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Judiciary

Court of Appeals Affirms Dismissal of SEC Case Against Former Putnam Employees (MF) 

2.6.2009 The U.S. Court of Appeals for the First Circuit affirmed a March 2007 federal district court 
decision dismissing a civil fraud action against three former executives of Putnam Fiduciary Trust 
Company (PFTC), a Boston-based registered transfer agent. The action filed in December 2005 in the 
U.S. District Court for the District of Massachusetts alleges that six former PFTC executives engaged in a 
scheme beginning in January 2001 by which the defendants defrauded a defined contribution plan client 
and group of Putnam mutual funds of approximately $4 million. Dismissed from the case were Virginia 
Papa, of Newton, Massachusetts, a former managing director and director of defined contribution 
servicing; Sandra Childs, of Duxbury, Massachusetts, a former managing director who had overall 
responsibility for PFTC’s compliance department; and Kevin Crain, of Princeton, New Jersey, a managing 
director who had responsibility for PFTC’s plan administration unit. Judgments by consent were entered 
in October 2008 against two of the three remaining defendants. The case against the remaining 
defendant, Donald McCracken, of Melrose, Massachusetts, a former managing director and head of 
global operations services for PFTC, is pending. 

Click http://www.sec.gov/litigation/litreleases/2009/lr20900.htm for the release about this decision. 

Regulatory

Alternative Investment Management Association Proposes Extensive Hedge Fund Reforms (HF) 

2.17.2009 The Alternative Investment Management Association (AIMA), a large U.K.-based hedge fund 
organization, proposed a number of significant new hedge fund reforms, including: 

1. Regular reporting and increased transparency of systemically significant positions and risk exposures 
by managers of large hedge funds to their national regulators (the regulator of the jurisdiction in which 
the manager is authorized and registered to operate).  

2. An aggregated short position disclosure regime to national regulators.  

3. Support for new policies to reduce settlement failure (including in the area of naked short selling).  

4. Support for a global manager-authorization and supervision template based on the U.K. Financial 
Services Authority model.  
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5. A call for unified global standards for the industry based on the convergence of existing industry 
standards work, such as that authored by AIMA, Hedge Fund Standards Board, International 
Organization of Securities Commissions, President’s Working Group on Financial Markets, and 
Managed Funds Association.  

Many U.S. hedge funds are members of the AIMA.  

Click http://www.aima.org/en/media_centre/press-releases.cfm/id/56CD27DD-6B18-4648-
BC5D4CA784ED55B1 to access the proposal. 

SEC Posts Adopting Release for Mutual Fund XBRL Interactive Data Requirement (MF) 

2.17.2009 The SEC posted the adopting release for its new eXtensible Business Reporting Language 
(XBRL) rules for mutual funds. Under the rules, mutual funds will have to submit the information 
contained in the risk/return summary section of their prospectuses to the SEC (as well as post it on their 
Web sites) in XBRL, an interactive data format.   

Click at http://www.sec.gov/rules/final/2009/33-9006.pdf for the adopting release. 

Federated Investors Files Money Market Fund Related Petition (MF) 

2.10.2009 The SEC has posted a rulemaking petition filed by Federated Investors, Inc. The petition 
requests that the SEC amend Rule 15c3-3 under the Securities Exchange Act of 1934 to treat U.S. 
government money market mutual fund shares, where the underlying portfolio assets of the fund consist 
of securities issued or guaranteed by the U.S. government or its agencies or instrumentalities, as 
“qualified securities” to meet a broker-dealer’s deposit requirements under the Special Reserve Bank 
Account for the Exclusive Benefit of Customers.  

Click http://www.sec.gov/rules/petitions/2009/petn4-577.pdf to access the petition. 

Enforcement

Failure to Disclose Hedge Fund Side Agreement Administrative Action Brought (HF & IA) 

2.25.2009 The SEC brought an administrative action against WealthWise, LLC (WealthWise), a 
registered investment adviser based in San Luis Obispo, California, and Jeffrey A. Forrest, alleging that, 
among other things, from April 2005 to October 2006, Forrest recommended that more than 60 of their 
clients invest approximately $40 million in Apex Equity Options Fund (Apex), a hedge fund managed by 
Salt Lake City-based Thompson Consulting, Inc. (TCI). According to the SEC, WealthWise and Forrest 
failed to disclose a side agreement in which WealthWise received a portion of the performance fee that 
Apex paid TCI for all WealthWise assets invested in the hedge fund. From April 2005 to September 2007, 
WealthWise received $388,401.80 in performance fees from TCI. Apex collapsed in August 2007, and 
WealthWise clients lost nearly all of the money they invested. For a portion of the time in which Forrest 
engaged in the conduct underlying the complaint, he was associated with a registered broker-dealer.  

Click http://www.sec.gov/litigation/admin/2009/34-59456.pdf to access the administrative action. 

SEC Brings Fraud Action Against Fund of Funds Scheme (HF & IA) 

2.25.2009 The SEC charged Mark Bloom and his firm North Hills Management LLC with securities fraud, 
and obtained an emergency court order to freeze their assets and halt an alleged investment scheme 
involving the marketing of a “fund of funds” investment vehicle. 

According to the SEC, Bloom, through North Hills, raised approximately $30 million from 40 to 50 
investors between 2001 and 2007 by representing that the assets would be invested in a diverse group of 
hedge funds. Instead, Bloom misappropriated more than $13.2 million of investor funds to furnish a lavish 
lifestyle that included the purchase of luxury homes, cars and boats for himself and his wife, who is 

http://www.aima.org/en/media_centre/press-releases.cfm/id/56CD27DD-6B18-4648-BC5D4CA784ED55B1
http://www.aima.org/en/media_centre/press-releases.cfm/id/56CD27DD-6B18-4648-BC5D4CA784ED55B1
http://www.sec.gov/rules/final/2009/33-9006.pdf
http://www.sec.gov/rules/petitions/2009/petn4-577.pdf
http://www.sec.gov/litigation/admin/2009/34-59456.pdf
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named as a relief defendant. The remaining funds were invested in a single fund that itself turned out to 
be fraudulent. 

The SEC further alleges Bloom solicited investments in North Hills, L.P. (the “Fund”), which is named as a 
relief defendant, by making misleading representations. Bloom and North Hills represented that the 
Fund’s assets would be allocated across multiple funds and fund managers to ensure diversification and 
moderate risk. The SEC stated that they sent investors false monthly account statements that portrayed 
their investments as profitable when, in reality, Bloom was systematically looting the Fund’s trading 
account by making “loans” to himself and by investing in contravention of the Fund’s stated investment 
strategy in an investment known as the Philadelphia Alternative Asset Fund (PAAF). Bloom received 
undisclosed commissions from PAAF in excess of $355,000 over a 16-month period. PAAF itself was 
uncovered as a fraudulent scheme in June 2005. 

According to the SEC, beginning in November 2007, one of the Fund’s largest investors, a charitable trust 
(Trust) that funds children’s schools began to serve Bloom with redemption requests, which Bloom 
repeatedly evaded. To date, Bloom has failed to honor the Trust’s redemption requests in full and claims 
that he does not have the means to do so. The Trust is owed more than $9.5 million on its investment. 

The SEC complaint charges violations of the antifraud provisions of the Securities Act of 1933, the 
Securities Exchange Act of 1934 and the Investment Advisers Act of 1940. 

Click http://www.sec.gov/litigation/litreleases/2009/lr20913.htm to access the administrative action. 

SEC Brings Fraud Action Against New York Advisers (HF & IA) 

2.25.2009 The SEC has taken emergency action and obtained an asset freeze against two New York 
residents and their three affiliated entities, for misappropriating more than $500 million. The SEC alleged 
that Paul Greenwood and Stephen Walsh promised investors that their money would be invested in a 
stock index arbitrage strategy. Instead, Greenwood and Walsh used their clients’ investments to purchase 
multimillion-dollar homes, a horse farm and horses, luxury cars, and rare collectibles such as Steiff® teddy 
bears. The SEC has obtained an emergency court order freezing the assets of Greenwood and Walsh as 
well as their companies: WG Trading Investors, LP (WGTI), which is an unregistered investment vehicle; 
WG Trading Company, LP, which is a registered broker-dealer located in Greenwich, Conn.; and 
Westridge Capital Management, Inc. (Westridge), which is a registered investment adviser located in 
Santa Barbara, California. 

According to the SEC’s complaint, filed in federal court in Manhattan, the SEC alleges that Greenwood 
and Walsh have been orchestrating the fraudulent investment scheme through their affiliated entities 
since at least 1996. The SEC alleges that they solicited a number of institutional investors, including 
educational institutions and public pension and retirement plans, by promising to invest their money in an 
“enhanced equity index” strategy that involves purchasing and selling equity index futures and engaging 
in equity index arbitrage trading. However, Greenwood and Walsh have been misappropriating hundreds 
of millions of dollars of investor funds for their personal use instead of investing the money in the 
enhanced equity index strategy. In fact, Greenwood and Walsh misappropriated as much as $554 million 
of the $667 million that Westridge clients invested in WGTI. Greenwood and Walsh have provided some 
of the investors’ money to their spouse and ex-spouse, respectively, who are also named as relief 
defendants in the SEC’s complaint. 

The SEC’s complaint charges violations of the antifraud provisions of the Securities Act of 1933, the 
Securities Exchange Act of 1934 and the Investment Advisers Act of 1940.  

Click http://www.sec.gov/litigation/litreleases/2009/lr20912.htm to access the administrative action. 

New York Hedge Fund Adviser Charged With Fraud (HF & IA) 

2.25.2009 The SEC charged a Pearl River, N.Y., investment management firm and its principal for 
operating a large-scale scheme that defrauded hundreds of investors of millions of dollars by providing 

http://www.sec.gov/litigation/litreleases/2009/lr20913.htm
http://www.sec.gov/litigation/litreleases/2009/lr20912.htm
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them with misleading marketing materials that significantly overstated investment returns and by 
misrepresenting the value of the assets under management.  

The SEC is seeking a court order to freeze the assets of Westgate Capital Management, LLC, and its 
managing member, James M. Nicholson. The SEC alleges that they solicited investors with false claims 
of an almost unbroken eight-year string of monthly investment successes. Neither the firm nor its principal 
is registered with the SEC.  

The SEC alleges that since at least January 2008, Nicholson and Westgate defrauded current and 
prospective investors in 11 hedge funds they managed by misrepresenting the value of the hedge funds 
to investors, and soliciting new investors with sales materials that claimed a nearly impossible record of 
investment success. According to the SEC’s complaint, at least one Westgate fund claimed positive 
returns in 98 of 99 consecutive months.  

The SEC alleges that Nicholson sought to further his fraud by creating a fictitious accounting firm and 
providing some of his investors with bogus audited financial statements. Nicholson apparently concocted 
this imposter firm under the name of an actual accountant while using his own telephone number and 
driver’s license to set up a “virtual office.” 

According to the SEC, by late 2008 the funds had sustained such losses that Nicholson and Westgate 
could no longer honor redemption requests. They hid the losses from investors with misrepresentations 
and false sales brochures. Nicholson further attempted to hide losses in the Westgate fund family by 
other devices. He closed one fund that was heavily invested in the bankrupt Lehman Brothers and folded 
its assets into another Westgate fund. He issued bad checks to some investors seeking to cash out, and 
ultimately suspended all investor redemptions due to what he called investors’ “irrational behavior.” 

The SEC alleges that Westgate and Nicholson have violated the antifraud provisions of the federal 
securities laws. The SEC is seeking an emergency court order freezing the assets of Nicholson, 
Westgate, and the hedge funds; preventing the destruction of documents; granting expedited discovery; 
and requiring Nicholson and Westgate to provide accountings. Additionally, the SEC seeks preliminary 
and permanent injunctions, disgorgement, and financial penalties against both defendants.  

Click http://www.sec.gov/litigation/complaints/2009/comp20911.pdf to access the administrative action. 

Minnesota Hedge Fund Charged With Fraud (HF & IA) 

2.18.2009 The SEC filed an emergency civil action in the U.S. District Court of Minnesota charging 
Paramount Partners, LP (Paramount), a hedge fund, Crossroad Capital Management, LLC (Crossroad), 
Paramount’s investment adviser, and John W. Lawton (Lawton), who runs Crossroad, with ongoing 
fraudulent conduct. 

The SEC alleges that Paramount is a hedge fund in which approximately 50 to 60 investors, many of 
whom live in Minnesota, have invested as much as $9 million. The SEC stated that Lawton, a resident of 
San Francisco, California, and Crossroad have engaged in a fraud in which they misrepresented 
Paramount’s returns and assets to investors. The SEC further stated that Paramount represented to 
investors that it had produced annual returns of 65% to 19% since 2001. In January 2009, Paramount, 
according to the SEC, sent account statements to investors that reflected investments totaling about 
$17 million as of December 31, 2008. In fact, the SEC stated that Paramount had only $5.3 million of 
assets in its accounts at that time. Furthermore, as of February 13, 2009, the SEC stated that 
Paramount’s assets amounted to less than $2 million, and that defendants withdrew $900,000 in January. 
Finally, the SEC stated that when it requested documents from Paramount to verify claims about its 
assets, Lawton provided account statements showing a false $12 million account balance in a brokerage 
account that had long been closed.  

Click http://www.sec.gov/litigation/litreleases/2009/lr20907.htm to access the administrative order. 

http://www.sec.gov/litigation/complaints/2009/comp20911.pdf
http://www.sec.gov/litigation/litreleases/2009/lr20907.htm
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Robert Allen Stanford Charged With Fraud (IA) 

2.17.2009 The SEC announced that it has charged Robert Allen Stanford and three of his companies for 
orchestrating a fraudulent, multibillion-dollar investment scheme centering on an $8 billion certificates of 
deposit program. Stanford’s companies include Antigua-based Stanford International Bank (SIB), 
Houston-based broker-dealer and investment adviser Stanford Group Company (SGC), and investment 
adviser Stanford Capital Management. The SEC also charged SIB chief financial officer James Davis and 
Stanford Financial Group (SFG) chief investment officer Laura Pendergest-Holt in the enforcement action. 

The SEC alleges that acting through a network of SGC financial advisers, SIB has sold approximately 
$8 billion of CDs to investors by promising improbable and unsubstantiated high interest rates. These 
rates were supposedly earned through SIB’s unique investment strategy, which purportedly allowed the 
bank to achieve double-digit returns on its investments for the past 15 years. 

According to the SEC, Stanford has misrepresented to CD purchasers that their deposits are safe, falsely 
claiming that the bank reinvests client funds primarily in “liquid” financial instruments (the portfolio); 
monitors the portfolio through a team of 20-plus analysts; and is subject to yearly audits by Antiguan 
regulators. Recently, as the market absorbed the news of Bernard Madoff’s massive Ponzi scheme, SIB 
attempted to calm its own investors by falsely claiming the bank has no “direct or indirect” exposure to the 
Madoff scheme. 

The SEC stated that SIB is operated by a close circle of Stanford’s family and friends. SIB’s investment 
committee, responsible for the management of the bank’s multibillion-dollar portfolio of assets, is 
composed of Stanford; Stanford’s father, who resides in Mexia, Texas; another Mexia resident having 
business experience in cattle ranching and car sales; Pendergest-Holt, who prior to joining SFG had no 
financial services or securities industry experience; and Davis, who was Stanford’s college roommate. 

The SEC also alleged an additional scheme relating to $1.2 billion in sales by SGC advisers of a 
proprietary mutual fund wrap program, called Stanford Allocation Strategy (SAS), by using materially false 
historical performance data. According to the complaint, the false data helped SGC grow the SAS 
program from less than $10 million in 2004 to more than $1 billion, generating fees for SGC (and 
ultimately Stanford) of approximately $25 million in 2007 and 2008. The fraudulent SAS performance was 
used to recruit registered investment advisers with significant books of business, who were then heavily 
incentivized to reallocate their clients’ assets to SIB’s CD program. 

Click http://www.sec.gov/litigation/complaints/2009/comp20901.pdf to access the administrative action.  

New York Hedge Fund Adviser Charged With Fraud (HF & IA) 

2.10.2009 The SEC filed a civil injunctive action in the U.S. District Court for the Southern District of New 
York charging Grant Ivan Grieve, Finvest Asset Management, LLC (FAM), and Finvest Fund 
Management, LLC (FFM), with fraud in connection with two hedge funds that they managed and advised, 
Finvest Primer, LP (Primer Fund), and Finvest Yankee, LP (Yankee Fund). The SEC alleges that, in an 
effort to attract and retain investors in Primer Fund and Yankee Fund, the defendants took elaborate 
steps to create the impression of profitable performance that they had not actually achieved. 

Beginning at least as early as mid-2006, Grieve and FAM, according to the SEC, fabricated and 
disseminated financial information for the Primer Fund that was “certified” by two sham professional firms 
that Grieve himself created: a supposedly independent back-office administrator called Global Hedge 
Fund Services (GHFS); and a purportedly independent accounting firm called Kass Roland, LLC (Kass 
Roland). The SEC further alleges that Grieve and FAM sent certain investors a fabricated confirmation by 
GHFS of Primer Fund’s trading operations for fiscal years 2001 through 2005, and sent at least one 
prospective investor financial statements containing a fake Kass Roland audit opinion. According to the 
SEC, Grieve had secretly formed GHFS and Kass Roland—each with fictitious employees, phone 
numbers, Web sites, e-mail addresses, automated voice messaging systems, and physical office 
addresses—as part of an overall effort to deceive current and prospective investors about his investing 
capabilities and track record. 

http://www.sec.gov/litigation/complaints/2009/comp20901.pdf
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The SEC also alleges that Grieve, FAM, and FFM provided current and prospective investors in both 
Primer Fund and Yankee Fund with monthly account statements, newsletters and “fact sheets” that 
materially overstated the funds’ performance and assets. The SEC further states that, beginning in late 
2008, Grieve has been engaging in similar misconduct overseas, including luring new investors and/or 
placating existing European investors with newly fabricated documents. 

The SEC charges all of the defendants with violations of § 17(a) of the Securities Act of 1933, § 10(b) of 
the Securities Exchange Act of 1934 and Rule 10b 5 thereunder, and § 206(4) of the Investment Advisers 
Act of 1940 and Rule 206(4)-8 thereunder. 

Click http://www.sec.gov/litigation/litreleases/2009/lr20893.htm to access the administrative action. 

Speeches & Testimony

Chairman Schapiro Speaks About SEC Initiatives (MF) 

2.6.2009 SEC Chairman Mary Schapiro spoke at the SEC Speaks in 2009 Program in Washington, D.C. 
She began her speech with the following statistics and observations: 

 The SEC’s budget in 1994 was $260 million, less than one-third of what it is today ($906 million).  

 The World Wide Web was still being developed, the SEC hadn’t yet put up a Web site, and EDGAR 
had just become operational.  

 The SEC initiated 497 actions in her last full year as Commissioner, compared to 671 actions last 
year.  

 U.S. mutual fund assets, which totaled $2 trillion in 1994, have grown to nearly $10 trillion today.  

She next reviewed the following goals of the SEC: 

 Bring transparency and accountability to all corners of the marketplace; 

 Vigorously prosecute those who have broken the law and cheated investors; and 

 Modernize our country’s regulatory system to match the realities of today’s global, interdependent 
markets. 

She noted that one of her first actions was to end the SEC’s two-year “penalty pilot” experiment, which 
had required the Enforcement staff to obtain a special set of approvals from the SEC in cases involving 
civil monetary penalties for public companies as punishment for securities fraud. 

Another immediate change she was putting in place to bolster the SEC’s enforcement program was to 
provide for more rapid approval of formal orders of investigation—the permission slips given out by the 
SEC that allow SEC staff to use the power of subpoenas to compel witness testimony and the production 
of documents. 

She concluded by listing the following other priorities: 

 Improving the quality of credit ratings by addressing the inherent conflicts of interest that credit rating 
agencies face as a result of their compensation models and limiting the impact of credit ratings on 
capital requirements of regulated financial institutions. 

 Reducing systemic risk to investors and markets by promoting—and regulating appropriately—
centralized clearinghouses for credit default swaps. 

 Strengthening risk-based oversight of broker-dealers and investment advisers. 

http://www.sec.gov/litigation/litreleases/2009/lr20893.htm
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 Improving the quality of audits for nonpublic broker-dealers and promoting the safe and sound 
custody of customer assets by any broker-dealer or investment adviser. 

Click http://www.sec.gov/news/speech/2009/spch020609mls.htm to access her speech.  

Miscellaneous

Robert Khuzami Named Next SEC Director of Enforcement (HF, IA & MF) 

2.19.2009 Former federal prosecutor Robert Khuzami has been named Director of the Division of 
Enforcement. Previously, Mr. Khuzami served as a federal prosecutor for 11 years with the 
U.S. Attorney’s Office for the Southern District of New York. As Chief of that Office’s Securities and 
Commodities Fraud Task Force for three years, Mr. Khuzami prosecuted numerous complex securities 
and white-collar criminal matters, including those involving insider trading, Ponzi schemes, accounting 
and financial statement fraud, organized crime infiltration of the securities markets, and IPO and 
investment adviser fraud. Mr. Khuzami, 52, most recently served as General Counsel for the Americas at 
Deutsche Bank AG, since 2004. In that role, he supervised more than 100 lawyers supporting the bank’s 
various businesses in the Americas, and oversaw Americas-based litigation and regulatory enforcement 
actions. From 2002 to 2004, he served as Global Head of Litigation and Regulatory Investigations for the 
bank. 

Mr. Khuzami served as a law clerk for the Honorable John R. Gibson of the U.S. Court of Appeals for the 
Eighth Circuit in Kansas City, Mo. He received his J.D. from Boston University School of Law and 
graduated magna cum laude from University of Rochester, where he was elected to Phi Beta Kappa. 

Click at http://www.sec.gov/news/press/2009/2009-31.htm to access the release announcing the 
appointment. 

David Becker Named General Counsel and Senior Policy Director of SEC (HF, IA & MF) 

2.6.2009 David M. Becker was named the next SEC General Counsel. He will also have the title of Senior 
Policy Director.  

Mr. Becker previously served as SEC General Counsel from January 2000 to May 2002, after joining the 
SEC staff as Deputy General Counsel in 1998. He will again serve as the SEC’s chief legal officer and 
additionally as the senior staff person responsible for coordinating development and implementation of 
SEC policies.  

Mr. Becker, 61, comes to the SEC from Cleary Gottlieb Steen & Hamilton LLP, where he was a partner in 
the firm’s Washington, D.C., office. During his previous tenure at the SEC, when Mr. Becker was 
appointed General Counsel by then-SEC Chairman Arthur Levitt, he helped shape most of the SEC’s 
major policy and regulatory initiatives in those years. He counseled the SEC on virtually every matter that 
came before it.  

Mr. Becker began his legal career as law clerk for the Honorable Harold Leventhal of the Court of 
Appeals for the District of Columbia and for Associate Justice (Retired) Stanley Reed of the U.S. 
Supreme Court. He is a graduate of Columbia College and Columbia Law School, where he was editor-
in-chief of the Columbia Law Review.  

Click http://www.sec.gov/news/press/2009/2009-20.htm for the press release. 
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