan Decl.”), fail to create a material issue of fact
precluding summary judgment. Accordingly, the motion should be granted.

L FACTS

The version of events set forth in the Commission’s Statement of Undisputed Facts is
largely uncontested. In summary, defendants Preston Pinkett, Daniel Byer and Malcolm
Stevenson orchestrated a massive poﬁzi scheme whereby they persuaded investors to send
money to IFC for use in bond trading activity that was supposed to generate for the investor
profits of approximately 6% per month. Contrary to the representations made by the defendants,
the tens of millions of dollars of IFC investor funds was never used for any bond trading, but was
instead used to enrich the defendants, other third parties including the relief defendantsl, and to
make monthly ponzi paymenté to other investors in order to perpetuate the scheme.

The primary points of contention raised in the Martin Defendants’ Opposition relate to
paragraphs 93 and 96 of the Commission’s Statement. Paragraph 93 provides that “[w]ire
transfers were also made from IFC accounts to third party ‘agents’ who were paid ajmonthly

percentage for each investor the agent brought to the program. These agents include Terry Martin



and Robert Lowrey. Each investor was paid on a monthly basis between 6-10% of the investor’s
onginal investment. The agent was paid a percentage which represented the difference between the
investor’s percentagé and iO%. Thus, for an investor receiving 6% per month, the agent responsible
for the investor was paid 4% per month.” Paragraph 96 provides, in pertinent part, that “[p]ayments
to Terry Martin for investors he brought to the program were paid into bank accounts of Mﬁn—
controlled entities CDZE, Inc., Wincfxell Corporation and M&M Technologies in the amount of at
least $1.5 million.”

Martin disputes the use of the term “agent,” contending that he “did not act as [TFC’s] agent
or representative.” Martin Opp. at 4. He also disputes that thé payments 1o entities CD2E and
Winchell were intended as “commissions or finder’s fee,” contending instead that the payments
were “compensation for technology-review services.” Id. He further contends that payments to
M&M Technologies likewise “did not constitute commissions or finder’s fees,” but was money
“owed to M&M by Gem Manufacturing,” a company Martin contends was owned by defendant
Malcolm Stevenson. Id.

In the Declaration of Tefry Martin (“Martin Decl.”), Martin describes the payments to
CDZ2E as “a retum on the investments that CD2E made, . . . [and] payments that [Martin]
understood to represent compensation for consulting services performed (and to be performed).”
Martin Decl. at § 15. Martin contends that the services were performed pursnant to a contract.
Mattin submits a “Consulting Agreement” between IFC and CD2E which purports to obligate IFC
to purchase from CD2E the “(;onsulﬁng services” of “identifying new technology,” “review of new
technology,” and “evaluation of new technology.” Id. at Exhibit 2. Neither the contract nor
Martin’s declaration desctibe what, if any, services he actually performed, \;vhen he ;;erfonned them,

what technology he was purportedly “identifying” or “reviewing” or “evaluating,” how the



compensation for such services was derived, or how the said “services” provided any benefit or
value to IFC. The contract is unsigned by a representative of CDéE, the entity that Martin admits
he controls. The contract is signed on behalf of IFC by George Bright, an individual that Martin
avers he has “never met” and “never had any communications with.” Id. at § 10. According to
Martin, CD2E now “operates principally as an investment holding company.” Id. at § 4.

Further, Martin admits that the payments made by IFC to his entity CD2E were derived as
“a percentage of the amounts that IFC paid to my relatives and friends who had investedrin IFC.”
Id. at 9 15. Mfrt_in admits that he directed a portion of these payments to be made to Winchell Corp.
as well. Id. at § 21. Martin also admits that the payments to l\;I&M Technologies were made by
IFC pursuant to an agreement between himself and defendant Stevénson, though Martin contends
that at the time of the payments he believed that the funds were made pursuant to an agreement
between M&M and another Stevenson-controlled entity called GEM Manufacturing for the
“exclusive rights” to some “Everseal” pump technology. Id. at 4 18. Again, neither the contract
nor Martin’s declaration describe what, if any, services he actually performed, when he performed
Ihém, what “research,” “development™ or “testing” Martin purportedly provided, how the
compensation for such services was derived, or how the said “seﬁices” provided any benefit or
value to IFC. Nor does Martin explain why Stevenson would agree to pay M&M Technologies
approximately $700,000 for the “Everseal;’ pump technology when, according to Craig Forhan, as
of May of 2008 “[t]he Everseal technology has no commercialized products.” Declaration of Craig
Forhan.(“Forhan Decl.”) at Exhibit 9, page 4.

Martin does not dispute by affidavit or otherwise the amount of the payments méde to

CD2E, M&M Technologies or Winchell. See Martm Decl. at 23. He likewise do?as not dispute



that the payments came from IFC, nor does he dispute that the funds were the pro;:eeds of the ponzi
scheme.
I ARGUMENT

A. Standard of Review

The non-movant in a summary judgment proceeding “must do more than simply show
thét there is some metaphysical doubt as to the material facts,” but instead must show that there

is a genuine issue for trial. Matsushita Electric Industrial Co., Ltd. v. Zenith Radio Corp., 475

U.S. 574, 586-587 :(1986) (citing Fed. R. Civ. P. 56(¢)). The mere existence of some alleged
factual dispute between the parties will not defeat an otherwise properly supported motion for

surmnmary judgment. Anderson v. Liberty Lobby, Inc., 477 U.S. 242, 247-248 (1986). Nor is the 7

“mere existence of a scintilia of evidence” sufficient. Id. at 252. The Fourth Circuit has
explained that “[ijt is the affirmative obligation of the trial judge to prevent factually

unsupported claims and defenses from proceeding to trial.” Bouchat v. Baltimore Ravens, 346

F.3d 514, 526 (4™ Cir. 2003), cert. denied, 541 U.S. 1042 (2004) (quotations omitted). “To

overcome a properly supported summary judgment motion, the nonmoving party must present

‘significant probative evidence tending to support” his position.” U.S. v, Urbanek, 39 F.3d 1179

(4th Cir. 1994} (unpublished) (cited at 1994 WL 589614), quoting Lujan v. National Wildlife

Fed'n, 497 U.S. 871, 888 (1990).

B, The Martin Defendants have No Legitimate Claim to the Funds

The Martin Defenda.ﬁts simply have not met the standard necessary to defeat a motion for
summary judgment. Martin claims that no competent evidence supports the fact that the funds
received by the Martin Defendants represented commissions based upon investor; Martin

brought to the program. Martin Opp. at 11-12. However, this fact is supported by the swom



testimony of IFC’s accountant along with the accountant’s contemporaneously created business
records. See Séchar Declaration In Support of Motion for Summary Judgment, 4§ 88-92, Exhibit
5 (Testimony of Waz Abraham) and Exhibit 22 (Documents entitled “IFC Trading Profits
Statements”). Moreover, in his declaration Martin candidly admits that the paj;ments made to at
least CD2E and Winchell were derived as a percentage of the dollar value of the investments
‘from his friends and family members who were victims of the IFC investment fraud. While
Martin argues that he did not solicit or introduce these persons to the program, this point is
urrelevant, as are Martin’s contentions that he purportedly objected to the manner in which he
was being paid, or that his friends and family members did 1;ot object to the payments he was
receiving. Equally irr.elevant are Martin’s claims that he “believed” that the payments he
received were legitimate, or his “understanding” of what the payments were, or what the
payments were “supposed” to be. The SEC’s ability to recover from Martin in this context has
nothing to do with Martin’s subjective intent or whether he introduced or solicited investors.
Rather, the SEC’s burden is to show that Martin has no “legitimate claim” to the ill-
gotten funds that he received from IFC. Clearly, the payment of funds as a percentage of
fraudulent investments received, as Martin admits, does not give rise to any “legitimate claim,”
irrespective of who solicited the defrauded victims. Courts have held the “legitimate claim”

analysis focuses on whether the claimant has actually performed any services for the funds or

provided some type of consideration for the funds. See FTC v. Transnet Wireless Corp., 506 F.
Supp. 2d 1247 (S.D. Fla. 2007); CFTC v. Valko, 2006 U.S. Dist. LEXIS 67486 (S.D. Fla. 2006);
SEC v. Zubkis, 2005 U.S. Dist. LEXIS 13086 (S.D.N.Y. 2005).

Again, Martin provides no factual basis for the conclusion that he provid(;d any

consideration to IFC in exchange for the payments he received. While generally claiming that he



believed that he would provide “consulting services,” or “research and development” services, he
provides no specifics of any work or value that he actually provided' to IFC in exchange for the

payments. There is thus no evidence that could permit a trier of fact to reasonably conclude that

the Martin Defendants had a “legitimate claim” to the funds. SEC v. Better Life Club, 995
F.Supp. 167, 184 (D.D.C. 1998) (granting summary judgment against relief defendant on the
basis of “consulting fees” paid to relief defendant where there was no evidence in the record
demonstrating that the fees were actually earned). Despite the fact that Martin claimed to believe
that defendant Stevenson was paying his entity M&M Technologies from an entity other than
IFC, it is undisputed that the funds in fact came from IFC, and that IFC received no value for
those payments. The Martin Defendants thus have “no legitimate claim” to the funds. See SEC

v. Renaissance Capital Management, 2003 WL 23353464, *4 (E.D.N.Y. August 25, 2003)

(relief defendant had “no legitimate claim” to funds paid from accounts containing defrauded
investor funds despite the fact that he believed funds were repayment of $450,000 loan from
defendant: “(the defendant] owed the relief defendants money, but the [defrauded] investors did
not.”).

Given Martin’s admission — corroborated by the other evidence in the record — that the
payments he received were, in fact, determined not with reference to any services he provided
but by the value of deposits into the fraudulent scheme made by IFC investors that were his
friends and family, it is plain that Martin has no legitimate claim to those proceeds. Morcover,

 given that Martin admits that the payments were made either on his behalf, or at his direction, he

' And even if Martin had provided services to the fraudulent entity, at least one court has held that a relief
defendant may not argue that he has a “legitimate claim” to funds that he received hased on services rendered in
furtherance of the ponzi scheme. See SEC v. Infinity Group, 993 F. Supp. 324 (E.D. Pa. 1998) (court stating that,
“ImJoreover to the exient that {the relief defendant] earned any of the funds which were transferred into these trusts,
she did so in the service of the very unlawful offeting and sale of securities which is the subject of these
proceedings. It would be contrary to the securities law to allow [the relief defendant] to launder the proceeds of a
securities fraud by billing bilked investors for services rendered in furtherance of that fraud. Illegal consideration is
invalid consideration and thus cannot shield ill-gotten gains from disgorgement”).



is properly viewed as a relief defendant notwithstanding the fact that the funds were transferred

to the corporate accounts. See SEC v. Dowdell, 2002 WL 236687 (W.D.Va Febmary 15, 2002),

*3 (extending asset freeze to cover corporate accounts controlled by relief defendant).

The Martin Defendants likewise have no legitimate claim to funds they argue constitute
“return of capital,” or “ponzi” payments they received in furtherance of the scheme. Where, as
here, the Commission has shown by undisputed evidence that the payments to investors were not
the proceeﬂs of legiﬁxﬁate investment, but from deposits of other victims of the fraud, the relief
defendants have no, legitimaté claim to those payments. SEC v. George, 426 F.3d 786, 798 (6th
Cir.2005) (summary judgment granted against relief defendants for ponzi payments where relief
defendants “came forward with no evidence to refute the SEC’s evidence that the a:noun;c
received by [relief defendant] as purported profits came from other investors™).

C The Commission Need Not Trace Assets Beyond the Relief Defendants

The fact that $1.7 million in payments were made from IFC to CD2E, M&M Technologies
or Winchell at the direction or on behalf of Martin is undisputed. The fact that the source of these
payments was proceeds from defranded investors is equally undisputed. The Martin Defendants
nevertheless argue that the SEC is limited in its recovery because they have already spent the ill-
gotten proceeds. They argue that the Commission may only recover against a relief defendant
assets that the relief defendant currently possesses and are directly traceable to the proceeds of
the fraud.> Martin Opp. at 14. In support of this proposition, Martin cites to a Supreme Court
case dealing with the equitable doctrine of restitution, which stands for the proposition that the

remedy of restitution is available in equity “where money or property identified in good

2 In furtherance of this argument, Martin contends that his entity CD2E received deposits from “other sources,”
presumably unrelated to IFC. See Fornhan Decl., Exhibit 4, page 1. At least of two of those deposits are from IFC

- investors Jim Ireland and Jane Golden, both deposits in amounts correlating to those investors® investment with TFC,
for which Martin received monthly commissions from JFC. See Sachar Declaration, Exbibits 2, 21, 22.

8



conscience to tﬁe plaintiff could clearly be traced to particular funds or property in the
defendant’s possession.” Great-West Life & Annuity Ins. Co. v. Knudson, 534 U.S. 204, 214
(2002). However, in an SEC enforcement action, the plaintiff does nof seek restitution - it seeks
the equitable remedy of disgorgement, or the divestment of ill-gotten gains from wrongdoers,

7 including the defendants in this case who have transferred ill-gotten gains to the relief

defendants. The pfeccdents relied upon in Great-West Life make clear that restitution and

disgorgement are distinct remedies: where property is subject to some form of equitable trust, a
party seeking equity may “maintain an action for restitution of the property (if not already
disposed of) or disgorgement of proceeds (if already disposed of), and disgorgement of the third

person’s profits derived therefrom.” Id. at 215-216, citing Harris Trust v. Salomon Smith

Barney, 530 1J.8. 238, 250 (2000).

Contrary to the Martin Defendants’ contention that “disgorgement is not an available
remedy” as to relief defendants, Martin Opp. at 15, the Fo@ Circuit has recognized that “ample
authoﬁty supports the proposition that the broad equitable powers of the federal courts can be 7
employed to recover 1ll gotten gains for the benefit of the victims of wrongdoing, whether held
by the original wrongdoer or by one who has received the proceeds after the Wrong.” CFICv.

Kimberlynn Creek Ranch, 276 F.3d 187, 192, fn. 4 (4th Cir.2002) (quotation omitted). Asa

relief defendant has no legitimate claim to assets received from the defendant, he is subject to an
equitable order of disgorgement as to those assets. Id. at 193.
Moreover, the SEC is not limited in its recovery to what a retief defendant presently

possesses or to assets directly traceable to the fraud.” “A court can obtain equitable relief from a

3 The Martin Defendants contend that the Fourth Circuit’s decision in Kimber}ynn Creek Ranch somehow
stands for the proposition that particular assets in the possession of a relief defendant must be traceable to the fraud
based on the court noting that the preliminary injunction in that case did “not distinguish between assets traceable to
the frand and assets legitimately acquired by the Relicf Defendants independently of the fraudulent activity.” 276



non-party agamnst whom no wrongdoing is alleged if it is established that the non-party possesses
illegally obtained profits but has no legitimate claim to them . . .the SEC does not need to show
exactly where the profits went to have relief defendants disgorge the benefits that they derived

from the violations by the culpable defendants.” SEC v. Seibald, 1997 WL 605114 (S.D.N.Y.

September 30, 1997) (emphasis supplied) (Citing SEC v. Egan, 856 F. Supp. 401 (N.D. 1l

1993)); See also SEC v. Shaoulian, 2003 U.S. Dist. LEXIS 16279 (C.D. Cal. 2003)(attached as

Exhibit A); CFIC v. Foreign Fund, 2008 U.S. Dist. LEXIS 10887 (M.D. Tenn. Febrvary 12,
2008) (attached as Exhibit B)(stating that “fm]oreover, it is not necessary for the person holding
the property to have done anything wrong in order for that person to be required to return the
property to its rightful owner. Nor does it matter whether the relief defendant no longer
possesses all or some of the ill-gotten gains when the Commission files its suit.”).

The cases relied upon by the Martin Defendants do not support a different result. The
Martin Defendants point out that in SEC v. Colello, 139 F.3d 674 (9th Cir.l998), the court
affirmed a grant of summary judgment against a relief defendant where he asserted his Fifth
Amendment privilege, which resulted in his refusal “to give information necessary to determine
whether he still possesscd any of the funds or whether he had 2 legitimate claim to them.” Id. at
673. The Martin Defendants take this language to mean that the Commission is required to
establish where the money did, or did not, go after it goes to a relief defendant. But the court’s 7
statement was simply a reference to the particular argument of the relief defendant in that case,
that he had “paid over to others most of the money in [securing letters of credit] and the amount

that he retained was his fee for services.” Id. In that context, demonstrating where the funds

F3dat 190, n.1. This language appears to be a reference to the fact that the pretiminary injunction in that matter
froze all the assets of the relief defendants despite the fact that only $2.41 million of fraudulent proceeds had been
traced to accounts controlled by the relief defendants. In this case, the SEC has not sought disgorgement of any
assets of the Martin Defendants beyond the approximately $1.7 million that was transferred from IFC to the
accounts of the Martin Defendants, a figure not in dispute.

10



went was central to the relief defendant establishing that the money was actually used for the
benefit of the corporate entity that paid out the money. Id. at 675. Such a fact would obviously
be probative of whether that relief deféndant could articulate a “legitimate claim™ to those funds.
In this case, there is no snggestion in the record that the money paid to the.Martin
Defendants was used in any way for the benefit of IFC. The Ninth Circuit in Colello was clear
that “[tjo order disgorgement, . . . [t]he court need find only that [the relief defendant} has no
right to retain the funds illegally taken from the vict:ims.”_ Id. at 679 (emphasis supplied). This
has been established here. For all of the arguments raised in the Martin Defendants’ brief, they
do not cite a single case standing for the propositioﬁ that the SEC must, in addition to tracing
- payments from IFC to a relief defendant as has been done here, also trace how the relief
defendants used the funds. Instead, they cite a long line of cases supporting the contrary position
and argue that they are all wrongly decided. But they have offered no persuasive reasoning to
dismiss the clear indication from the courts that the Commission is not required to make any
showing of how relief defendants have used ill-gotten funds, and that relief defendants should be
required to disgorge funds “converted to [their] own use” or “placed in the hands of third parties

beyond the reach of the investors.” SEC v. Chemical Trust, 2000 WL 33231600 (S.D. Fla.

December 19, 2000), * 12.

That the Martin Defendants received payments alleged by the SEC is undisputed.
Moreover, the SEC has established by evidence that the Martin Defendants have no legitimate
claim to the funds, and this evidence has not been disputed by evidence adequate to create a
material issue of fact. This is all that need be shown in order to require that the Martin
Defendants disgorge the benefits that they derived from the fraudulent ill-gotten -géins of the

defendants 1n this matter.

11



oo CONCLUSION

For the reasons set forth above, Plaintiff respectfully requests that the Court enter an
order against Relief Defendants Martin, Lowrey and CD2E, Inc., Winchell Corporation, M&M
Technologies, and SZE Coast Operating Corporation granting the specific relief songht in the
Plaintiff Securities and Exchange Commission's Motion for Summary Judgment.
Dated: Washington, D.C.

May 30, 2008
. R@cpectﬁn]ly subml

- A.David Wllhams (Pro Hac Vice)

sn;azltﬁef thlgatlon Counsel

Carl A. Tibbetts (Bar # 22783)
Assistant Chief Litigation Counsel
Securities and Exchange Commission
Division of Enforcement

100 F Street, N.E.

Washington, D.C. 20549-4010
Telephone: (202) 551-4548 (Williams)
Telephone: (202) 551-4483 (Tibbetts)
Facsimile: (202) 772-9246
williamsdav@sec.gov (Williams)
TibbettsC@sec.gov (Tibbetts)

Attorneys for Plaintiff
Secarities and Exchange Commission

12



CERTIFICATE OF SERVICE
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Support of Plaintiff’s Motion For Summary Judgment to:

{by Fedex) (by Fedex)
Dan R. Kirshbaum, Esq. Larry P. Ellsworth, Esq.
Axelrod, Smith & Kirshbaum Amy L. Tenney, Esq.
5300 Memorial Drive, Suite 700 Jenner & Bloch, LLP
Houston, Texas 77007 601 Thirteenth Street, N.W.
- Washington, DC 20005-3823
(by e-mail and Fedex) ' (by e-mail and Fedex)
Roy M. Terry, Jr., Bsq. Thomas E. Patton, Esq.
DurretteBradshaw, PLC - Neal Goldfarb, Esq.
600 East Main Street, 20th Floor Tighe Patton Armstron Teasdale, PLLC
Richmond, Virginia 23219 1747 Pennsylvania Avenue, NW, Suite 300
Washington, D.C. 20006 '
(by certified mail)
Daniel Eric Byer

3 - 34250 Hazelwood Avenue
Abbotsford, BC V25 714
CANADA

(by certified mail)

Malcolm C. Stevenson

#346, 9 - 32442 Dahistrom Avenue
Abbotsford, BC V28 6H1
CANADA

Cald (7 T8R4

Carl A. Tibbetts (Bar # 22783)
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UNITED STATES DISTRICT COURT ' ;

CENTRAL DISTRICT OF CALIFORNIA
- RT3 E

) WESTERN DIVISION
SECURITIES AND EXCHANGE COMMISSION, )~ No. 00-4614-CBM (MANx)
, )
Plaintiff, ) FINDINGS OF FACT AND
) CONCLUSIONS OF LAW
vs. )
}
REFAEL SHAOULIAN, )
}
Defendant, )
)
SAMUEL SHAOULIAN and )
RABIN SHAQULIAN )
)
Relief Defendants. )
)
FINDINGS OF FACT
1. Defendant Refael Shaoulian (hereinafter referred to as “Defendant™) is a twenty-

six year-old graduate of UCLA and at all times relevant to this suit, he resided
with his parents.

2. Samuel Shaoulian, age fifty-five, is Defendant’s father. He owns and operates a
retail rug store in West Hollywood.
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Rabin Shaoulian, age thirty-two, is Defendant’s brother. He works for his father
at the family rug store and from at least 1999 through approximately December
2001 resided with his parents and brother.

At the time relevant to this suit, iChargeit, Inc. (“iChargeit”) was a publicly traded
company that was developing “a cybermalt and virtual arcade.”

In early April 1999, Defendant bought approximately 4,050 shares of iChargeit
stock at prices between $4.25 and $4.63 per share in a TD Waterhouse account
held in his name.

Defendant and others, using false screen names, utilized publicly available
computers on the UCL.A campus to'rpost more than 170 positive messages about
iChargeit on the Internet.

These messages contained matenally false and misleading statements.

After the messages were posted, there was an increase in the demand for iChargeit
stock.

In the days immediately after Defendant and others posted their false messages,
the stock of iChargeit traded for as much as $28.00 per share.

After this price increase, Defendant sold 2,000 of his shares for $11.25 per share
and sold the remainder of his shares for between $19.00 and $22.00 per share.
The same day, Defendant sold shoit 2,500 shares he did not own. He and others
then posted negative messages about i1Chargeit. After the messages were posted,
the price of iChargeit stock dropped. Defendant then covered his shott position
by buying shares at brices between $9.00 and $9.75 per share.

After Defendant and others stopped posting messages about tChargeit, the price
and volume of iChargeit stock fell. |

At all times relevant to this suit, Worldtradeshow.com, Inc. (“World Trade
Show™), was a publicly traded company which operated an”online convention

center” and made products for the home entertainment and personal electronics

industries.
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In mid-May 1999, Defendant purchased, in a T Waterhouse account held by
Samuel Shaoulian, approximately 9,800 shares of World Trade Show stock at
prices bétween $3.75 and $13.63 per share.

After Defendant bought these shares, he and others posted more than 180 positive
messages about World Trade Show to Internet message boards.

These messages contained materially false and misleading statements,

After these messages were posted, there was an increase in demand for World
'fradc_Show stock and, thereafter, incgeases in the price and trading volume of the
stock.

A few days after the false messagcs‘ were posted, the stock of World Trade Show
traded for as much as $19.75 per share.

Defendant sold all his shares of World Trade Show after the false messages had
been posted, for prices between $14.00 and $15.63 per share.

After the Defendant and others stopped posting false messages about World Trade
Show, the poce of that issuer’s stock fell.

At all times relevant to this suit, Casino Pirata.com, Ltd. (“Casino Pirata”) was a
publicly traded company which operated an Internet casino.

In late June 1999, Defendant bought approximately 65,000 shares of Casino Pirata
stock at prices of $0.72 and $0.75 per share in a TD Waterhouse account held by
Rabin Shaoulian.

Defendant and others used false screen names and publicly available computers at
the campus of UCLA to post over 140 positive messages about Casino Pirata to
various Internet message boards.

These messages contained materially false and misleading statements.

After the messages were posted, there was an increase in demand for the stock of
Casino Pirata and, thereafter, corresponding increases in the price and trading
volume of the stock. A few days after the messages were posted, the stock of

Casino Pirata closed at $1.25 per share. -
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Defendant then sold 20,000 of his Casino Pirata shAarcs for between $1.19 and
$1.22 per share.

Two days later, Defendant bought back 10,000 shares for $1.13 per share.
Defendant and others then posted more than 150 additional positive messages
about Casino Pirata, all of which contained material false and misleading
statements. |

After these messages had been posted, the price of Casino Pirata rose significantly
again.

After the price increase, Defendant sold his remaining 55,000 shares of Casino
Pirata stock for prices between $1.63 and $1.97 per share.

Defendant also sold an additional 5,000 shares short and profitably covered his
short position later the same day at the price of $1.50 per share.

After Defendant and others stopped posting false messages about Casino Pirata,
the price of Casino Pirata stock feli.

At all times relevant to this suit, E*TwoMedia.com, Inc. (“E*Two Media™) was a
publicly traded company that intended to engage in the business of providing
Internet advertising and direct marketing opportunities.

In late July 1999, the Defendant bought 41,700 shares of E*Two Media stock in
two brokerage accounts held by Samuel Shaculian, at prices between $2.56 and
$2.88 per share.

Defendant and others then posted over 360 positive messages about E*Two
Media on various Internet message boards.

‘These messages contained materially false and misleading statements and were all
posted using false screen names and publicly available computers on the campus
of USC.

After the messages were posted, there was an increase in demand for E¥Two
Medial stock and, thereafter, corresponding increases in the price and trading

volume of the stock.
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A few days after the messages had been posted, the price of E*Two Media closed
at $6.44 per share.

Defendant then sold 29,700 of his E¥Two Media shares at prices between $3.25
and $6.63 per share.

After Defendant and others stopped posﬁng messages about E¥Two Media, the
price of the stock fell.

At all times relevant to this suit, Universal Standard Healthcare, Inc. (“Universal™)

was a publicly traded company which formerly had been engaged in business as a

“provider of managed health care services and at the time of Defendant’s actions

alleged in the Commission’s C0mpiajnt and First Amended Complaint, Universal
had filed for bankruptcy and was in Chapter 7 liquidation.

In late January 2000, Defendant bought 340,000 shares of Universal stock at
prices between $0.03 and $0.05 per share in an account held by Samuel Shaoulian
at Web Street Securities.

Defendant used numerous false screen names and publicly accessible computers
at two locations on the UCLA campus to post hundreds of messages on the
Internet that contained matenally false and misleading statements about
Universal’s prospects.

After the messages were posted, there was an increase in demand for Universal
stock and large increases in the price of the stock. The price of Universal stock
rose as high as $1.25.

Defendant then sold most of his shares of Universal stock for prices between
$0.50 and $1.19 per share.

After Defendant stopped posting messages about Universal, the price of its stock
began to fall and a few days later Defendant sold the remainder of his shares for
prices between $0.38 and $0.44 per share.

Defendant borrowed approximately $21,000 from credit cards to finance the

purchase of stock in iChargeit and repaid this approximately $21,000-dmount with

.5







