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RICHARD W. BARRY, as Chapter  11
Trustee for  L IBERTY STATE
FINANCIAL HOLDINGS CORP.,  a  New
Je rsey  co rpo ra t . i on ,  f / k / a  L i be r t v
Be f l  Ban  Co rpo ra t i on  and  L i be r t y
Be - [ ]  F i nanc ia l  Ho ld i ngs
Corporat  _ i  on;  and
RICHARD W. BARRY, as Chapter  11
T rus tee  To r  L ]BERTY STATE
BENEFITS OF PtrNNSYLVANIA,  TNC.,
a Pennsylvania corporat ion / .

De fendan ts .

Pau la  T .  Dow.  A t t o rney  Gene ra ]  o f  New  Je rsey ,  on  beha r f  o f

P la i n t i f f ,  Abbe  R .  T i qe r ,  Ch ie f  o f  t he  New Je rsey  Bu reau  o f

Secu r i t i es  ( "P fa i n t i f  f , ,  o r  . .Bu reau  Ch ie f , , ) ,  hav - i ng  o f f i ces  a t  153

Ha l sey  S t ree t ,  C l t y  o f  Newark ,  Coun ty  o f  Essex ,  by  way

Amended Ver i f ied CompJ_aint  against  the above_named

s a y s :

PREIIMINARY STAIEMENT

As set  for th  below,  f rom in  or  about  December 20og to in  or

abou t  Ma rch  2010  ( "Re levan t  pe r i od " ) ,  de fendan t  L l be r t y  s t a te

F i n a n c i a r  H o l d  i n g s  c o r p .  ( " L S F H C - )  t h r o u q h  i t s  s u b s i d i a r y ,

de fendan t  L i be r t y  S ta te  Bene f i t s  o f  pennsy l van ra ,  I nc .

( *LSBPA" ) ,  ac t i ng  i - n  conce r t  w i t h  de fendan ts  M ichae_L  w i l l i am

K w a s n i k ,  E s q .  ( " M - K w a s n r k , , ) ,  J o s e p h  A n t h o n y  S c h i f a n o

( "Sch i - f ano " )  and  Dan ie f  F ranc i s  McCor r y  ( . .McCor r y , , ) ,  r a i sed

a p p r o x r m a t e l y  $ B ,  4  9 1 ,  5 2 5 .  1 5  t h r o u g h  t h e  o p e r a t i o n  o f  a

f r audu len t  scheme .  The  scheme  i nvo f ved  de fendan ts  M-Kwasn l k ,

sch i f ano  and  Mcco r r y  se l l i nq  un reg i s te red  t h ree  (3 )  yea r  no res

of  a  F i - rs t

de fendan ts ,
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2 .

purpor t ing to  pay 722 annual ly  ( "LSBPA Note")  to  investors

t h r o u g h  t h e  u s e  o f  m i s r e p r e s e n t a t t o n s ,  f a l s e  s t a t e m e n t s  a n d

omiss lons,  a l l  whi le  the ind i -v idual  defendants were t .hemselves

un reg i - s t e red  t o  se f f  secu r l t i e s .  Once  t hese  i nves to r  f unds

were  ra i sed ,  a t  t he  d i - r ec t i on  o f  de fendan t  W i l l i am  Kwasn i k

( "W-Kwasn l k " ) ,  t he  f unds  we re  m isused ,  j - n  pa r t ,  t o  pay  o the r

i nves to r s  as  pa r t  o f  a  Ponz i  scheme .  I n  add i t i on ,  W-Kwasn i k

d i ve r t ed  o r  caused  t o  be  d i ve r t ed ,  j - n  excess  o f  95  m i l f i on  t o

h imse l f ,  members  o f  h i s  f am i l y  i nc l ud ing  de fendan t  M-Kwasn i k ,

and  t o  de fendan t  M-Kwasn i k ' s  l aw  f i rm ,  Kwasn i k ,  Rod io ,

Kanow i - t z  &  Buck ley  P .C .  ( *KRKB" )  .  De fendan t  W i l _ l i am  p .  Leona rd

( "Leona rd " )  ass i s t ed  i n  se lL i nq  t he  LSBPA No tes  when  he

recommended the LSBPA Note investment  to  c l ients  of  Capi ta l

Conse rva t i on  Assoc ia tes ,  f nc .  ( "Cap l t a l _  Conse rva t i on , , )  .  The

I- ' ,SBPA Notes were so ld to  vu lnerabfe members of  the publ ic

i nc l ud ing  many  e l de r l y  r e t i r ees  and  t r us t s  f o r  wh i ch  de fendan t

M-Kwasn i k  a l - so  se rved  as  t he  t r us tee .

Ce r ta i n  de fendan ts  f a f se l y  r ep resen ted  t o  i nves to r s  t ha t  t he

pu rpose  i n  se l l i ng  t he  LSBPA No tes  was  t o  r a i se  cap l t a l _  t o

pu rchase  l i f e  i nsu rance  po l i c i - es  and  bene f i c i a l  i n t e res t s  i n

f  r r evocab l -e  L i f e  I nsu rance  T rus t s  ( " I L IT - )  i n  t he  I i f e

s e L L l e m e n t  m a r k e t .  f n s t e a d ,  i n v e s t o r  f u n d s  w e r e  p a r L l y  u s e d  i n

a  Ponz i  scheme  to  pay  ex i s t i ng  i nves to r s  and  f o r  o the r

r m p r o p e r  p u r p o s e s ,  i - n c l u d i n g  L h e  I r a u d u l  e n t  a n d  u n j u s t
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3 .

enr lchment  of  the ind iv i -dual  defendants and members of  the i r

f am i l i es  -

These c i rcumstances comper the Bureau chief  to  f i . re  th is

amended  p lead ing  seek i - ng  t o  en jo i n  de fendan ts '  conduc t ,  t he

impos i t i on  o f  c i v i l  mone ta ry  pena l t i es  and

res t i t u t i on  and  d r sgo rqemen t .

to  obta in

i'I'RISDTCTTON AND VENUE

The  New Je rsey  Bu reau  o f  secu r i t i e s  ( "Bu reau , , )  i s  t he  s ta te

regulatory agency charged wi th  the admin is t rat ron and

e n f o r c e m e n t  o f  t h e  U n i f o r m  S e c u r i t i e s  L a w  ( 1 9 9 7 ) .  N . J . S . A .

4 9 : 3 - 4 7  e t  s e q .  ( ' . s e c u r i t i e s  L a w , , ) .

P la i n t i f f  b r l ngs  t h i s  ac t i on  pu rsuan t  t o  t he  secu r i t i e s  Law

f o r  v i o l a t i o n s  o f :  ( a )  N . J . S . A .  4 9 : 3 - 5 2 ( a )  ( e m p l o y l n g  a n y

d e v i - c e ,  s c h e m e  o r  a r t i f i c e  t o  d e f r a u d )  ,  ( b )  N . J . S . A .  4 9 : 3 _

52  (b )  (mak ing  ma te r i a l l y  f a l se  and  m is l ead ing  s ta temen ts  o r

omrt t i -ng facts  necessary to  make the s tatements made not

m i s l e a d l n g )  ;  ( c )  N . J . S . A .  4 9 : 3 - 5 2 ( c )  ( e n g a g i n g  i n  a n y  a c t  o r

praetr -ce,  or  course of  bus i -ness which would operate as a f raud

o r  dece i t  upon  any  pe rson  i n  connec t i on  w i t h  t he  o f f e r ,  sa l e

o r  p u r c h a s e  o f  s e c u r i t i e s ) , .  ( d )  N . J . S . A .  4 9 : 3 _ 5 6 ( a )  ( a c t l n g  a s

a n  u n r e g i s t e r e d  a g e n t ) ;  ( e )  N . J . S . A .  4 9 : 3 _ 5 6 ( a )  ( a c r l n g  a s  a n

un reg i s te red  i nves tmen t  adv i se r  r ep resen ta t . i ve  )  ;  ( f )  N . J .S .A .

4 9 : 3 - 5 6 ( h )  ( e m p l o y j - n g  u n r e g i s t e r e d  a q e n t s ) , .  a n d  ( S )  N . J . S - A _

4  9  :  3 - 6 0  ( s e l l i n q  u n r e g i s t e r e d  s e c u r r t l e s  )  .

_ A _



6 . P la i n t i f f  a l so  b r i ngs  t h i s  ac t i on  f o r  t he

got ten gains f rom the defendants,  dr r

de fendan ts '  conduc t ,  and  paymen t  o f  r es t i t u t l on .  p l - a i n t i f f

p rev i ous l y  sough t  and  was  g ran ted  t he  appo in tmen t  o f  a  f i s ca l

agent  over  defendants LSFHC and LSBpA.

7 -  Jur isd ic t lon is  proper  over  defendants for  v io_Lat ions of  the

secur i t ies Law that  are the subject  o f  th is  F i rs t  Amended

Ver i f i ed  Comp la in t  because  each  v i o l a t i on  e i t he r

f r om th i s  S ta te  o r  h ras  d i r ec ted  t o  t h i s  S ta te .

p u r s u a n t  t o  N . J . s . A .  4 g : 3 - 5 1 ,  a l l  s a l e s  a n d  o f f e r s  t o  s e l l

secur i t ies or ig inated f rom New Jersey,  whether  or  not  e l ther

pa r t y  was  p resen t  i n  t h i s  S ta te .

venue  i s  p rope r  pu rsuan t  t o  R -  4 :3 -2  (a )  because  i t  l _ i es  whe re

the  cause  o f  ac t i on  a rose .

PARTIES

P la in t i - f f  i s  t he  p r l nc i pa l  execu t i ve  o f  t he  Bu reau .

De fendan t  M-Kwasn i k  i s  a  r es i den t  o f  ph i l ade lph ia ,

Pennsy l van ia  bu t  r es i ded  i n  Ma r l t on ,  New Je rsey  un t i l  Ap r i l

2010 .  He  j - s  a  New Je rsey  and  pennsy l van ia  . l - i censed  a t t o rney

and  t he  f o rmer  manag ing  pa r t ne r  o f  KRKB.  De fendan t  M-Kwasn i k

se rved  as  co rpo ra te  counse l  t o  de fendan ts  LSFHc  and  LSBpA

u n t i l  M a r c h  1 6 ,  2 O I I  b u t ,  u p o n  i n f o r m a t i o n  a n d  b e l i e f ,

de fendan t  M-Kwasn i k ,  s  r o l e  ex tended  beyond  p rov id i ng  l ega1

adv i ce  t o  de fendan ts  LSFHC and  LSBpA .  De fendan t  M*Kwasn i k  i s

d i sgo rgemen t  o f  i I I -

i n j unc t i on  aga ins t

o r i g i na ted

T h a  r a  f n  r a

9 .

1 0



afso a former Chai - rman of  the Board of  Di_rectors of  defendant

LSFHC under  i ts  former name,  L iber ty  Bel l  F inancia l -  Hold ing

C o r p o r a t i o n  ( " L B F H C " ) ,  a n d  u p o n  j n f o r m a L i o n  a n d  b e l i e f ,  i s  c h e

founder  of  defendant  LSFHC.

11 .  De fendan t  W-Kwasn i k  i s  a  r es i - den t  o f  Ma r l _ ton ,  New Je rsev .

Du r i ng  t he  Re levan t  Pe r i od ,  he  was  t he  Ch ie f  Execu t i ve  O f f i ce r

of  defendant  LSFHC and Pres ident  o f  defendant  LSBPA. He is

a l - so  de fendan t  M-Kwasn i k ' s  f a the r .

12 .  De fendan t  Sch i f ano  i s  an  i nd i v i dua l  who  res i des  i n  B r i ck ,  New

Je rsey .  Sch i f ano ' s  l - as t  r eg i s t r a t i on  w i t h  t he  Bu reau  was  f r om

Sep tember  24 ,  1999  t o  December  31 ,  2005  when  he  was  reg i s te red

as  an  agen t  o f  b roke r -dea le r  I nves tmen t  Cen te r ,  I nc .

( " I n v e s t m e n t  C e n t e r "  )  .

Defendant  Mccorry  is  an ind iv idual  who res ides in  Ventnor ,  New

J e r s e y .  D e f e n d a n t  M c C o r r y ' s  l a s t  r e g i s t r a t i o n  w i t h  t h e  B u r e a u

was  f r om Sep tember  14 ,  1999  t o  f eb rua ry  2 ,  2005  when  he  was

r e g i s t e r e d  a s  a n  a g e n L  o f  T n v e s t m e n t  C e n t e r .

De fendan t  Leona rd  i s ,  upon  i n fo rma t i on  and  be l i e f ,  a  r es i den t

n f  C h p r r r z  H i  l l  \ T c w  , T e r s e r r .  H e  i s  r  \ \ n r r + h 6 p  "  - ^ ^ 7 6 1  ^ r r z  : n 4,  r r u v v  .  l r s  r ; ,  c r  y c r !  L r r l : ! ,  - g \ - _  _

t  r e a s u r e r  o f  u n r e g i s t e r e d  i n v e s L m e n t  a d v  i  s e r  C a p i r a l

C O n S t - r V a  t  i  o n  -  w h o  , , n ^ 5  i  h € ^ v m - i - . i  ^ n  a n . l  l ^ r o  I  . i  a f  i  <  r a c n n n c . i  h l  a,  v r t t v ,  u p \ J ' t  r l l r L , - L r L r q L r \ r r r  /  r r  r  s  r  ^ \ r  \ J  r  r  r  _ !  r /  r  E

f o r  d i r e c t i n g  C a p i t a l  C o n s e r v a L i o n ' s  d a i  I y  o p e r a t i o n s .

De fendan t  Leona rd  i s  a f so  a  f o rmer  Cha i rman  o f  de fendan t

LSFHC 's  Boa rd  o f  D i r ec to r s  unde l i  t s  n r i  o r  n^ rq€ r  LBFHC.

I 4
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1 5

Defendant  Leonard was J_ast  reg is tered wi th  the Bureau as an

agen t  o f  Renne l sen ,  Renne j_sen  and  Red f i e l d ,  Tnc .  f r om Augus t

2 4 ,  1 9 8 3  t o  D e c e m b e r  3 1 ,  1 9 8 4 .

De fendan t  R i cha rd  V0 .  Ba r r y  ( "Ba r r y " )  i s  t he  cou r t - appo in ted

f isca l -  agent  in  th is  mat ter  over  defendants LSFHC and LSBpA

pu rsuan t  t o  a  Mareh  16 ,  2011  Orde r  o f  t h i s  Cou r t .  He  i s  a l so

the  cou r t - appo j  n ted  Chap te r  11  Bank rup t cy  T rus tee  ove r

de fendan ts  LSFHC and  LSBPA,  as  we l l  as  ano the r  subs id i a r y

en t i t y ,  L i be r t y  S ta te  Bene f i t s  o f  De faware ,  I nc .  ( . . LSBDE, , ) .  On

Ju l y  29 ,  20L1 - ,  t hese  t h ree  (3 )  en t i t i e s  f i l ed  Chap te r  11

bank rup t cy  pe t i t i ons  i n  t he  un i t ed  s ta tes  Bank rup t cv  cou r t  f o r

t he  D i s t r i c t  o f  De lawa re .  On  Sep tember  1  ,  ZO I I ,  t he  Hono rab fe

K e v i n  G r o s s ,  U - S . B . J . ,  e n t e r e d  a n  o r d e r  a p p r o v i n g  B a r r y ' s

appo inbmen t  as  Chap te r  11  T rusLee ,  pu rsuan t  t o  t he  app l i ca t i on

o f  t he  Un i t ed  S ta tes  T rus tee .  Ba r r y  i s  added  i n  t - h i s  ac t i on  i n

h i s  capac i t y  as  Chap te r  11  T rus tee  on l y  and  no  subs tan t i ve

r e l  i  e f  i s  s o r r r r h l  , a . r . a ; n q r -  h i m  i n d i rr . , * r  r i d u a l l y  _

D e t e n d a n L  L S F H C  i s  a  N e w  . T e r s e v  r : o- - r p o r a t i o n  l - o c a t e d  i n  C h e  r  r y

H l f l - ,  N e w  J e r s e y  a n d  i s  a  h o l d i n g  c o m p a n y  o f  v a r i o u s  p u r p o r t e d

s u b s i d i a r y  e n t i t i e s / d i v i s i o n s  i n c l u d i n g  d e f e n d a n t  L S B p A .

D e f e n d a n t  L S F H C  w a s /  d u r i n g  t h e  R e l e v a n t  p e r i o d ,  a l s o

m a n a g e r  o f  d e f e n d a n L  L S B P A  a n d  c o n t r o l l _ e d  i  L s  f i n a n c e s ,

' i  n c l  u d i  n o  i n v e s r  o r  f  u n d s .

D e f e n d a n t  L S B P A  j s  a  P e n n s y l v a n i a  c o r p o r a t i o n  l o c a t e d  t n

I 6

I 1
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1 B

Phi laderphia,  Pennsyl -vania and is  a  whoJ- ly-owned subsid iary  of

defendant  LSFHC- Dur ing the Relevant  per iod,  i t  repor ted to

de fendan t  LSFHC 's  Boa rd  o f  D i r ec to r s ,  and  upon  i n fo rma t i on  and

be l - i e f ,  d i d  no t  have  i t s  own  Boa rd  o f  D j_ rec to r s .  I t  was

purpor tedly  formed " for  the purpose of  acqui r j_ng l i fe

i nsu rance  po l i c i es  on  h i gh  ne t  wo r th  sen io r s .  "  De fendan t  LSBpA

c l a i m S  t h a t  i t S  t ' n r i  m e r r z  h r r < i n g s 5  i s  t O  p U r C h a s e  I i f e

i n su rance  po r i c i es  o r  t r us t  bene f i c i a l -  i n t e res t s  t he re in  i n

t he  seconda ry  marke t  f o r  l _ i f e  i nsu rance  po l i c i es ,  t he  so -

ca . l - l ed  ' f  i f e  se t t l _emen t ,  ma rke t . , ,  I n  o the r  wo rds ,  de fendan t

LSBPA woul -d buy th i rd  par ty  f i fe l nsu rance  po ] i c i es  o r

bene f i c i a r  i n t e res t s  i n  l i f e  i nsu rance  po l i c i es  owned  by  r l r r s

(meaning.  i t  became the benef ic iary)  ,  for  a  lump sum less than

the  dea th  bene f i t  o f  t he  po t i c y  bu t  mo re  t han  t he  po l i c v ,  s

cash surrender  va lue.  Defendant  LSBPA would then be

respons ib l e  f o r  pay ing  t he  p rem iums  on  t he  po l i c y  un t i l  t he

insu red  pe rson  d l ed  o r  t he  po l i c y  o r  bene f i c i a l  i n t e res t  was

so ld .  when  t he  i nsu red  pe rson .  d i ed  o r  t he  bene f i c l a f  i n t e res t

. o r  po l i c y  was  so1d ,  de fendan !  LSBPA wou ld  reee i ve  a l f  o r  pa r t

o f  t he  dea th  bene f i - t  o f  t he  po l i c y  o r  make  a  p ro f i t  f r om i t s

- -  t  ̂

A 11 fe  se t t l emen t  i s  a f so  known  as  a  v l a t i ca l  i nvescmenr .

P u r s u a n t  t o  N . J . S . A .  4 9 : 3 - 4 9 ( w )  o f  t h e  S e c u r i t i e s  L a w ,  a

v i a t i ca l  i nves tmen t  "means  t he  con t rac tua f  r i gh t  t o  r ece i ve

- B -



FACTUAL BACKGROT'ND

A. The Securitv Offered for SaIe

19 .  DeFendan t  LSFHC th rough  de fendan t  LSBPA,  so l - d  t he  LSBPA No tes

through the use of  a  Conf ident ia l  Pr i -vate Placement  Memorandum

( *PPM" )  seek ing  t o  r a i - se  be tween  $2  m i l l i on  t o  $50  m i l l i on .  A

PPM is  a d isc l -osure document  prov ided to  investors.  The LSBPA

anv  n r l r t  i nn  n f  t he  dea th  bene f i t  o r

i nsu rance  po l i c y  o r  ce r t i f i ca te ,  f o r

f ess  t han  t he  expec ted  dea th  bene f l t

n o  l  i  r - r r  n r  r - F r t i  f  i . g 6 f g . "

n r ^ r n a r < h  i  n  n f  :  l . i t ^
\ r y v r r \ - ! r r r r l . ' /  c l  l I I g

considerat ion that  i -s

o f  t he  l i f e  i nsu rance

inves to r sNo tes  pu rpo r t ed  t o  pay  re tu rns  o f  12% pe r  yea r  wh i ch

could opt  to  receive as monthfy  in terest  payments.

2 0 . Defendant  LSFHC through de fendant  LSBPA a lso  represented

the PPM that  the LSBPA Notes were to  be "pr imar i ly  secured

100% o f  t he  bene f i c i a l  i n t e res t  o f  a l l  [ ] L ITs l  pu rchased

Ide fendan t  LSBPA]  and  seconda r i l y  secu red  by  ce r t a i n  asse t s

I d e f e n d a n t  L S F H C ] , "  t h e  " c e r t a i n  a s s e t s "  b e i n g  " t h e  e a r n e d

i n s u r a n c e  p r e m - i u m s  I g e n e r a t e d  b y ]  L i  b e r t y  S t a t e  T n s u r a n c e

S e r v i c e s  ( * L S I S " ) ,  a  d i v i s i o n  o f  I d e f e n d a n t  L S F H C I  . "

T h e  L S B P A  N o t e s  w e r e  s e c u r i t i e s  r e q u i r e d  t o  b e  r e q i s t e r e d  w i t h

t h e  B u r e a u .  T h e  L S B P A  N o t e s  o f  f  e r e d  f  o r  s a - I e  r ^ / e r e  n o t

r c n i  q t e r c d  r ^ r i  t h  t h o  R r r r a : r r  n n l -  "  f  a r ] o r :  l  I  r r  r - n r r , - r a d  "  - a n d  n n l -
t  r r v L  u v w v ! ! u ,

o the rw l se  exemp t  f r om reg i s t r a t i on .  The re  was  a l so  no  no t i ce

f i l i n g  s u b m i t t e d  c o  t h e  B u r e a u  a s  r e q u i r e d  b y  t h e  S e c u r i t i e s

.1n

by

by

o f

- 9 -



L a w  f o r  " f e d e r a l l y  c o v e r e d "  s e c u r i t i e s .

Nei t .her  defendant  LSFHC nor  defendant  LSBPA was reqis tered

w i t h  t he  Bu reau  i n  any  capac i t y .

B- Solicitation and Sal-e of the LSBPA Notes

23 .  Du r i ng  t he  Re levan t  Pe r i od ,  de fendanLs  M-Kwasn i k ,  Sch i f ano  and

McCorry,  ind iv idual ly  or  in  concer t  wj - th  each other ,  act ing on

behal f  o f  defendant  LSFHC through defendant  LSBPA, of fered and

so ld  t he  LSBPA No tes  t o  i nves to r s ,  i nc l ud ing  e l de r l y  r e t i r ees

and var ious t rusts  for  which M-Kwasnik  served or  serves as

t r u s t e e .

Defendant  Leonard was afso engaged by defendant  M-Kwasnik  to

recommend/refer  the LSBPA Note investment  to  Capi ta l

Conse rva t i on '  s  c l i en t s  .

The  LSBPA No tes  we re  soLd  t o  app rox ima te l y  seven ty - t h ree  (73 )

investors located in  New Jersey,  F lor ida,  Pennsylvania,

De laware ,  Ca l i f o rn i a  and  New Yo rk .

Defendants M-Kwasnik ,  McCorry ,  Schi fano and Leonard were not

reg i s te red  w i t h  t he  Bu reau  i n  any  capac i t y  a t  t he  t ime  o f  t he

sa le  o f  t he  LSBPA No tes ,  no r  we re  t hey  exemp t  f r om

r e g i s t r a t i o n .

D e I e n d a n t s  S c h i f a n o  a n d  M c C o r r y ' s  u n r e g i s t e r e d  s t a t u s  w h i ] e

o f f e r i ng  and  seJ - I i ng  t he  un reg i s te red  LSBPA No tes  was  a

v  i o  La  L i on  o f  t he  F j - na l  Judgmen t  en le red  on  Sep temb . - r  20 ,  2005

b y  t h e  H o n o r a b f e  K e n n e L h  S .  L c v y ,  P . J .  C h .  i n  H a r v e y  v .

2 4

2 5

2 6

) 1

- 1 0 -



McCor r y ,  e t  a l .  ,  Supe r i o r  Cou r t  o f  New  Je rsey ,  Essex  Coun ty ,

Chance ry  D i v i s i on ,  Docke t  No .  ESX-c -420 -02  ( . .F i na l  Judgmer i t , , ) ,

an act ion brought  by the Bureau aqainst  defendants schi fano

and Mccorry  and pr  j -me Money Management ,  Inc ,  ,  an ent i t .y

defendants schi fano and Mccorry  owned and operated,  ar leg ing

v io. l -a t ions of  the secur l t les Law.  The Finaf  Judqment

"permanentry  enjo lned Idefendants schi fano and Mccorry ]  f rom

v io l a t i ng  t he  secu r i t i e s  Law"  and  f u r t he r  o rde red  t ha t  t hey

"comply wi th  I the secur- i t ies Law]  ,  and shal - r -  not  engage in  any

act  or  pract lce i -n  v io la t ion of  the secur_ i t ies Law or  in

f u r t he rance  o f  any  v i o l a t i on  t he reo f . , ,  pu rsuan t  t o  t he  F ina l

Judgment ,  sch i fano and Mccorry  were a]so ordered to  pay

res t i t u t i on  t o  i nves to r s  and  c i v i l  mone ta ry  pena t t i es  t o  t he

Bureau.  These amounts were subsequent ly  reduced by la t .er

o rde rs  i n  December  2oo ' l  and  Janua ry  2009 .  To  da te ,  sch i f ano

and McCorry have yet  to  fu l ly  pay the amounts owed.

28 -  No tw i t hs tand ing  t he  F " i na f  Judgmen t ,  de fendan ts  McCor r v  and

sch i f ano  o f f e red  and  so rd  t he  LSBpA  No tes  t o  t he i r  c l i en t s  f o r

whom they  p rov ide  o r  had  p rov ided  f i nanc i - a r -  se r v l ces ,  and

lnd i v i dua l s  w i t h  whom they  became  acqua ln ted  t h rouqh  t he i r

r ad io  p rog ram/  Money  Ta l ks .

29 .  upon  i n fo rma t i on  and  be1 - i e f ,  de fendan t  LSBpA  spec i f i ca l l y

emp loyed  de fendan t  sch i f ano  t o  marke t  t he  ppM and  t he  LSBPA

No tes  t o  h i s  c ] - i en t s .  Mo reove r ,  de fendan t  M-Kwasn i k  so l i c i t ed

- 1 1 -



defendant  T,eonard to  recommend the LSBPA Note i_nvestment  to

L e O n a r d ' g  g l i a n l - <  i n  a w n h . a n n a  f 6 y  c o m m i s s i o n s  e q u a l i n g  1 0 t  O f

t he  amoun t  each  c l i en t  i nves ted  i n  t he  LSBPA No tes .

30 .  De fendan t  Sch i f ano  t a rge ted  h i s  annu i t y  and  f i nanc ia l -  adv i so ry

c l i en t s  when  o f f e r i ng  and  se l l i ng  t he  LSBPA No tes .

31.  Defendant  M-Kwasnik  accompanied defendants Mccorry  and

Sch i f ano  t o  mee t i ngs  w l t h  p rospec t i ve  i nves to r s  r ega rd ing  t he

investment  in  the LSBPA Notes where defendant  M-Kwasnik

pa r t i c i pa ted  w i t h  t hese  de fendan ts  i n  t he  o f f e r  and  sa le  o f

t he  LSBPA No tes .

Upon  i n fo rma t i on  and  be l - i e I ,  f o r  ce rLa in  o the r  i nves to r s ,

de fendan t  M-Kwasn i k  was  t he  so le  pe rson  who  so l - i c i t ed  t he i r

investment  in  the LSBPA Notes.

Defendant  M-Kwasnik  of fered and sofd the LSBPA Notes to ,  among

o the r  peop le ,  c f i en t s  who  sough t  h i s  l ega I  se rv i ces ,

pa r t i cu l a r l y  r ega rd i - ng  es ta te  p l ann ing .

Upon  i n fo rma t i on  and  be l i e f ,  de fendan t  M-Kwasn i k  adv i sed

ce r ta i n  i nd i v l dua l s  t o  c rea te  va r i ous  t ypes  o f  t r us t s  and

appo in t  h im  as  t r us tee .  De fendan t  M-Kwasn l k  l a t e r  used  h i s

t r u s t e e  p o w e r s  t o  i n v e s L  L h e  L r u s r  c o r p u s  i n  l h e  L S B P A  N o L e s .

3 5 .  D e f e n d a n t  L e o n a r d  r e f e r r e d  s e v e n t e e n  ( 1 7 )  i n d i v i d u a l - s ,  a l _ l -  o f

w h o m  w e r e  C a p i t a l  C o n s e r v a t i o n ' s  c l i e n L s ,  t o  d e f e n d a n t  M -

Kwasn i k  f o r  i nves tmen t  pu r l f oses .

3 5 .  O f  t h e  a b o v e - f i s t e d  c l i e n t s  r e f e r r e d  b y  d e f e n d a n t  L e o n a r d  t o

3 2

3 3

. 1 A
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3 1

3 B

de fendan t  M-Kwasn i k ,  t en  (10 )  we re  New Je rsey  res l den t s .  Seven

( ' 7 )  o f  t hese  i nd i v i dua l s  a re  known  to .have  i _nves ted  i n  t he

LSBPA No tes .

Defendant  Leonard c ]a i -ms to have recommended the purchase of

t he  LSBPA No tes  t o  Cap i t a l  Conse rva t i on ' s  c f i en t s  as  he  f e l _ t

i t  was  a  good  i nves tmen t  g i ven  t ha t  t he i r  J_ i v i ng  expenses  we re

inc reas ing  and  soc ia l  secu r i t y  paymenLs  rema ined  t he  same .

Defendant  M-Kwasnik  met  wi th  the capi ta l -  conservat ion c l ients

de fendan t  Leona rd  re fe r r cd  rn  h im ,  and  o f f e red  and  so ld  t hem

the LSBPA Notes,  somet imes wi_th defendant  Leonard beinq

3 9 -  r n  o f f e r i n g  a n d  s e r l i - n g  t h e  L S B p A  N o t e s ,  d e f e n d a n L s  M - K w a s n i k

and schi fano gave i -nvestors var ious ar t ic fes reqard lnq the

l e g i  t i m a t e  l i f e  s e L t  L e m e n t  i n d u s t r y ,  i n c - L u d i n g  a n  a r t i c l e

en t i t l ed  "The  Law  S tands  Beh ind  L i f e  Se t t l emen ts , , ,  wh i ch ,  upon

informat ion and bel ie f ,  was a measure desiqned to convince

inves to r s  t ha t  t he  LSBPA No tes  we re  sa fe .

40 .  De fendan ts  M-Kwasn i k  and  sch i f ano  sough t  t o  assu re  i nves to r s

a s  t o  E h e  s a f e t y  o f  t h e i r  i n v e s t m e n u s  b y  m i s r e p r e s e n t i n g ,

a m o n q  o t h e r  t h i n g s ,  r h a  L  :

a .  t he  LSBPA No tes  we re  "a  qood  and  sound  i nves tmen t ; , ,

b .  t he  LSBPA No tes  we re  "a  good  i nves tmen t  f o r  sen io r

c i t i  z e n s ;  "

i - nves to r s  wou ld  no t  l ose  money , -  and

-  1 3 -



d.  month ly  payments were guaranteed.

4 I .  P rospec t i ve  i nves to r s  we re  requ i red  t o  comp le te  a  Subsc r  j _p t i on

Ag reemen t  and  an  I nves to r  Su i t ab i l i t y  eues t i onna i re

( "Ques t i onna j , r e " )  pu rpo r t ed l y  t o  assess  whe the r  t hose

anvestors met  the def in i t ion of  an "accredi - ted investor , ,  unde.r

t he  "app l i cab le  f ede ra l -  and  s ta te  secu r i t i e s  l aws

42.  Defendant  M-Kwasnik  ass is ted investors wi - th  the subscr i -p t i -on

Ag reemen ts  and  Ques t i onna i res ,  i nc l ud ing  comp_LeL ing  t he  f o rms

for  them.

43 .  De fendan t  M-Kwasn i k  was  t he  s i gna to r y  on  t he  Subsc r i p t i on

Ag reemen ts  and  Ques t i onna i res  f o r  t he  t r us t s  f o r  wh i ch  he

se rved  as  t r us tee  t ha t  i nves ted  i n  t he  LSBPA No tes ,  and ,  upon

informat ion and bel - ie f ,  was the person who completed these

fo rms  as  we11 .

44 .  Defendant  M-Kwasnik  \^ ras responsib le for  rev iewing

documen ts  subm i t t ed  by  i nves to r s  t o  de te rm ine  . ' [whe the r ]

t he

they

. i <w e r e  q u a l i f i e d  b y  L h e  r e q u j r e m e n t s  o f  t h e  p p M [ , ] , ,  t h a t

whe the r  t hey  we re  acc red i t ed  i nves to r s .

45  -  Ce r ta i n  i nves to r s  su r rende red  annu i t l es  and  fRAs ,  o r

l i q u i d a t e d  o t h e r  - L n v e s r m e n L s ,  t o  p u r c h a s e  t h e  L S B p A  N o t e s ,

upon  i n fo rma t i on  on  be l i e f ,  on  t he  adv i ce  o f  de fendan ts  M-

Kwasn i k ,  Sch i f ano  and  McCor r y .

4 6 .  C e r t a i n  o f  t h e s e  i n v e s t o r s  s u f f e r e d  p e n a l  I  i e s  f o r  s u r r e n d e r i n g

t h e i r  a n n u i t r e s .

- 1  A  _



4 1 Upon  i n fo rma t i on  and  be l i e f ,  ce r t a i n  i nves to r s  who  we re

cha rged  pena l t i es  f o r  su r rende r i ng  t he i - r  annu iL i es  we re  g i ven

addi t ional -  funds by defendant  LSBPA to compensate for  the i r

losses,  and whj -ch amount  was purpor ted ly  added to the i r

p r i nc i pa l  amoun ts ,

48.  Defendant  M-Kwasnik  ensured that  investor  funds were received

and deposi ted in to defendant  T-SFHC's bank accounts by dr iv ing

or  hav ing a member of  h is  law f i rm dr ive investors to  the bank

to  depos i t  t he i r  f unds .  De fendan t  Sch i f ano  a l so  accompan ied

defendant  M-Kwasnik  in  dr iv ing at  least  one investor  to  the

bank  t o  depos i - t  t he  i nves to r ' s  check .

Once  t he  f unds  we re  i nves ted ,  i nves to r s  we re  sen t  ] e t t e r s

bear ing the l -e t terhead of  defendant  LSFHC and s igned by

defendant  W-Kwasnik ,  conf i rming that  they were "now the holder

o f  a  secu red  No te  w i t h  I de fendan t  LSBPA]  .  "

was  no t  a  sa fe  - i nves tmen t  as

S c h  i  f a n o  a n d  M c C o r r y  r e p r e s e n t e d

4 9 .

50 .  De fendan ts  Sch i f ano ,  Mcco r r y  and  Leona rd  rece i ved  comm_ iss ion

paymen ts  f o r  t he i r  e f f o r t s  i n  r ecommend ing  and /o r  se t l i ng  t he

LSBPA No tes  t o  i nves to r s .

51 -  De fendan t  M-Kwasn j - k  a l so  rece i ved  f unds  wh i ch ,  upon

L n I o r m a t i o n  a n d  b e l i e f ,  w e r e  f o r  h i s  e f f o r t s  i n  o f f e r i n g  a n d

s e l  I  i  n o  t h p  L S B P A  N o t e s .

Material Misrepresentations and Omissions to Investors and
Other Fraudulent Conduet

The LSBPA Note investment

de fendan ts  LSBPA,  M-Kwasn  L  k ,

c .

t a

-  
I . J _



ro  - rnvestors _

53.  Defendant  LSFHC through defendant  LSBPA, made fa lse s tatements

and misrepresentat ions and omi t ted facts

LSBPA No tes ,  i nc l ud ing  bu t  no t  l im i t ed  t o :

b .

ml-srepresent inq in  the ppM Lhat  the LSBPA Notes woufd be
"secure"  in  that  the LSBpA Notes would be . .pr i_mar i_ ly

secu red  by  100% o f  t he  bene f i c i a f  i n t e res t  o f  a l I  I I L ITs ]

purchased by Idefendant  LSBPA] and secondar i ly  secured bV

ce r ta i n  asse t s  o f  I de fendan t  LS t rHC] ; , ,

send ing  an  Ap r i l  3 ,  2OOg  fe t t e r  t o  i nves to r s ,  t ha t

fa lse ly  represented that  defendant  LSBPA owned a]1 t i t r_e

and  i n te res t s  i n  t h ree  (3 )  11 fe  se t t l emen t  po l i c i es :

i -  Joe  M in i s t r eL l_ i  f r om John  Hancock ,  $11 .5  m i l f r on ;

i i .  Robe r t  Mo t t e r  f r om ING,  $4  m i l l - i on ;  and

i i i .  Rosa l i e  GugJ_ iem i  f r om p ruden t i a l  L i f e ,  g10  m i l l - i on ;

misrepresent ing in  the ppM that  a  min imum amount  of

9 5 0 , 0 0 0  w a s  r e q u i r e d  t o  i n v e s t  i n  a  L S B p A  N o t e ;

m is rep resen t i ng  i n  t he  ppM,  t ha t  t he  LSBPA No tes  we re  t o

be  o f f e red  "exc lus i ve l y  t o  acc red i t ed  i nves to r s ; , ,

m i s rep resen t i ng  i n  t he  ppM tha t  de fendan t  . ' I LSFHC had ]

re ta i ned  Goc ia l - ,  Ge rns te i n /  LLC  t ( -GG- )  l ,  an  i ndependen t

ce r t i f i ed  pub l i c  accoun t i ng  f i rm ,  r o

aud i t  f o r  I de fendan t  LSBpA ]

se rv i ces l  had  been  pe r f o rmed  as  o f

i n  t h e  s a l - e  o f  L f r e

per form an in terna_I

.  I and  t ha t  such

t h c  r i : r o  a f  t t -  h ^r -  L r r g

d .

- r 6 -



PPMI  ;  "  and

r-  mlsrepresent i -ng in  the ppM that  defendant  LSBPA intended

to have an " rnvestment / rnvestor  Account ' ,  in to  which LSBPA

investor  funds wou. l_d be deposi ted.

f nr - A t r u th  and  i n  f ac t :

defendant  LSBpA d i -d not  own a l l  t i t le

t h ree  (3 )  l i f e  seL t l emen t  po r i c l es  as  c l - a imed .  r ns tead

the  bene f i c i a r  i n t e res t s  had  been  ass igned  du r i nq  t he

sa fe  o f  t he  LSBpA  No tes .  Mo re  spec i f i ca l l y ,  i n  o r  abou t

November  2008 ,  de fendan t  LSBPA bo r rowed  $2 ,306 ,120  f r om

Westdale Construct ion,  L td.  ( . .Westda. l_e, , ) ,  a  Canad. ian

co rpo ra t i on  wh i - ch  i s ,  upon  i n fo rma t i on  and  be l i e f ,  a

hedge fund,  purpor ted ly  to  acqui re the benef ic ia l -

i n t e res t s  i n  t he  f o rego ing  t h ree  (3 )  r e fe renced  po l i ces

and  i n  t u rn  had  ass igned  i t s  bene f i c i a l  i n t e res t s  i n

t hose  po l i c i es  t o  wes tda fe  as  co l - l - a te ra l  f o r  t he  t e rm  o f

and  i n te res t  i n  t he

on the

< r  r a d  l - r r z

t he  l oan .  De fendan t  LSBPA subsequen t l y  de fau l t ed

repayment  terms of  the _ loan f rom Westda. fe  and was

lVestda_le, .

b . o n  F e b r u a r y  L 6 ,  2 0 1 0 ,  w h i l e  t h e  b e n e f i c l a f  i n t e r e s r s  r n

the  po l i - c i - es  we re  s t i l r  ass i gned  t o  wes tda le ,  de fendan t

L S B P A  a s s i g n e d  " a l I  o f  I r t s ]  r l g h t ,  t r t l e  a n d  i n t e r e s t

i n "  t h e  b e n e f i c i a l  i n t e r e s t  o f  t h e  J o e  M i n i s t r e f f r  r ] , r r

t o  t he  Fa j_o f  a  Ch i_ l d ren ,  s  I r r evocab le  Fam i l y  T rus t  i n

- r 1 -



d.  some investors who bouqht  the LSBPA Notes d i_d not  meet

t he  de f i n i t i on  o f  an  acc red i t ed  i nves to r  as  de f i ned  i n

N .  J .  S .A ._  49 : . 3 -4  9  ( p )  o r  Regu la t i on  D  p romu lga ted  unde r  t he

Secu r i t i es  Ac t  o f  1933 , '

GG was not  re ta ined by defendant .  LSFHC

interna]  audi t  for  defendant  LSBPA; and

instead of  investor  funds being deposi ted

f r r  r r a r f  n r m  i r r

f .

e x c h a n g e  f  o r  9 1 ,  3 5 0 ,  0 0 0 , '

t he  LSBPA No tes  we re  so ld  t o  ce r t a i n

i n v e s t e d  l e s s  t h a n  $ 5 0 , 0 0 0 ;

purpor ted "  Investment  /  lnvestor  Account ,

t h e  t h r e e  ( 3 )  r e f e r e n c e d  I L I T s ;

de fendan t  LSBPA had  ass igned  i t s

t h e  t h r e e  ( 3 )  I L I T s  t o  W e s t d a l e

te rm  o f  t he  l oan  f r om Wes tda - I e , '

i nd iv idua ls  who

or  held in  the

"  an account

bene f i c i a l  i n t e res t s  l n

as  co l l a t e ra l  f o r  t he

assumed to be under  the contro l  o f  defendant  LSBPA,

i nves to r  f unds  we re  depos i t ed  o r  he ld  i n  bank  accoun ts

he fd  i n  t he  name  o f  de fendan t  LSFHC o r  i t s  subs id i a r y ,

LSBDE.

55 .  Upon  i n fo rma t i on  and  be l i e f ,  de fendan t  LSFHC th rouqh  de fendan t

L S B P A ,  f a i - l e d  t o  d i s c f o s e  t o  l n v e s t o r s  w h e n  o f f e r i n g  a n d

s e l L l n q  i n v e s t m e n t s  i n  t h e  L S B P A  N o t e s  t h a t :

d e f e n d a n t  L S B P A  h a d  b o r r o w e d  $ 2 , 3 0 6 , 7 2 0  f r o m  W e s t d a l e

n r r r - ' \ ^ r + ^ . , l  l  r r  n n  . . : o  i r e  t h e  h e n c F i C i a l  i n t e r e S t S  h e l  c l  h r zu r  r r v r e  ! l

l-r
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defendant  LSBPA had defaul ted on the loan f rom Westda]e;

and

d .  
_  

LSBPA had  ass igned  "a f l -  o f  I i t s ]  r i gh t ,  t i t . f e  and

in te res t  i n "  t he  bene f i c i a f  i n t e res t  o f  t he  Joe

M i n i s t r e f f i  I L I T  i n  e x c h a n g e  f o r  $ 1 , 3 5 0 , 0 0 0 .

56 .  De fendan ts  M-Kwasn i k ,  Sch i f ano  and , / o r  Mcco r r y  made  f a f se  o r

mis leading representat . ions to  _ investors,  inc lud inq but  not

l im i t ed  t o ,  t ha t :

the i r  investment  funds would

se t t l - emenLs  and  usec l  t o  n r r r r - heqe

p o l i c i e s ;

b.  the i r  i -nvestments wou, ld  be safe,  guaranteed,  and would

be  i nves ted  i n  l i f e

I L ITs  and  f i f e  i nsu rance

d .

c a r r y  l i t t l e  o r  a c c e p t a b l e  r _ L s k ;

McCor r y ' s  mo the r  had  i nves ted  i n  t he  LSBPA No tes ;

TNG, a company in  which an investor  had invested,  was

abou t  t o  t ' t ank , ' "  and

t h a t  t h e f e  W a S  \ \ S n m a f  h i  n r r  r r n i  n . r  n n  w i t h  A l l i a n z r  z  a n q t h e f

company in  which an investor  had invested at  the t ime

t ha t  he  was  so l i c  i  t  a . l  h \7  r  ho  r l o f  on6 lan ts  .

5 1 Fur the r ,  upon  i n fo rmaL ion  and  be l_ i e f ,  de fendan t  M-Kwasn i k ,  i n

s o l i c i t i n g  i n v e s t o r s ,  f a i l e d  t o  d i s c f o s e  t o  i n v e s t o r s  t h a t  h e

was  t he  t r us t . ee  f o r  t he  Robe r t  Mo t t e r  and  t he  Rosa l i e  Guq l l em i

l L l r s  f o r  a  pe r l od  o f  t ime  when  i nves to r s  we re  be ing  so . l - i c i t ed

to  i nves t  i n  t he  LSBPA No tes  f o r  wh i ch  t hose  I L ITs  we re  amons

- 1 9 -



59 .  upon  i n fo rma t i on  and  be l i e f ,  de fendan t  M-K l ^ /asn i k  p l aced  f a f se

i -nformat ion on cer ta in  subscr ip t ion Agreements and

Ques t i - onna i res  wh i ch  he  e i t he r  comp le ted  o r  ass i t ed  i nves to r s

i -n  complet inq.

5 8 .

t he  unde r l _y i ng  asse t s .

I n  o f f e r i ng  and  se l l _ i ng  t he  LSBPA No te

de fendan ts  M-Kwasn i k ,  Sch i f ano  and  McCor r y

to  h im  tha t  h i s  dea th  bene f i t  wou ]d  be  l os t

h ls  annui ty  to  purchase the LSBPA Note.

60 .  De fendan t  M-Kwasn l k  p l aced  check  marks  on

Ques t i onna l res  f a l se l y  r ep resen t i ng  t ha t

wo r th  exceeded  $1  m i l l i on .

De fendan t  W-Kwasn i k  a f so  sen t  a  l e t t e r  on  o r

2010  t o  i nves to r s  f a l se l y  c l a im ing  t ha t  much

l -awsu i t  aga ins t  h im ,  de fendan ts  M-Kwasn i k ,

t o  i n v e s t o r  F ,  D . ,

f a i l ed  t o  d i sc l ose

l t  o o n  s l r r p n r i c r i  n r r

i n ves to r s '  comp le ted

the  i nves to r s '  neE

abou t  June  30 ,

o f  an  i nves to r

Sch i f ano  and

O L rn  or  around February 2070,  defendant  LSBPA ass iqned the LSBpA

No tes  owned  by  ce r t a i n  t r us t s  t o  LSBDE fo r  $1 .00

("Assignments")  ,  The Assignments were s igned by defendant  w-

Kwasni -k  as Pres ident  o f  defendant  LSBpA and LSBDE and bv

de fendan t  M-Kwasn l k  as  t r us tee  o f  each  t r us t  wh i ch  owned  t he

N o t e s .

62 -  upon  i n fo rma t i on  and  be l i e f ,  t he  pe rsons  who  c rea ted  t hese

t rus t s  and  t he  bene f  i - c i - a r i es  o f  t hese  t r us t s  we re  unaware  o r

d i d  no t  au tho r i - ze  t hese  Ass ignmen ts  t o  LSBDE.

5 3
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M r : C o  r  r r r  -  a n d  n 1 - h e r S  e n t i t l e d" e e v L  L  
I  a

Supe r i o r  Cou r t  o f  New  Je rsey ,

D o c k e t  N o .  O C N - L - 0 0 0 9 9 4 - 1 0 ,  w a s

Misuse of investor funds

f )omor r  t l  K r . ra  <n  i  l e  aJ -  r ' l

T .a r^ r  f ) i  r r i  c  i  nn  l . ) , . -o .an  ( -n r rn t  r r

d l s m i  s  s e d  -

D .

5 4

6 5

6 6

Tn  add i t i on  t o  m is rep resen t i ng  t he  na tu re  and  sa fe t y  o f  t hese

inves tmen ts ,  de fendan ts  a l so  m is rep resen ted  t he  uses  t o  wh i ch

investor  funds wouLd be put .  Defendant  LSFHC through defendant

LSBPA fa lse ly  represented in  the PPM that  funds ra ised f rom

the  sa le  o f  t he  LSBPA No tes  wou ld  be  used  f o r :

' i  -  p u r c h a s i n g  1 1 f e  i n s u r a n c e  p o l i c i e s ;

i i .  a  r ese rve  f o r  p rem ium paymen ts ;

i i i .  f ees  f o r  managemen t  se rv i ces ;  and

i v .  a t t o rney  f ees  f o r  t he  p repa ra t i on  o f  t he  PPM.

As demonstrated more fu f fv  befow,  investor  funds were used in

con t raven t i on  o f  t he  pu rposes  d i sc l - osed  t o  i nves to r s .

LSBPA i nves to r  f unds  we re  no t  depos i t ed  i n to  t he  pu rpo r t ed

"  f nves to r  /  f nves tmen t  Accoun t "  and ,  upon  i n fo rma t i on  and

h a r i a F  r . r a r a  A a n n < . i r a r t  i  n r  n  3  b a n k  a c c o u n t  h e l d  s o l e l v

i n  t he  name  o f  o r  unde r  t he  so le  con t ro l  o f  de fendan t  LSBPA,

no r  d i d  such  an  accoun t  ex i s t .

A  s i gn i f i can t  po r t i on  o f  i nves to r  f unds  was  depos i t ed  i n to  TD

Bank  accoun t  #xxx6913  he ld  i n  t he  name  o f  de fendan t  LSFHC,  bu t

t h e  t r a n s a c t i o n s  w e r e  a c t u a l l y  r e c o r d e d  o n  d e f e n d a n t  L S B P A ' s

b o o k s .

6 1
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5 B F o r  t h e  p e r i o d  f r o m  J a n u a r y  1 ,  2 o o 8  t h r o u g h  D e c e m b e r  3 1 ,  2 0 1 0

( "Repo r t  Pe r i od ' , )  ,  app rox_ ima te l_y  $13 ,551  , 326 .46  rece i ved  f r om

anves to r s  was  p l aced  i n to  de fendan t  LSFHC and  LSBDE,  s  bank

accoun ts '  l n c l ud ing  TD  Bank  accoun t  #xxx6913 ,  and  comming led

w i t h  o the r  f unds  i n  t hose  accoun ts .

6 9 .

1 0 .

O f  t h e  a p p r o x i m a t e l y  $ 1 3 , 5 5 1 , 3 2 6 . 4 6  r e c e j - v e d  f r o m

app rox ima te l y  $8 ,49 I  , 525 .  15  was  rece i ved  f r om the

LSBPA Notes-  This  amount  was a lso commingled

remainder  of  funds f rom other  investors.

i nves to r s ,

sa le  o f  t he

w i t h  t he

The commingled investor  funds were,  among other  th ings,

improper ly  t ransferred,  in  whole or  in  par t ,  to  the fo_Lfowinq

indiv idual -s  or  ent i t i -es i_n the below- l -  j_sted approx lmate net

aggregate amounts:

a -  $ 6 , 5 5 3 , 3 5 4 . 2 0  t o  p a y  o t h e r  i n v e s t o r s ' n r i  n r - i  n r I  r n d

in terest  payments, -

$4 ,528 ,661  -03  t o  de fendan t  M-Kwasn i - k '  s  _Law  f  i rm

$ 3 9 1 , 0 5 4 . 5 5  t o  d e f e n d a n t  M - K w a s n i k , .

9 2 8 , 0 0 0  t o  C a r o l  K w a s n i k , -

9 3 2 , 0 0 0  t o  C a t h e r i n e  K w a s n . i k ;

$ 1 6 , 4 0 0  t o  I r e n e  S e r g i i e n k o  K w a s n i k  ( . .  I - K w a s n i k , , ) ;

$ 7 , 0 0 0  t o  S t e v e n  K w a s n i k ;

9 1 6 0 ,  7 6 9 . 9 6  t o  d e f e n d a n t  W - K w a s n i k ;

$ 7 8 , 8 8 1 . 9 6  t o  d e f e n d a n t  L e o n a r d ;

$ 1 , 5 0 6 , 8 9 4 . 1 5  t o  a n  e n t i t y  k n o w n  a s  O x b r i d g e  f n v e s t o r s

b .

d .

f .

9 -

h .

I ,

i

- 2 2 -



k .

Fund  LLC  ( "Oxb r i dge , , ) ;  and

$ 2 4 6 , ' 7 9 2  - 9 2  L o  d e f e n d a n t  S c h i f a n o .

funds were a lso

9 2 6 9 , 6 8 6 . 3 2  a n d

Alexandra Gros s

i n v e s t o r  W . W . ,  s  $ 1 0 1 ,  9 4 4 . 2 0

o r  i n  p a r t ,  f o r  a  $ 1 0 0 , 0 0 0

i n v e s t o r s  J . W . 2  a n d  V . W . ,

t  r : n s f  p r r o d  i  n  i  l -  q  a n f  . i  r a r  r rL . . ,  g l ' r L I ! C : L Y

used to make paSrments

$ 2 I 4  , 0 3 0 .  4  9  t o  t w o

1 I

f n  sum,  more  t han  $5  m i , l f i on  o f  t he  app rox ima te l y  $13_5

mi l - l ion ra ised by the L i -ber ty  ent i t ies went  to  the Kwasniks or

t o  M-Kwasn i k ' s  1aw  f i rm  KRKB.  Th i s  was  ove r  35  pe rcen t  o f  t he

amounts ra ised f rom these largely  e lder ly  investors who had

been promi-sed a safe and secure investment .  o ther  sums were

used  t o  pay  ea r l i e r  i nves to r s  i n  t h i s  ponz : -  scheme  wh i ch

de f  endan ts  o r ches t ra ted .

The commingled investor

equal ing approx imate ly

employees of KRKB named

Mar t i nez  ( "Ma r t i nez , ,  )  .

Spec i f i c  d i ve rs i ons  and

were  as  f o l l ows :

( " G r o s s " )  a n d  J u d i t h

m isuse  o f  ce r t a l n  i nves to r s ,  f unds
1 . )

h

accoun t  #xxx8513 , -

r n v e s t o r  J . W . ' s  $ 8 5 , 0 0 0  I n v e s f m e n t

e n t i r e t y  t o  d e f e n d a n t  L S F F f C , s  T D

inves tmen t  was  used ,  i n  who le

payment  to  KRKB;

s  $84 ,  517  -  11  i nves tmen t  was

to  de fendan t  LSFHC,  s  TD  Bank

was  t r ans fe r red  l n  i t s

Bank  accoun t  #xxxB513 , -

\ ^ r : q  t  r r n c f o r r a A
! ! s r r v ! v r ! L v ,

0 0 0  t o  O x b r i d q e ;

j - n v e s t o r  W . G . ' s  $ 1 1 9 , 3 9 5 .  d 1  i n v e s t m e n t

i n  w h o ] e  o r  i n  p a r t ,  a s  f o l l o w s :  ( i )  $ 3 0 ,

d .
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( i i )  $ 2 , 0 0 0  t o  d e f e n d a n t

de fendan t  Leona rd ;  ( i v )  $10 ,

l - r a n n i  c  E - a r r r z .  / r " )  $ 1 3 , 0 0 0L  v !  !  
) ,  ,  \  v

S c h i f a n o , -  ( i f  i )  9 2 , 0 0 0

000  t o  an  i nd i v i dua l  known

t o  K R K B ;  ( v l )  $ 7 , 8 9 5  t o

t o

A S

t oen t i t y  known  as  Apogee  f nsu rance  Group ;  ( v i i )  $60 ,000

an  en t i t y  known  as  Kamena r  SNT , '  and  ( v i i i )  $50  t o

ind iv i -dua1 known as Apr i l  Winokur ;

l n v e s t o r  D . D . ' s  $ 4 2 , 5 0 0  i n v e s t m e n t  w a s  t r a n s f e r r e d  i n  i t s

en t i r e t y  t o  de fendan t  LSFHC 's  TD  Bank  accoun t  #xxx8513 ;

i n v e s t o r  D . B . ' s  $ 6 0 , 0 0 0  i n v e s t m e n t  w a s  t r a n s f e r r e d ,  l n

w h o l e  o r  i n  p a r t ,  a s  f o l l o w s :  ( i )  $ 5 0 , 0 0 0  t o  d e f e n d a n t

L S F H C ' s  T D  B a n k  a c c o u n t  # x x x 8 5 1 3 ;  ( i i )  $ 2 , 0 0 0  t o  F r a n c i s

Hudson ,  an  assoc ia te  o f  de fendan t  McCor r y ;  and  ( i i l )

$ 8 , 0 0 0  t o  K R K B ;  a n d

s . i n v e s t o r s  W , K .  a n d  G . K . ' s $5 t , 201  .  42  i - nvescmen t was

0 0 0

.  8 6

W-

t o

de fendan t  M-Kwasn i k ;  ( v i )  $1 ,

a n d  ( v i i )  $ 7 , 0 0 0  t o  K R K B .

000  t o  de fendan t  Sch i f ano ;

c t l r

f .

L . r a n s f  e r r e d ,  i n  w h o - L e  o r  i n  p a r L ,  a s  f o l l o w s :  ( i )  $ 5 ,

t o  an  en t i t y  known  as  Cammarano  &  Hagan ;  ( i i )  $14 ,921

t o  d e f e n d a n t  L e o n a r d , '  ( i i i )  $ 1 9 , 0 0 0  t o  d e f e n d a n t

K w a s n l k , '  ( i v )  $ 2 ,  0 0 0  t o  I - K w a s n i k ;  ( v )  $ 4 ,  0 0 0

1 3 Dur ing  t he  Repo r t  Pe r i od ,  de fendan t

. r l l h n r i z o r l  q i r r n : f  n r r r  o i f  h p r  s n l o l r z  . r r

p e r s o n s /  o n  f o u r  ( 4 )  o f  d e f e n d a n t  L S F H C '

one  (1 )  bank  accoun t  be l - ong tng  t o  LSBDE.

W-Kwasn i k  was  an

; ^ ; - + 1 . ,  . , i  f  l - .  ^ ] - L
J U r l r - - L y  w - L L n  o L I ) e r

s  bank  accoun ts  and
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'1 A Defendan t  w -Kwasn i k  a f so  was  t he  s i gna to r y  on  many  o f  t he

checks paid f rom bank accounts held in  the name of  defendant

LSFHC and LSBDE.

COUNT T

IN  V IOLAT ION OF  N .J .S .A .  49 :3 -52 (a )
(As to  defendants LSFHC, LSBPA, M-Kwasnik  and W-Kwasnik)

15 '  P fa i n t i f f  r epea ts  t he  a l r ega t i ons  i n  t he  p reced ing  pa rag raphs

as  i f  mo re  f u l l y  se t  f o r t h  he re in .

16 -  De fendan ts  LSFHC,  LSBPA,  M-Kwasn l k  and  w -Kwasn i k ,  i nd i v i dua l l y

and /o r  t h rough  t he i r  d i r ec to r s ,  o f f i ce r s ,  emp loyees ,  agen ts

a n r l  : l - t ^ r Y r a \c.  u  u,_. , r_r rw js ,  successors,  subsid iar ies,  act ing in  concer t

wi th  each other ,  employed a scheme to def raud investors by

engaging in  the conduct  descr ibed in  th is  F i rs t  Amended

1 1

V e r i  f i  e c l  C o m n l . a  i n t ,

Defendants '  scheme inc luded,  but  was not

unau t . ho r i zed  use  and  t r ans fe r  o f  i nves to r

the represent  at  j_  ons made to j -nvestors,  us ing

a Ponzi  scheme whereby new investor  funds

l i m i t a d  l n  i h a

f r r n r ' l c q  , . - a \ n l -  r . a  Y \ ,  l .\ , \ J r t L - r c r ! y  u r . J

i n vesLo  r  f unds  i r r

we re  used  t o  pay

1 B

e x i s t i n g  i n v e s L o r s ,  a n d  m a k i n q  m r  s r e p r e s e n L a L  r  o n s ,  f a f s e

s t a t e m e n t s  a n d  o m i s s i o n s  i n  o f f e r i n q  a n d  s e f l i n g  r n v e s t m e n t s

i n  t h e  L S B P A  N o t e s .

E a c h  v i o l a t i o n  o f  N - J . s . A .  4 9 : 3 - 5 2  ( a )  b y  d e f e n d a n t s  L S F H C ,

L S B P A ,  M - K w a s n i k  a n d  [ V - K w a s n i k  u p o n  e a c h  i n v e s t o r  i s  a

s e p a r a t e  v i o l a t i o n  a n d  i s  c a u s e  f o r  t h e  i m p o s i t i o n  o f  a  c i v i l

- 2 5 -



m o n e t a r y  p e n a l t y  f o r  e a c h  s e p a r a t e  v i o l a L  i o n  p u r s u a n t  t o

N . J . S . A .  4 9 : 3 - 7 0 . 1 .

COTJNT IT

I'IAKING IIIATERTAI.IY FAI,SE AND MISLEADING STATEMENTS
AI{D/OR OMITTTNG }N,TERTAI, FACTS

IN VTOI.ATTON OF N, ,J .S.A.  49:3-52 (b)
(As  t o  de fendan ts  LSFHC,  LSBPA,  M-Kwasn i k ,  Sch i f ano  and  McCor r v )

19 -  P fa i n t i f f  r epea ts  t he  a l l ega l l ons  i n  t he  p reced ing  pa rag raphs

as  i f  mo re  f u l l y  se t  f o r t h  he re in .

80-  Defendant  LSFHC through defendants LSBPA, M-Kwasnik ,  schi fano

a n d  M c c o r r y ,  i n d i v i d u a l l y  a n d / o r  t h r o u g h  t h e  i r  o f f i c e r s ,

d l r ec to r s ,  emp loyees ,  agen ts ,  a t t o rneys ,  successo rs ,

s u b s i d i a r i e s  d i r e c t f y  a n d , / o r  i n d i r e c t l y ,  m a d e  m a L e r i a f f y  f a l s e

ahd mis leading s tat .ements and/or  omi t ted mater ia l_  facts  to

- i nves to r s  i - n  connec t i on  w i t h  t he  o f f e r  and  sa le  o f  secu r i t i e s .

81 -  Among  Lhe  ma te r i a l l - y  f a l se  and  m-Ls lead inq  s ta temen ts  we re

t h a t :

a .  i n v e s t o r  f u n d s  w o u l _ d  b e  s a f e ,  g u a r a n t e e d ,  o r  c a r r y  I i t t l e

o r  a c c e p t a b l e  r i s k ;

b .  i nves to r  f unds  wou l_d  be  used  t o  pu rchase  I i f e  j - nsu rance

p o l i c i e s  a n d  b e n e f i c i a - I  i n t e r e s t s  i n  T L T T s , -

c .  i nves to r  f unds  wou ld  be  depos i t ed  o r  he ld  i n  an

" Inves tmen t / I nves to r  Accoun t , -  "

d .  t h e  L S B P A  N o t e s  w o u L d  o n l y  b e  o f f e r e d ' . e x c _ L u s i v e l y  t o

acc red i t ed  i nves to r s ;  "

e .  GG was  re ta i ned  t o  conduc t  an  aud i t  o f  de fendan t  LSBPA
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which had been completed as of  the date of  the PPM, '

f .  McCor r y ' s  mo the r  had  i nves ted  i n  t he  LSBPA No tes , .

S .  f N G ,  a  c o m p a n y  i n  w h i c h  a n  i n v e s l o r  h a d  i n v e s t e d ,  w a s

abou t  t o  " t ank ;  "  and

h .  t h a t  t h e r e  w a s  " s o m e L h i n g  g o i n g  o n  w i t h  A 1 1 i a n z , "  a

company in  which an investor  had invested at  the t ime

tha t  he  was  so l i c i t ed .

82.  Among the omi t ted facts  to  investors were:

a .  t he  t r ue  na tu re  and  r i s k  o f  t he  i nves tmen ts ;

b .  t ha t  de fendan t  LSBPA had  rece i ved  a  f oan  f o r  92 ,306 ,120

f rom Wes tda le  t o  pu rchase  t he  bene f i c i a l -  i n t e res t s  i n

t h ree  (3 )  above - re fe renced  TL ITs ;

c .  t ha t  de fendan t  LSBPA had  ass igned  i t s  i n t e res t s  i n  t he

th ree  (3 )  above - re fe renced  f L ITs  t o  t r { es tda fe  i n  exchanqe

fo r  t he  l oan  f r om Wes tda le ;

d .  t ha t  de fendan t  LSBPA had  de fau f t ed  on  i t s  l oan  ob l i qa t i on

t o  W e s t d a f e ;

e .  de fendan t  M-Kwasn i k ' s  i nvo l vemen t  l n  t he  Robe r t  Mo t t e r

and  Rosa l i e  Guq l i em i  I L ITs  as  t r us tee ;

f .  d e f e n d a n t  L S B P A ' s  a s s i g n m e n t  o f  " a l l  o f  I i t s ]  r i g h t ,

t i t l e  and  i n te res t  i n "  t he  bene f i c i a f  i n t e res t  o f  t he  Joe

M i n i s t r e f f i  T L I T  i n  e x c h a n g e  f o r  $ 1 , 3 5 0 , 0 0 0 ;

c t .  t h : t  t h e i  r  f U n d S  w O u l d  b e  u s e r ^ J  f  o r  n r r r n r r q F q  n n t  d i s c l o s e dI t , v J U J l ' v t

t o  t hem;
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)- that  the i r  funds wouLd be deposi ted in  defendant  LSFHC

and  LSBDE 's  bank  accoun ts ;

t .

t ha t  de fendan ts  LSFHC,  LSBPA,  M-Kwasn i k ,  Sch i f ano  and

McCor r y  we re  no t  r eg i s te red  w i t h  t he  Bu reau  t o  se f l

secu r i t i e s  no r  we re  t hey  exemp t  f r om reg i s t r a t i on , '  and

i - n  excess  o f  $5  m i l l i - on  o f  t he  amoun ts  r a i sed  wou fd  be

diver ted Lo the ind iv idual -  defendants,  members of  the i r

f am i l i es ,  and ,  p r i nc i pa l l y ,  t o  M-Kwasn i k ' s  l aw  f i rm  KRKB.

83 .  Each  om iss ion  o r  ma te r i a l l y  f a l se  o r  m i s l ead ing  s ta temen t  was

i - n  v i o l a t i on  o f  N  -  J .  S .A .  49 :3 -52  (b ' t  .

E a c h  v i o l a t l o n  o f  N . J . S . A .  4 9 : 3 - 5 2 ( b )  b v  e a c h  o f  d e f e n d a n t

LSFHC th rough  de fendan ts  LSFHC,  LSBPA,  M-Kwasn i k ,  Sch i f ano

and /o r  McCor r y  upon  each  i nves to r  i s  a  sepa ra te  v i o l - a t i on  o f

t he  s ta tu te  and  i s  cause  f o r  t he  impos i t i on  o f  a  c i v i l

mone ta ry  pena lLy  f o r  each  sepa ra te  v i o l a t i on  pu rsuan t  t o

N . J . S . A . 4 9 : 3 - 7 0 . 1 .

COUNT III

ENGAGTNG TN ANY ACT OR PRACTICE !fHTCH WOT'LD OPER;ATE
AS A I'RJAUD OR DECEIT UPON A}TY PERSON IN CONNECTTON

WTTH THE OFFER, SAIE OR PI'RCTTASE OF SECI]RITTES
I N  V I O T , A T I O N  O F  N . , f  .  S . A .  4 9 : 3 - 5 2  ( c )

( A s  t o  d e f e n d a n t s  L S F H C /  L S B P A ,  M - K w a s n i k ,  W - K w a s n i k ,  S c h i f a n o ,
a n d  M c C o r r v )

8 5 .  P l a i n t i f f  r e p e a t s  t h e  a l l e g a t i o n s  i n  t h e  p r e c e d i n g  p a r a g r a p h s

a s  i f  m o r e  f u f  ] v  s e t  f o r t h  h e r e i n .

8 6 .  D e f e n d a n t  L S F H C  t h r o u g h  d e f e n d a n t  L S B P A ' s  c o u r s e  o f  b u s i n e s s ,

a n d  a s  e n g a g e d  i n  b y  d e f e n d a n t s  M - K w a s n i k ,  S c h i f a n o  a n d

l .

B 4
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B 1

McCor r y ,  i nc fuded ,  among  o the r  t h i ngs ,  so l i c i t l ng  e l de r l y

l nd i v i dua l s  w i t h  whom they  had  re ra t l onsh ips  and  ga in i ng  t he i r

t r us t  t h rough  t he  use  o f  f a l se  s ta temen ts ,  ma te r i a l

ma srepresentat ions and omiss ions,  operated as a f raud, /decei t

u p o n  a n v e s t o r s  i n  v i o l _ a t i o n  o f  N . J . S . A .  4 9 : 3 _ 5 2  ( c )

De fendan t  w -Kwasn i k ' s  r epea ted  ac t s  o f ,  among  o the r  t h i ngs ,

s ign ing checks and otherwi-se t ransferr ing/d i rect ing investor

f unds  t o  o the r  i nves to r s ,  h imse r f  and  t h i r d  pa r t i es  i nc l ud ing

his  fami- ly  members and defendant  M-Kwasnik ,  s  r -aw f i rm,  KRKB,

operated as a f raud/decei t  upon investors in  v io l_at ion of

N . J . S . A .  4 9 : 3 - 5 2 ( e )  .

E a c h  v i o f a t i o n  o f  N - J . S . A .  4 9 : 3 - 5 2 ( c )  b y  d e f e n d a n t  L S F H C

through defendant  LSBPA, and defendants M-Kwasnik ,  w-Kwasnlk ,

Sch i f ano  and  McCor r y ,  upon  each  i nves to r  i s  a  sepa ra te

v io l -a t i -on and is  cause for  the imposi - t ion of  a  c iv i l  monetary

p e n a l t y  f o r  e a c h  s e p a r a t e  v i o l a t i o n  p u r s u a n t  t o  N . J . S . A ,  4 9 : 3 _

t o . 7 .

COI'NT IV

IN  VTOT,AT ION OF  N .J .S -A -  49 :3_56 (a )
(As  t o  de fendan ts  M-Kwasn i k ,  Sch i f aho ,  and  McCor r y )

89 .  P la i n t i f f  r epea ts  t he  aJ - reqa t i ons  i n  t he  p reced ing  pa raq raphs

as  i f  mo re  f u . l _ l y  se t  f o r t h  he re in .

90  -  De fendan ts  M-Kwasn l k ,  Sch i f ano  and  McCor r y

de fendan t  LSFHC th rough  de fendan t  LSBpA  i r r

BB

r o n r o q p n l - 6 a l

o f  f  c n f  i  n r r
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9 2

a t t emp t i nq  t o  e f f ec t  t r ansac t i ons  i n  secu r i t i e s  f r om o r  i - n  New

J e r s e y  a n d ,  t h u s ,  a c b . e d  a s  a g e n L s ,  a s  d e f i n e d  i n  N . J . S . A .

4  9 :  3 - 4  9  ( b )  o f  t h e  S e c u r i t i e s  L a w ,  w i t h o u L  b e  i  n g  r e g i s t e r e d

9 1 .

w i t h  Lhe  Bu reau  Lo  se f f  t he  LSBPA No tes  o r  qua l i f y i ng  f o r  an

exemp t ron .

De fendan i : s  M-Kwasn i k ,  Sch i f ano  and  McCor r y  v i o l a ted  N -J .S .A .

4 9 : 3 - 5 6  ( a )  w h i c h  r e q u i r e s ,  a m o n g  o t h e r  t h i n g s ,  t h a t  o n l y

p e r s o n s  r e g i s t e r e d  w i t h  t h e  B u r e a u  m a y  l a w f u l l y  a c L  a s  a g e n t s .

Each  o f f e r  o r  sa le  t o  i nves to r s  cons t i t u t es  a  sepa ra te

v i o l a t i o n  o f  N . J . S . A .  4 9 : 3 * 5 6 ( a )  a n d  i s  c a u s e  f o r  t h e

impos i t i on  o f  a  c i v i l  mone ta ry  pena l t y  f o r  each  sepa ra te

v i o l a t i o n  p u r s u a n t  t o  N . . I . S . A .  4 9 : 3 - 1  0 . 7 .

coltNT v

ACTING AS A!{ INVESTMENT ADVISER REPRESENTATIVE WITHOUT
REGISTRATION IN VIOT,ATfON OE'  N. r f .S-A.  49 :3-56(a)

(As  to  de fendant  Leonard)

9 3 .  P l a i n t i f f  r e p e a t s  t h e  a l l e g a t i o n s  i n  t h e  p r e c e d i n g  p a r a g r a p h s

as  i f  mo re  f u l - l - y  se t  f o r t h  he re in .

De  [ endan t -  Leona rd ,  a  pu rpo r t ed  "pa r t ne r "  o f  un reg i s te red

j - nves tmen t  adv i se r  Cap l t a l  Conse rva t i on ,  r ece i ved  compensa t i on

fo r  mak ing  recommenda t i ons  o r  o the rw i se  adv i s i nq  Cap i t a l

C o n s e r v a t - L o n /  s  c l  i e n L s  r e g a r d  i n g  r h e  p u r c h a s e  o f  r h e  L S B p A

N O t e S q  a n d _  1 -  h r r s -  F ^ t - 6 A  - -  - -  i  - r ? ^ - + m a n l -  : r { r r i q a r  r . ) r - \ r ^ -  ^ - - F  . . -  i , . ^r r v u u J  q r r u t  L r r L r . J ,  q , ( - L E L r  C r J  C t M l l V g D  L r r . e ^ - L  L  u | . , '  C 5 C I I L d L I V e

a s  d e f i n e d  i n  N . J . S . A . 4 9 : 3 - 4 9 ( s )  o f  t h e  S e c u r i t i e s  L a w ,

o A
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without  be ing regis tered w- i th  the Bureau or  quar i fy ing for  an

exemp taon .

9 5 .  D e f e n d a n t  L e o n a r d  v i o l a t e d  N . J . s . A .  4 9 : 3 - 5 6 (  a )  w h i c h  r e q u i r e s ,

among  o the r  t h i nqs ,  t ha t  on l y  pe rsons  reg i s te red  w l t h  t he

Bureau or .  exempt  f rom regis t rat lon may tawfu l ly  act  as

rnvestment  adv iser  representat ives.

96-  Each act  o f  prov id inq advice about  or  recommending the LSBPA

N o t e s  c o n s t l t u t e s  a  s e p a r a t e  v i o l a t i o n  o f  N . J . s . A .  4 9 : 3 - 5 6 ( a )

and  i s  cause  f o r  t he  impos i t i on  o f  a  c i v i l  mone ta ry  pena l t y

f o r  e a c h  s e p a r a t e  v i o r a t i o n  p u r s u a n t  t o  N . J . S . A -  4 9 : 3 - i o . r .

COI'NT VI

P la in t i f f  r epea ts  t he  a r l ega t l ons  i n  t he  p reced ing  pa rag raphs

as  i f  mo re  f u l _ l y  se t  f o r t h  he re in .

Defendant  LSFHC through defendant  LSBPA employed unregis tered

agen ts  t o  e f f ec t  o r  a t t emp t  t o  e f f ec t  t r ansac t l _ons  i n

secu r i _ t i - es  t o  o r  f r om New Je rsey .

De fendan ts  M-Kwasn i k ,  Sch i f ano ,  and  McCor r y  r ep resen ted

de fendan ts  LSFHC and  LSBpA  i n  e f f ec t i ng  o r  a t t emp t i ng  t o

e f f ec t  t r ansac t i ons  i n  secu r i t i e s  f r om o r  i n  New Je rsev  end

+ l - , , , -  - ^ r  ^ rL r r u s ,  d u  L e u  a s  a g e n L s , a s  d e f i n e d  i n  N . J . S . A _  4 9 : 3 - 4 9 ( b ) ,

w i t hou t  be ing  reg . i s t e red  w i t h  t he  Bu reau  t o  se l f  t he  LSBPA

No tes  o r  qua l i f y i ng  f o r  an  exemp t i on .

q ?

9 B

9 9

EMPLOYING I'NREGISTERED AGENTS

(As to  defendants LSFHC and LSBpA)
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100.  Defendant  LSFHC through defendant  LSBPA, employed agents who

were  no t  r eg i s te red  w i t h  t he  Bu reau  t o  se f f  t he  LSBpA  No tes ,

i n  v i o f a t i o n  o f  N .  J .  S . A .  4 9 : 3 _ 5 6  ( h )  .

101 '  Each  o f f e r  o r  sa - l e  o f  each  secu r i t y  i s  a  sepa ra te  v i o r_a t i on  o f

N ' J ' S ' A '  4 g : 3 - 5 6 ( h )  a n d  i s  c a u s e  f o r  t h e  i m p o s i - t i o n  o f  a  c i v i l

mone ta ry  pena l t y  f o r  each  sepa ra te  v i o fa t i on  pu rsuan t  t o

N . , . I . S . A .  4 9 : 3 - 7 0 . I .

COI'NT VTI

(As

702  _

to defendants LSFHc,  LSB'A,  la l r<wasnik ,  s .h l funo and Mccorrv)

P la i n t l f f  r epea ts  t he  a l l ega t i ons  i n  t he  p reced ing  pa rag raphs

as i f  more fu l_Ly set  for th  here in-

103 '  De fendan t  LSFHC th rough  de fendan ts  LSBPA,  M-Kwasn i k ,  sch i f ano ,

and  Mcco r r y  so ld  secu r i t i e s  t ha t  we re  no t  r eg i s te red  w i t h  t he

Bu reau ,  no t  " f ede ra l l y  
cove red , ,  no r  we re  t he  secu ra t i es  exem ' t

f r om reg i s t r a t i on .

104 -  The  secu r i t i e s  we re  requ ' r ed  t o  be  reg i s te red  w i t h  t he  Bu reau

p u r s u a n t  t o  N . J . S _ A .  4 9 : 3 _ G 0 .

1 0 5 .  E a c h  o f f e r  o r  s a l _ e  o f  u n r e g i s t e r e d  s e c u r l t i e s

s e p a r a t e  v i o l a t i o n  o f  N . J . S . A .  4 9 : 3 _ 6 0  a n d  i s

impos l t i on  o f  a  c i v i f  mone ta ry  pena l t y  f o r

v l o l a t i o n  p u r s u a n t  t o  N . J . S . A .  4 9 : , 3 _ j O . I .

cons t i t u t es  a

cause  f o r  t he

each  sepa ra te
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DEI'IAI{D FOR RELIEF

WHEREFORE,  P la i n t . i  t f  r espec t f u l l y  r eques t s  t he  en t r y  o f  a

j u d g m e n t  p u r s u a n t  t o  N . J . S - A .  4 9 : 3 - 4 1  e t  s e q . :

F i nd inq  t ha t  de fendan ts  LSFHC,  LSBPA,  M-Kwasn i k ,  W-

Kwasn i k ,  Sch i f ano ,  Mcco r r y  and  Leona rd  engaged  i n  t he

ac t s  and  p rac t i ces  a l l eged  above ;

F ind ing  t ha t  such  ac t s  and  p rac t i ces  cons t i t u t e

v i o l a t i ons  o f  t he  Secu r i t i es  Law ;

Pe rmanen t f y  en jo i n i ng  de fendan ts  LSFHC,  LSBPA,  M-Kwasn i k ,

W-Kwasnik ,  Schi fano,  McCorry  and Leonard f rom v io la t ing

the  Secu r i t i es  Law  i n  any  manne r ;

Pe rmanen t l y  en jo -Ln ing  de fendan ts  LSFHC,  LSBPA,  M-Kwasn l k ,

W-Kwasn i k ,  Sch j - f ano  and  Mcco r r y  f r om engag  Lng  i n  t he

s e c u r i t i e s  b u s i n e s s  i n  N e w  J e r s e y  i n  a n y  c a p a c i  L y

i n c l u d i n g .  b u t  n o t  l i m i t e d  t o ,  a c t i n g  a s  a  b r o k e r - d e a l e r ,

i nves tmen t  adv i se r ,  i nves tmen t  adv i se r  r ep resen ta t i ve ,

agen t  o r  o the rw j - se ;

P e r m a n e n t l - y  e n j o i n i n g  t h e  i s s u a n c e ,  s a I e ,  o f f e r  f o r  s a I e ,

n r t  r r - h a q e  n f  f  o r  t c l  n r r r r - h , a q e  n r o m n l -  i  n n  n c . r . ) r  i  a t  i  n n
! / q r u r r q r s ,  v r v r L ' \ J L - ! \ r r r ,  r r s ' . J L r r - L c r L r v r r ,

b .

d .

so l i c i t a t i on ,  adve r t i semen t  o r  d i s t r i bu t i on

w i t h i n  New Je rsey  o f  any  secu r i t i e s  t o  o r

Je rsey ,  by  o r  on  beha l f  o f  de fendan ts  LSFHC,

Kwasn i k ,  W-Kwasn i k ,  Sch i f ano  and  McCor r v ,  t he i r

d i r e c t o r s ,  e m p l o y e e s ,  a g e n t s ,  b r o k e r s ,

f r o m  o r

f r o m  N e w

T . q R P A  M -

n f  f  i  a a r <

l - r :  r f  n 6 r e
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s tockho lde rs ,

a f  f  i - l i a t e s ;

a t t o rneys ,  successo rs , subsid iar ies and

f  '  Prer imi-nar i ly  en jo in ing and rest ra i -n ing def  enc lants  M-

Kwasn l k ,  W-Kwasn i k ,  Sch i f ano ,  McCor r y  and  Leona rd ,  f r om

engaging in  the conduct  set  for th  in  the F i rs t  Amended

ver i f ied compla int  and f rom v io la t ing the secur i t ies Law;

Pre l iminar i ry  en jo in ing and rest ra in ing defendants M-

Kwasn i k ,  W-Kwasn i k ,  Sch i f ano ,  McCor r y ,  and  such  pe rsons

act ing ln  concer t  or  par t ic ipat ion wi th  them, as receive

ac tua l  no t i ce  o f  t h i s  O rde r ,  by  pe rsona l  se rv j _ce  o r

o the rw i se .  f r om the  i s suance  f o r  sa le ,  sa l e ,  o f f e r  f o r

sa Ie ,  pu rchase ,  o f f e r  t o  pu rchase ,  so l i c i t a t i on ,

p romo taon ,  nego t l a t i on ,  adve r t i semen t  o r  d i s t r i bu t i on

f rom o r  w i t h i n  t he  S ta te  o f  New  Je rsey ,  o f  t he  secu r i t i e s

of fered for  sa. l_e by defendants LSFHC, LSBPA, M_Kwasnik ,

W-Kwasnik ,  McCorry  and Schi fano,  and any other  secur l_ry

as  t ha t  t e rm  i s  de f l ned  i n  t he  Secu r i t i es  Law ,  pend lng

fu r t he r  o rde r  o f  t h i s  Cou r t ;

P re l lm ina r i l y  en jo i n i ng  and  res t ra l n i ng  de fendan ts  M-

Kwasn i k ,  W-Kwasn i k ,  Sch i f ano ,  Mcco r r y  and  Leona rd  f r om

ac t i ng ,  f r om and  w i t h i n  t he  S ta te  o f  New  Je rsey  as :  an

a g e n t  a s  d e f l n e d  i n  N . J . S . A .  4 9 : . 3 - 4 9 ( b ) ;  a  b r o k e r _ d e a f e r

a s  d e f i n e d  i n  N . J . S . A .  4 9 : , 3 - 4 9  ( c )  , .  a n  i n v e s t m e n t  a d v i s e r

h .
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k .

. a s  d e f i n e d  i n  N . J . S . A .  4 9 : . 3 - 4 9 ( q )  ;  o r  a n  i n v e s t m e n r

a d v i s e r  r e p r e s e n t a t i v e  a s  d e f i n e d  i n  N . J . S . A .  4 9 : 3 - 4 9 ( s ) ;

P re l im ina r i l y  en jo i n i ng  and  res t ra i n i - ng  de fendan ts  M-

Kwasn i k  and  W-Kwasn i k  f r om con t ro l - I i ng  o r  assoc ia t i nq  i n

any capaci ty  wi th  any broker-dealer  or  investment  adv iser

do ing  bus iness  f r om,  i n t o  o r  w i t h i n  t he  S ta te  o f  New

Je rsey ,  o r  f r om con t ro l f i ng  an  i s sue r ,  o r  ac t i ng  as  an

o f f i ce r ,  d i r ec to r ,  o r  manage r  o f  an  i s sue r ,  o r  f r om

supe rv i s i ng  emp loyees  o f  an  i s sue r ,  as  de f i ned  i n

N . J . S . A .  4 9 : 3 - 4 9 ( h )  ;

Assess ing  c i v i l _  mone ta ry  pena l t i - es  aga ins t  de fendan ts

LSFHC, LSBPA, M-Kwasnik ,  W-Kwasnik ,  Schi fano,  McCorry  and

Leona rd  f o r  each  v i o fa t i on  o f  t he  Secu r l t . i e s  Law  i n

a c c o r d a n c e  w i - t h  N . J . S . A .  4 9 : 3 - i 0 . 7 ;

Requ i r i ng  de fendan ts  LSFHC,  LSBPA,  M-Kwasn i k ,  W-Kwasn i k ,

Sch i f ano ,  McCor r y  and  Leona rd ,  t o  pay  res t i t u t i on  and

d i sgo rge  a1 l_  p ro f i t s  and , / o r  f unds  ga ined  t h rough

v io l a t i ons  o f  t he  .Se r : r r r i  f  i  eq  T ,e r ^ r .  and

A f fo rd i ng  P la i n t i f f  and  a f f ec ted  t h i r d  pa r t i es  anv

add i t i ona - l  r e f i e f  t he  co r r r t  m .a ru  cJeem j us t  and

e q u i t a b l e .

PAULA T. DOW
ATTORNEY GENERAL OF NEW JtrRSEY

p .

, - J v .

r a r r - A n

n ^ ! "  / - ^ * ^ * -  tr r s y  t ] c r r c r  o  t

Da,ed,o(ffiftt
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Pursuan t  t o

that  the mat ter

a c t i o n s :

RULE 4 :5-L CERTIFICATION

R u I e  4 : 5 - 1 ,  f  c e r L i f y  t o  t h e  b e s t  o . [  m y  k n o w l e d q e

i  n  r - n n  I  r o r r p r q r r  i  s  J - h p  q r r h i o c f  c ' f  + h a  f  ^ l  I  ^ r . , i  h d. r u \ J  J s \ - u  r \ J r _ L \ J w r r r 9

a .  D e m e o  v .  K w a s n i k ,  e t  a I . ,  D o c k e t  N o .  O C N - L - 0 0 0 9 9 4 - 1 0 ;

b .  Lab r i cc i osa  v .  Kwasn i - k ,  e t  a1 . .  Docke t  No -  CAM-CP-O044 -

2 Q t 0 ;

F ra te r  v -  Kwasn i k ,  e t  a I Docke t  No .  ATL -C-31  - I 1  ;

Docke t  No .  CAM-C-91 -11 ;  andC o m b s  v -  K w a s n i k .  e t  a l . ,

T n  r e  T , i  b e r t v  . S t a t e  B e n e f  i ' r -  -  ^ €  a \ ^  l  - , , - - ^  T - ^  - 1
L ' >  \ J I  U g _ L a W C t I Y r  l t l \ - t ,  g L  C t L ,

D e b c o r s ,  C a s e  N o .  L L - L 2 4 0 4 ( K C l  ,  U n i t e d  S t a t e s  B a n k r u p t c y

Cou r t  f o r  t he  D i s t r i c t  o f  De lawa re .

I  f u r t he r  ce r t i f y  t ha t  con f i den t l a l -  pe rsona l  i den t i f i e r s  have

been redacted f rom documents now submit ted to  the cour t ,  and wi l l

be redacted f rom al l -  documents submi- t ted in  the fu ture ln  accordance

w i t h  R u f e  1 : 3 8 - 7 ( b ) .

T  a e r t i f r u  l - h : f  f h o  F a r e n a  i  n a  ^ l - - r - ^ - ^ ^ r ^  - - , r ^  l . r r z  m o  r r a  I  r r r aL r r c l L  L . l I r =  . L U I E g L / - L l 1 9  J L c l L g l L l g l l L -  l l l d L l C  r - , /  y  r l l v  o L s  L  L L ] s .

T  a m  a w a r e  t h a t  i f  a n y  o I  L h o s e  s L a t e m e n t s  a r e  w i I I f u I L y  f a l s e ,  I

a m  s u b j  e c t  t o  p u n i s h m e n t .

PAULA T.  DOW
ATTORNEY GENERAL OF NEW JERSEY

c .

d .

r- \ /- A n n

n r r t \ /  A f ; ^ . '  / - ^ ^ ^ - -  l
r r s J  \ J g . r r g ! o r

Da,ed, rofaalrr

R r r '
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DESIGNAIION OF TRIAL COT]NSEL

Deputy At torney Genera l -  s tacy-Ann T.  Davy is  hereby designated

as  t r i - a l  counse ]  f o r  t h i s  ma t t e r .

PAULA T. DOW
ATTORNEY

Dared,nlaullt

R r r .

acV-Ann
Deputy At
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VERIFICATION

T,EON MARTIN,  of  fu IJ-  aqe,  cer t i f ies as fo l l -ows:
r  am a superv is ing rnvest igator  wi th  the New . rersey Bureau of

secur i t ies '  r  have read the foregoing F i rs t  Amended ver l f ied
compraint  and on my own personar  knowledge f rom revrew of  documents
In  possess ion  o f  t he  Bu reau ,  r  know  tha t  t he  f ac t s  se t  f o r t h  he re in
are t rue '  except  for  those a l reged upon in format ion and bel ie f .

r  cer t i fy  that  the above statements made by me are t rue.  r
aware that  i f  any of  the foregoing s tatements made by me
wi l l fu l ty  fa- lse,  r  am subj  ect  to  p/ r f , i " f , *ur r t .

Dated , n/z[ /r a rr

Supe rv i s  i ng
Neh/ Jersey

am

a_re

fnves t i ga to r
Bu reau  o f  Secu r  i t  i e s
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