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had a dﬁty to monitor its own subsidiary Herzog for suspect trading and Merrill Lynch had a
duty to properly report Herzog’s short sales to regulators.

137.  Merrill Lynch’s compliance department did not comply with. accepted industry
standards that require them to be gatekeepers. to the public markets for the protection of investors
and to protect the integrity of the self-regulated marketplace.

4. J.E. Liss/Prudential Securities.

138. One of Goulding’s brokers was J.E. Liss d/b/a Liss Financial Services, whose

clearing broker was Prudential Securities.®!

Prudential acted as market maker for thes¢ short
sales and none of these short sales through Prudentiﬁl were marked in the ETJ as short sales.®
All tpld, Liss sold some 763,900 shares of Eagletech while only ever purchasing 47,450.8 And
Prudential maintained its failure-to-deliver positions for more than four months (May 18-
September 28, 2001), reaching a high of 57 8,000 shares.®* Indeed, Prudential held these failure-
to-deliver positions, as shown by the fact that Prudential’s DTCC inventory position of Eagletech
185

was zero on July 6, 200

5. Papoutsis, Eisenschenk, Delphi Trading, Flip Firm, First Options of

Chicago and Knight Trading.

139. Finally, there are several instances in which a clearinghouse had such failures-to-
deliver and/or sold more shares of Eagletech than they ever held. For example, First Options of

Chicago had a delivery failure that persisted for 252 consecutive trading days and reached a high

81 Pax to Randall Goulding from Christopher Flannery, 11/11/2001, included in Appendix B at 109-10.
8 Appendix C, CNS Accounting Summaries for Eagletech; Appendix E, Equity Trade Journal for Eagletech..

8 Appendix D, Volume Concentration Reports for Eagletech.

8 Appendix C, CNS Accounting Summaries for Eagletech.

8 The Depository Trust Company Weekly Security Position Listing, included with Appendix B at 111.
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of 69,000 shares.®® = Papoutsis and Eisenschenk,. through First. Options of Chicago,.sold
Eagletech stock short prior to providing Eagletech funding in violation of the Stock Purchase
Agreement. These short sales, which were traded through an account called “Flip Firm,” were
executed with Knight, who then redistributed the short sales of stock into the public marked as if
they were long sales of stock issued by Eagletech.
6. Other Participants

140. While limited NSCC reqords have been made available for inspection and review,
it is clear other clearinghouses had a handful of briefer and smaller delivery failures, but that
were clearly improper: Bear, Stearns Securities Corp. Inc., brpker-dealer for Lloyds Bahamas
and John Serubo (29 trading days at an average of 6,027 shares per day);¥" J. Alexander
Securities Inc., broker-dealer for Lloyds Bahamas (67,000 shares sold while oniy purchasing
7,000 shares);®® Oscar Gruss & Son, Inc., broker-dealer for Randy Goulding (21 trading days at
an average of 10,302 shares .per day);89 and Tucker Anthony Incorporated, broker-dealer for
Lloyds Bahamas (240,900 shares sold while only purchasing 74,600 shares).”

IV. The Money Launderers.

141. Finally, various Defendahts were responsible parents of and/or acted to help

launder the ill-gotten gains from these criminal conspiracies between the U.S. and international

banks.

8 Appendix C, CNS Accounting Summaries for Eagletech.
87 Appendix C, CNS Accounting Summaries for Eagletech.
88 Appendix D, Volume Concentration Reports for Eagletech.
8 Appendix C, CNS Accounting Surimaries for Eagletech.
% Appendix D, Volume Concentration Reports for Eagletech.
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A. Citigroup/Citibank.

142. Citigroup clearly had a relationship with members of the conspiracy and

organized crime. Citigroup at relevant times owned and controlled Lewco, Schroder, and

Citibank — and had at least four compliance departments that failed in or ignored their due
diligence responsibilities. ~Citigroup’s affiliates possessed the trading records of the mob
conspiracy and had the records of the aforementioned 81 offshore shell companies that were
addressed to the same P.O. Box Number, N-4149, in the Bahamas.

143.  Moreover, Citigroup affiliate Citibank was used as a central distributor of the
monies distributéd by the conspiracy. For example, Grady & Hatch usedvits accounts at Citit;ank

91

for illegal wire transfers to and from Lloydé Bahamas.”” Lewco Securities also used Citibank

(that was owned by Citigroup, who owned 80% of Lewco) for its wire transfers of funds to a1.1dA

from Lloyds (Bahamas) Securities. The money flow is consistent between both Lewco and
Grady & Hatch in that money flowed from Citibank to The Bank of Nova Scotia in New York to
Scotia Bank in the Bahamas, or conversely from Scotia Bank to The Bank of Nova Scotia in
New York and then to Citibank for the accounts of Lewco and Grady & Hatch.”? The original
'illegally obtained monies were generated by selling stock into the public market through related
Bahamian accoﬁnts at Lewco/Schroder and Grady & Hatch.”

1.44. Moreover, the compliance departments at Lewco/Schroder should have red
flagged why monies were removed from accounts addressing to Post Office Box Number N-
4149 in the Bahamas and then came back into accounts at Lewco/Schroder that addressed to the

same Post Office Box Number. Multiple millions of dollars were wired from Lloyds Bahamas

1 Appendix B at SEC 08747-49.
2 Appendix B at SEC 08740, 08747-49.
% Appendix A.
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through Scotiabank (Bahamas) to its parent, The Bank.of Nova Scotia in New York, then to .

* Tower

Citibank where Lewco’s account resides for the further benefit of Tower Equities.
Equitiés was one of the enterprises’ 81 shell company accounts at Lewco/Schroder that
addressed to the same Post Ofﬁce-Box Number N-4149 in the Bahamas.gs. And while the Tower
Equities account at Lewco did not sell any Eagletech stock, the proceeds from sales from other
Bahamian shell companies with accounts at Lewco/Schroder were sent back to this account.”®

145.. Citigroup’s compliance department was also in a position to know or should have
known that the monies ﬂowing to the Bahamas from Grady & Hatch were generated by
organized crime through accounts within its own subsidiaries, yet Citibank maintained a
relationship with Grady & Hatch well beyond the announcement of Operation Uptick and
continued to wire money between the Grady & Hatch accounts and the Lloyds Bahamas
accounts.””  The same Post Office Box Number N-4149 in the Bahamas also wired money
through Citibank to Bear Stearns for the benefit of an account of John Serubo.”® Indeed, Bear
Stearns, Lewco Securities, and Grady & Hatch each separately transferred monies between
Lloyds Bahamas accounts at Post Office Box Number N-4149 — all through Citibank.”®

146. Citibank’s compliance operations had additional information regarding suspicious

transactions from the Bahamas. For example, two brokers used U.S. banks to receive over

- % Appendix B at SEC 45336, 45362, 45366.

% Appendix B at SEC 01353, 01357, 01368, 01378, 01383, 01404, 01411, 01417, 01428, 01429, 02065,
02416.

- % Appendix B at SEC 40364-65, 40959, 40970, 41762, 45336, 45362, 45366.
7 Appendix B at SEC 08740.
% Appendix B at SEC 46283-85.
® Id. |
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$500,000 from the. offshore-prepaid debit cards funded by Lloyds Bahamas through 531
’cransactions'.100 Citibank was used for 345 of ’chese‘paymer,lts.101

147.  And multiple transactions occurred on some days. One broker was exceptionally
unusual with his approach to these payoffs and in one day received $47,940 in 47 separate
money transfers for $1,020 each at the Citibank Staten Island office.'® Out of the total 531
transactions, 369 are for $1,020.)% The Staten Island office of Citibank was used 227 times by
these two brokers.!® Given its history of problems in this regard, one would think Citibank

would have paid more attention to its obligation to police such activities.®

10 Appendix B at SEC 11019-20; 11022-26, 11029-33, 11037, 11038, 46425-28, 46432 46434, 46436~
38, 46447, 46449-52, 46459, 46460, 46472, 46473, 46475, 46479.

101 Id.

12 Appendix B at SEC 11019-26, 11029-33, 11037, 11038, 46425-28, 46434, 46436-38. 46447, 46449-
52, 46459, 46460, 46472-73, 46475, 46479.

103 Id
104 Appendix B at SEC 11010.

105 From 1991-2000, in a similar scheme to the one being conducted here by the enterprise, Russian stock
brokers deposited a total of $800 million into 136 Citibank accounts, allegedly for the benefit of Russian
organized crime members. In discussing a Government Accounting Office report on the Russian offshore
shell company accounts at Citibank, “Vulnerabilities to Money Laundering in U.S. Banks,” Senator Levin
stated: “U.S. banks are supposed to have anti-money laundering programs, a key part of which is the
requirement to exercise due diligence in taking on customers and monitoring accounts. Citibank and
Commercial Bank of San Francisco took these corporations as customers without knowing who they are,
what they do, where they operate or who owns them. This is a very serious failing by these two banks
and a violation of their responsibility under the law.” United States General Accounting Office Report to
the Ranking Minority Member, Permanent Subcommittee on Investigations, Committee on Governmental
Affairs, United States Senate, Suspicious Banking Activities: Possible Money Laundering by U.S.
Corporations Formed for Russian Entities, GAO-01-120 (October 2000).

Moreover, in testimony before the Senate Permanent Subcommittee on Investigation, Citigroup Chairman
and Co-Chief Executive Officer, John Reed stated that he believed Citibank had one of the “best anti
money laundering programs in the industry,” that each of Citibank’s locations were “vigilant in detecting
and preventing money-laundering schemes”...“We at Citigroup are deeply committed to the fight against
money laundering in every part of the institution.” Reed acknowledged that each business. unit of
Citibank must have in their anti-money laundering program “Know Your Customer policy procedures™ as
well as “appropriate methods of monitoring and reporting suspicious transactions.” Mr. Reed’s testimony
came during an investigation by the subcommittee regarding Citibank’s laundering of over $90 million
for Raul Salinas, brother of the President of Mexico. Reed admitted that “The Salinas matter is one of the
events that showed us, and all financial institutions, the necessity of stricter know your customer and
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B. Bank of Nova Scotia and its subsidiary, Scotiabank (Bahamas), and Madison

Bank.
148. The Bank of Nova Scotia New York, and its subsidiary group, Scotiabank
(Bahamas) were used to move profits from the enterprises’ illicit stock manipulation scheme and

106 profits were distributed by wire

held accounts for the money obtained by the operation.
transfers in large amounts directly to accounts in the U.S. to members of the enterprise and their
families.'"’ Monieé from illegal stock sales were sent to Lloyds (Bahamas) Securities, and then
Lloyds Bahamas wired the monies back to the United States.!%® Frequenﬂy the monies generated
from the racketeers’ accounts were used to payoff illegal profits; for example a member of the

enterprise and his family received at least $5,171,852 in wire transfers to U.S. banks from Lloyds

Bahamas through Scotiabank (Bahamas).'”

transactions monitoring policies, and of assuring their complete implementation. As I described above,
we have decided to apply our anti-money laundering policies across the entire corporation, a decision that
I think reflects our comrhitment to the fight against money laundering.” Prepared statement of John Reed,
Chairman and CO-CEO of Citigroup. Testimony before Senator Carl Levin and Members of the
Permanent Subcommittee on Investigation (available at http://hsgac.senate.gov/110999_reed.htm).

198 Appendix B at SEC 22076, 41279.

197 Appendix B at SEC 43613-17; see also SEC 20007, 20008, 20034, 20035, 20038, 20039, 44730,
45395, 45604, 45605, 45629-32, 45811, 45812, 45820, 45821, 45825, 45826, 45831, 45833, 45835,
45858-63, 45871-73, 45878-87, 45890, 45891, 45894, 45897, 45903-05, 45928-30, 45942-45, 45947,
45955-57, 45963-65, 45968, 45977-80, 45994-97, 46000-12, 46225-28, 46238, 46239, 46245, 46247,
46248, 46255-58, 46261, 46283-85, 46303, 46307, 46310, 46324, 46329, 46330-35, 46342, 46344,
46349, 46350, 46352, 46353, 46357, 46360, 48229, 48232, 48233, 48235, 48578-81.

108 Id.

19 Appendix B at SEC 20007, 20008, 20034, 20035, 20038, 20039, 44730, 45395, 45604, 45605, 45629-
32, 45811, 45812, 45820, 45821, 45825, 45826, 45831, 45833, 45835, 45858-63, 45871-73, 45878-87,
45890, 45891, 45894, 45897, 45903-05, 45928-30, 45942-45, 45947, 45955-57, 45963-65, 45968, 45977-
80, 45994-97, 46000-12, 46225-28, 46238, 46239, 46245, 46247, 46248, 46255-58, 46261, 46283-85,
46303, 46307, 46310, 46324, 46329, 46330-35, 46342, 46344, 46349, 46350, 46352, 46353, 46357,
46360, 48229, 48232, 48233, 48235, 48578-81.
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149.  Some payoffs were made directly to U.S. bankers including L. Vincent Roth III,
the vice president of the Madison Bank in Blue Bell Pennsylvania. As Howard Flesher, the
Chief Operating and Compliance Officer at Bryn Mawr has stated:

“..... I mean they were all, you know, they were all laughing and giggling

and going out and having a great time and going to dinner all the time. Those

three were like going crazy. You know, it was like, you know, what’s that

movie? The Boiler Room. You know, going out and buying brand new suits,

compensating, he bought a suit for — Tony Vivino bought a suit for a guy at

Madison Bank when they were dealing with Madison Bank.”!

150. Roth set up an offshore shell company called ‘One Inc.” through Lloyds Bahamas
prior to the closing of the Eagletech financing with the enterprise.'’! A consolidated account
statement for One Inc. shows an unusual flow of money to and from this shell company,
including $125,000 wired into the account ostensibly in exchange for 50,000 Eagletech shares
when the market price of Eagletech exceeded $5 per share.!” When One Inc. finished its
manipulative sales of Eagletech shares, records show the company received' in excess of
$280,000 for its sales of the 50,000 Eagletech shares.'

TOLLING OF THE STATUTE OF LIMITATIONS

I Equitable Estoppel.

10 Deposition of Howard Flesher at 166:12-21.
11 Appendix B at SEC 42710, 43401, 44134.

112 Appendix B at SEC 42708-09.

13 Appendix B at SEC 02065-68, 42708-09. The March 10, 2000 Consolidated Account Statement for
One Inc. shows an unusual flow of money to and from this shell company. On July 14, 1999, $125,000
was wired into the account. On August 1, 1999, the account obtained 50,000 Eagletech shares and the
account statement reflects that these shares were purchased at a price of $2.50 for $125,000. On
September 5, 1999, One Inc. sold 4,095 shares at $7.18 netting $29,430, but on September 9, 1999,
$125,000 was wired out of the account, which actually had already been spent to obtain the original
50,000 Eagletech shares. Only $29,430 and the remaining (45,905) shares of Eagletech really resided in
the account. /d. '
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151. The defendants took active steps to deceive Eagletech. and . its shareholders by ..
engaging in the conduct described above. Based on the active concealment of the conspiracy at
issue here, as well as the actions by the Entity Defendants to avoid discovery and compliance
with the federal statutes and regulations described herein, fair dealing and good conscience
require that they be estopped from raising defenses that would thwart the administration of
justice and thereby cause an injustice to plaintiffs here.

II. Equitable Tolling,

152. The possibility of wrongdoing by the Entity Defendants first came to the
Plaintiffs’ attention in May 2003 when Eagletech obtained the SECD database. Moreover, it was
in June 2005 that Professor Boni published her study showing that the actions éf broker-dealers
and their clearing firms evidenced a tacit conspiracy regarding the failure to deliver stocks sold
short, demonstrating a strategy to profit from failing to deliver securities for propér settlement.
The intentional failure to deliver shorted stocks by the broker defendants, and the intentional
failure to require such delivery by the clearing firm defendants allowed these “fail to deliver”
positions to remain “open” for long periods of time. In this way, the Entity and Individual
.Defendants actively helped to manipulate Eagletech by artiﬁcialiy increasing the marketplace
volume and supporting the stock to attract public investors to purchase the manipulated shares
that they did in exchange for the profits and commissions generated thereby.

153. Based on these revelations, an investigation of the thousands of pages in the
SECD database was undertaken, as well as a direct investigation of the various civil and criminal
actions brought against the Non-Party Defendants and others, as those materials relate to both the
Enterprise at issue and Eagletech in particular. The Defendants intentionally concealed their.

activity. Accordingly, Plaintiffs have acted with due diligence in bringing the claims for relief
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contained herein. | As such, all applicable statutes of limitation, if any, should be tolled under the.
doctrine of equitable tolling and should not bar Plaintiffs’ claims for relief ip whole of in part.
SUCCESSOR LIABILITY
154.  As set forth herein, some of the Defendants are liable to Plaintiffs by virtue of the
doctrine of successor liability in that they either (a) expressly or impliedly assumed the
obligationé and liabilities of another defendant entity; (b) the defendants’ combination represents
an actual or de facto merger of the entities; (c) the defendant is a mere continuation of the
business of another defendant entity; and/or (d) the formation of the successor entity following
the merger and/or dissolution of the prior entity(ies) was a fraudulent effort to avoid the
liabilities of one or more of those entities.
ALLEGATIONS RELATED TO THE FEDERAL CLAIMS

I The BMIG/VES Racketeering Enterprise.

A. The Enterprise participants.

155. Bryn Mawr Investment Group, Inc. and Valley Forge Securities, Inc. constituté
corporate entities that were ostensibly formed to act as broker-dealers in the securities industry.
Bryn Mawr Investment Group, Inc. and Valley Forge Securities, Inc. combined constitute an
enterprise (the “BMIG/VES Racketeeriﬁg Enterprise”) that, in transactions with and concerning
Eagletech engaged in or affected interstate commerce within the meaning of 18 U.S.C. §
1961(3). The following constitute the BMIG/VFS Racketeering Enterprise Defendants:

156. Defendants Robert Montani, James Cavaliere, Alexander Ricci, Vincent Langella,
Michael T. Garbo, Tonino Labella, John Black, Vincent Anthony Zeccola, and L. Vincent Roth
III each participated in the illegal activities of the BMIG/VFES Racketeering Enterprise by

engineering trades of Eagletech stock at manipulated prices and/or laundering and transporting
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