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Plamtxffs, PeterC Harvey, Attomey Generalof the State of New Jersey, with offices located |

at124 Halsey Street, Frﬁh Floor, Newark New Jersey, and Franklin L. Widmann, Chxef of the New

Iersey Bu.reau ot' Securmes, wnh ofﬁees 1ocated at 153 Halsey Street. Sxxth F\oor Newark, New
» ] ersey, say 'by way of Complarnt -

1. Somerset Fmancral Partners Inc was formed as a Connecticut corporauon inMarch,

1998. In February, 2002 it became a Delaware corporatxon At all times. herein it mamtamed rts

headquarters at10 anht Street, Suite 220 Westport Connecticut. Italso maintained oEﬁces at 349
Wall Street, Princeton, New Jersey, 08540.




2. Somerset Financial Group, Inc. is a Delaware corporation, formed in Apﬁl 1998.1t

is a wholly owned subsidiary of Somerset Financial Partners, Inc., and \\ras a registered broker-
dealer, maintaining offices at 349 Wall Street, Princeton, New Jersey, 08540 and 10 Wright Street

. Westport Conneettctrt, 06880. During the course 'ofv its active business existence it had additional

 officesin Manahawkin, Toms Riverand Saddle Brook New ]'ersey', Garden City, New York Boca

Raton, Flonda and Piymouth Minnesota. On October 30, 2002 itfiled aBroker-Dealer Withdrawal

with the Bureau On that same date, its registration with the NASD lapsed due to a failure to pay any A
required fees | , R
2 3; Somerset Investment Management LLC ianonnecticut limited liability company, ’
a wholly-owned subsrdrary of Somerset Financial Partners, Inc wrth offices at 349 Wall Street
A Princeton, New Jersey, 08540. » , :
4. Somerset Venture Partners, LLC, is a Delaware lim'ttec’l'l,iability company anc_l a
wholly-owned subsrdrary of Somerset Financial Partners, Inc., with offices at 349 Wnll Street,

Princeton New Jersey, 08540. Somerset Venture Partners, LLC was the manager of Somerset
- Venture Partners LLLC.

5. Somerset Venture Partners, LLLC, aVenture Fund, is a.Delaware limited habthry

company and-a who\ly-owned subsidiary of Somerset Fmancral Partners, Inc wrth offices at 349
Wall Street, Prmceton New' Jersey, 08540.

, 6. .erltam Sch}othresxdes at

He was a shareholder and officer of Somerset Financial Partners, Inc .

1. Nrcholas Thompson resides at

-08844. He was a shareholder and ofﬁcer of Sornerset Fmancml Partners, Inc: He is also the
Manager of Sornerset Venture Partners, LLC, which in tum managed the Venture Fund, Somerset
Venture Partners, I, LLC.

8. Douglas Toth resides at

Hew..c
a shareholder and officer of Some_rset Financial Paitners, Inc A




9. MFC Bancorp Ltd. is a Canadian corporation formed in 1996. Tt operates as a

financial services business, specializing in private and investment banking, asset- management
securities trading, underwriting security issuances, brokerage and insurance services internationally.

The company is listed in the Nasdaq Nauonal Market System under the symbol MXBIF and on the
Frankfurt Stock Exchange under the symbol MFC GR.

10.  When Somerset Fmancral Partners, Inc. was incoq‘)orated-in 1998, Toth owned 4,000

shares Thompson owned 4 000 shares, and Schloth owned 2 000 shares. MFC Bancorp Ltd. held

a regtstered and beneﬁcra\ ownerslup interest of 5,000 shares and had provrded the entity with
approximately $699,500 as loans and advances.

11.. . OnlJune 20,2000, MFC Bancorp Ltd. sold its shares of Somerset Fma.ncml Partners,

Inc. to Toth and to Somerset Fmancral Partners Inc. T‘ne agreement executed on that date provxded
a purchase pncc of $1,100, 000 which mcluded the shares and retmbursement to MFC of the
' $699 500. The purchase’ agreement required payments by Toth and Somerset Panners Inc. overa
three year period, with i mterest on the unpatd pnncxpal of 6%. ln addmon, they pledged as collatera\
the 5 000 shures to be acqutred in thxs transaction, to ‘be held by MFC until at least 50% of the total

of principal and interest had been paid. ‘.I‘ottt ‘and Somerset: f’artners lne currently owe

approximetely $232, 275 of the 'ortginal price of $1, 106 000 _
12, The June 20,2000 purchase agreement reqtured Somerset Fmanctal Partners to “use

all proceeds ratsed by way of any 1ssue of debt, including any such issue evrdenoed by any bond,

debenture debt mstrument or other secunty, or by way of any equtty issue to repay, in whole or in
part, the Balance or outstandmg portion hereof

: 13. Between on or about April 26 2001 and on or about August 8,2001, the defendants

and agents of Somerset Financial Group, Inc. sold to mvestors umts of Somerset Venture Partners,
I, LLC. A unit consisted of Somerset ,Venture Partners, I, LLC’s 12% Note and a Warrant o

purchase a membership interest in the Somerset.Venture Partners, I, LLC Venture Fund. The units
are securities, as defined by N.L.S.A, 49:3-47 ¢t seq.




- for atotal of $1,317,000. Of the18 investors, 13 resided in New Jersey

14, Theunits were marketed to investors as a“Bridge Loan” for thecreationof a Venture
Fund by Somerset Venture Partners, I, LLC. Initially the units were sold for $50,000 each. Of that
amount, $49,950 was allocated by the defendants to the Notc and $50 was allocated by the
dcfcndants to the purchase of the Warrant.

15, That part of each unit allocated to the 12% Notc was to be repaid upon matunty,

which was described in the Note and Warrant Purchasc Agreemem as “.. .the earlier of six months

or the receipt by the Company ofa mmunum 0£$5,000 000 of proceeds from the sale of Membership
lmcrests in its pnvate offering.”

16. Between on or about April 26, 2001 and on or about August 8,2001, the defendants
~and agents of Somerset Financial Group, Inc., sold 27 units of the “Bndgc Loan” to 18 investors,
17. In cffectmg the sale of the "Bridge-Loans" the defendants and agents of Somcrset

Financial Group, Inc. failed to disclose, misstated, falsely represented, or ommed to state material

facts. Among those facts were the followxng

» a. The prior relanonshlp and current debt owed by Toth and Somerset Partners,
Inc. to MFC Bancorp Ltd.; _ 7
b. ‘ The obligation imposed on Toth and Somerset Partners, Inc. to use 'all
V proécéds raised by way of any issue of debt, ctc‘.‘, to rdpay MFC Bancorp Ltd
c.  The dcgnce of risk associated with the investment _
- d. The intended investment aim of the '. defendants which was not, as

reprcscnted to create a Venture Fund but to use the proceeds’ of the Bndge Loans

to mcrease the number of sales offices of Somerset Fmanmal Group.inc and thereby
ﬁmhg:r develop its retail sales_ of securities;

e. The suitability of the investment for these 18 investors
18.

- Between on or about April 26, 2001, and on or about November 1, 2001, the
defendants transferred at least $700,000 of the “Bridge Loan™ proceeds from Somerset Venture

Partners, I, LLC, Venture Fund to Someiset Financial Partners, Inc., and then to Somerset Financial




Group, Inc., where it was used to pay routine business expenses, and for the creation of a branch
- office on Lbng Island, New York.

19.

The defendants failed to create an escrow account for the proceeds of the “Bridge
Lo '

investments, and they commingled funds from various sources, including the “Bridge Loans

As aresult of this conduct the corporate records do not accurately reﬂect how the defendants spent

the balance of approxunately $600,000 they had acqmred from the 18 investors.
20.  Beginning onor about October 26, 2001, the “Bridge Loans” started to become due

However, the defendants did not have funds with which to repay the investor;
AR On or about November 1, 2001, the defendants'senf each 'of the 18 investors a

document entitled “CONSENT TO EXTENSION OF NOTE AND AMENDMENT TONOTE AND
WARRANT PURCHASE AGREEMENT" Thxs document extended the “Bridge Loan” for several

months or until the defendants had sold a minimum of $3,000, 000 of units in its pnvate offering.

22.  The “CONSENT TO EXTENSION OF NOTE . was aecompamed by a cover
letter in which the defendants made false and misleading renresentations designed to induce the 18

investors to agree to the extension. The false and miélead'mg repﬁsentatinns included the following
o “Because of that event [the _Wo'rld Trade Center disaster] and other market

conditions, of which we are sure you are aware, we have not yet met the minin umn
‘funding for the Fund.” :

However, in truth and in fact, as the defendants well knew they had not raised any

~ money for the ﬁmd and had no expec\atxon of doing so.
b. “In N.ovember, we plan on paying out the 12% per annum interest on your
note from its mceptxon through October 31, 2001."

However in truth and in fact, as the defendants well knew none of the defendants

had the funds on hand with which to relmburse the investors, and had no realistic
‘prospect of obtaining such funds.




c. “Through the events noted below we feel confident that we will reach the

minimum funding by the end of December or early January and thereby repay in full

the principal and any remaining accrued interest on your Note.”

How_cvcr, in truth and in fact, as fhc defendants well knew, the defendants did not

intend to repay the Notes. As stated by defendant Thompson, during the course of a
deposition on April 1,2003:
Q.

I don't think 1 understand. The bridge loans were loans,
weren't they?
Al Yes.

Q. And who do you believe was obligated to repay those loans?
A. The venture partnership.

Q. And the venture partnership never raused the fund or created the

‘fund that it was planning on creating.
A.  Right.

Q.  Anddoes that mean that the people who loaned the money were
not entitled to be paid back? -

8 The essence of a bridge loan is to bridge to a financing.
Yes.

A IE thcre s no financing, the bridge doesn't get paid back.

d. “We are in final negotiations with an experienced lead Fund Manager whose

most recent-six year portfolio performancc track record has averaged compou.nded
returmns whxch exceed 30% . |

However, in truth and in fact, as the defendants well knew, no negotiations for a t‘und _
ma.nagcr had taken place, and defendant Thompspn, who had no previous experience

with the operation of a venture fund, 6per£téd as the Fund Manager

FRAUD IN CONNECTION WITH THE OFFER,
SALE OR PURCHASE OF SECURITIES
IN VIOLATION OF N.J.S.A 49:3-52(b)

23.  The allegations of the preceding paragraphs are incorporated in this count as though
fully set forth herein.
24.

In connection with the offer and sale of securities, defendants made materially false

and misleading statements and omitted material facts necessary in order to make the statements




made, in the light of the citcumstances under which they were made, not misleading. Among the

materially false and misleading statements and omissions the defendants made are

a. The prior relationship and current debt owed by Toth and Somerset Partners

Inc. to MFC Bancorp Ltd,;

b. The obligation imposed on Toth and Somerset Partners, Inc. o use all

proceeds raised by way of any issue of debt; etc,, to repay MFC Bancorp Ltd;.
c. The degree of risk associated with the mvestment',

- d The intended investment aims of the defendants, which was not, as

represented, to create-a Venture Fund but w‘as to use the proceeds of the Bridge

Loans to increase the number of sales ofﬂccé of Somerset Financial Group, Inc., and

thereby further develop its retatl sales of securmes

€. . The suitability of the mvestment for these 18 mveslors
25.

Each materially false and mlsleadmg statemem or omission to state a material fact

by defendants constitutes a separate violation of EJ_S_AL 49: 3-52(b) and is cause for the i 1mposmon

of a civil monetary penalty for each such v1olauon pursuant to m 49:3.70.1.

DEMAND FOR RELIEF

WHEREFORE Plaintiffs petmon this Court for an Order

(@) Finding that defendants engaged in'the acts and practices alleged above
} (bj Fmdxng that such acts and practices constitute V\olauons of the Secunues Law;
() Pérmanently enjoining all defendants from violations of the Securitics Law in any
manner, | | |
(d)

Permanently enjoining the issuance, sale, offer for sale, purchase, offer to purchase
promotion, negotiation, advertisement or distribution from or within New Jersey of any securities

by the defendants, including their agents and anyone acting on their behalf;

(e

Enjoining the defendants and any of their employees, a.gems, attorney’s, successors,

subsidiaries or affiliates, and all personS who receive actual or constructive notice of this order, from




destroying or concealing any books, records and documents relating in any way to the business

financial and personal affairs of dcfcn_dant_é., their successors, subsidiaries. or affiliates

B (ﬁ Affording each purchaser of securities the option of receiving ufstitutidn of losses’
incurred plus interest and expenses incident to effecting the purchase and restitution, to the extent
that they have not already received restitution from third party sources;

® Assessing defendants civil monetary penalties for each _violat'\on of the Securities
Law in accordance with N.1.S.A. 49:3-70.1;

(h) Requiring defendants to pay said restmmon and to disgorge all profits and/or funds
gained through violations of the Securities Law; and

(i) Affording plaintiffs and affected third parties any additional relief the Court may deem
just and equitable.

PETER C. HARVEY

ATTORNEY GENERAL OF NEW- JERSEY
On behalf of Franklin L. Wjdmann

Chief\of the New Jersey Bulgau of Securities

' P!
Dated: 7 ‘-} l B3 puty Attomcy Ge ral




R. 4:5-1 CERTIFICATION

[ certify that, to the best of my knowledge, this matter is noi the subject of any other

contemplated civil action or arbitration proceeding and that there is no other party who should be
- joined in this action at the present time.

I certify that the foregoing statements made by me-are true. | am aware that if any of those
statements are willfully false, I am subject to punishment

PETER C. HARVEY

ATTORNEY GENERAL OF NEW JERSEY
On behalf of Franklin L. Wi

Chief qf the New Jersey B ea of Securities

"~ . By: '

puet: 7{3[ 03

: D. Rudolph
Deputy Attomey Gene




