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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

SECURITIES AND EXCHANGE COMMISSION, -

Plaintiff,

-against-

ARAGON CAPITAL MANAGEMENT, LLC,
ARAGON PARTNERS, LP, ZVI ROSENTHAL,
AMIR ROSENTHAL, AYAL ROSENTHAL,
OREN ROSENTHAL, DAVID HEYMAN,
HEYMAN & SON INVESTMENT
PARTNERSHIP LP, YOUNG KIM,

and BAHRAM DELSHAD,

Defendants,
and
EFRAT ROSENTHAL and RIVKA ROSENTHAL,

Relief Defendants.

COMPLAINT

Plaintiff Securities and Exchange Commission (the “Commission™) alleges the

following against Defendants Aragon Cdpital Management, LLC (“Aragon Capital”),

Aragon Partners, LP (“Aragon Partners”), Zvi Rosenthal (“Zvi”), Amir Rosenthal

(“Amir”), Ayal Rosenthal (“Ayal”), Oren Rosenthal (“Oren™), David Heyman

(“Heyman”), Heyman & Son Investment Partnership, LP (“Heyman & Son”), Young




Kim (“Kim”), and Bahram Delshad (“Bahram”) (collectively, the “Defendants™), and |
against Efrat Rosenthal (“Efrat”) and Rivka Rosenthal (“Rivka”) (collectively, the
“Relief Defehdants”): |
SUMMARY
1. This case involves a brazen scheme of serial insider trading orchestrated
by a father and his sons which netted them, their friends, and other relatives at least $3 7
million. From at least 2001 'through N’oVember’ 2005 (the “Relevant Period™), the father,
Zvi, a former senior manaiger at Taro Pharmaceutical Indﬁstries, Ltd. (“Taro™),
systematically stole, on at least 13 occasiQns, material, nonpublic information from Taro,
traded on it in some instances, and provided it, directly or indirectly, to his sorrs: Amir, an
attorney formerly associated with a large law firm, headquartered in New York; Ayal, an
accountant formerly associated with PricewaterhouseCoopers (“PwC”); and Oren, an
attorney formerly associated with a »Iarge. 1a{& firm, headquarfered in Los Angeles, eac‘h-of
whom traded on the information. The scheme grew to include other relatives and friends,
_ with Amir passing along tips about Taro to his father-in-law, Bahram,; his friend Heyman,
who was employed by Ernst & Young (“E&Y™); and Kim, his supervisor at Amir’s law
firm. Appendix A, attached hereto, illustrates the flow of inside information amorlg the
~ Defendants. | |
2. In addition to buying and selling Taro stock, the Defendants used the

stolen nonpublic material information to purchase or sell soﬁhisticated options contracts

that were designed to capitalize on stock price movements, but which would more easily
| escape detection than purchasing or selling stock. Through stratégic but frequent options

trading, the Defendants gamered significant gains (or avoided significant losses).



3. As the scheme progressed, Amir created a vehicle through which his
family could trade on Taro’s nonpublic information without detection. In 2003, Amir
created a hedgé fund, Aragon Partners, and its investment advisér, Aragon Capital, to
pool money from family members to trade in Taro securities. Through Aragon Partners,
the Rosenthal Defendants were able to obscure their identities, further distancing
themselves from Zvi, the source of their inside information at Taro. Amir also traded in
his wife’s brokerage account to avoid assomatlon of his trading w1th Zvi.

4. In its later stages, certain of the Defendants broadened the scheme to
include trading on nonpublic information stolen from entiﬁes other than Taro. On at least
two occ_:asions,'Ayal and Heyfnan misapprdpriated material, nonpublic information |
concerning impending mergers (that ultimately never materialized) from their respective
employers, PwC and E&Y, and b.tipped Amir with the information. Amir then traded lon‘
it. Amir also tipped Kim with the informa_tion from Ayal aﬁd,Heyman, _ahd Kim traded -
on the information. | | |

5. By this dction, the Commission seeks, among other things, an order |
providing for: permanent injunctive relief against all of the Defendants, the disgorgement
of all profits and losses avoided from the unlawful insider trading activity set forth
dherein, plus’ prejudgment interest, and cix./ill monetary penalties; and disgorgement of all
ill-gotten gains and losses avoided by every Relief Defendant as a result of the insider
trading activity set forth herein.

JURISDICTION AND VENUE
6. - The Commission brings this action pursuant to the authority conferred

upon it by Section 20(b) of the Securities Act of 1933 (“Securities Act”), 15 U.S.C. §



77t(b), and Section 21(d) of the Securities Exchange Act of 1934 (“Exchange Act”), 15

- U.S.C. § 78u(d), for permanent injunctive relief against the Defendants, from‘engaging in
the transactions, acts, practices, and courses of business alleged in thisv Complaint and for
civil penalties pursuant to Sectior_l 21(dj of the Exchange Act, 15 U.S.C. § 78u(d)(3). The
Commission also bringe this action pursuant to Section 21A of the Exchange Act, 15
U.S.C. § 78u-1, for civil penalties against the Defendants under the Insider Trading and

| Secuntles Fraud Enforcement Act of 1988 In addition, the Commission seeks an order
barring Zvi from acting as an officer or director of any issuer that has a class of securities
registered pursuant te Section 12 .of the Exchange Act, 15 U.S.C. § 781, or that is
required to file reports pursuant to Section 15(d) of the Exchange Act, 15U8.C. §
780(d), pursuant to Seetion 21(d)(2) of the Exchange Act, 15 U.S.C. §_ 78u(d)(2), and for
such other relief as the Court may deem apprepriate.

7. Venue lies in this Court pursuant to Sections 20(b) and 22(a) of the -
Securities Act, 15 U.S.C. §§ 77t(b) 77v(a), and Sections 21(d), 21A, and 27 of the
Exchange Act, 15 U.S.C. §§ 78u(d), 78u-1, 78aa. Certain of the acts, practiees,
transactions and courses of business alleged herein occurred Withiﬁ»the Southern District
of New York, and Amir, Ayal, Kim and Heyman lived and worked within this District.
Several of the communications between'a.nd among the Defendants were made from or
within this District and several of the trades were placed from the offices of Amir, Kirﬁ,
Ayal and Heyman within this District.

8. Defendants, direetly or indirectly, have made use of the means or

instrumentalities of interstate commerce, or of the mails, or the facilities of a national



securities exchange in connection vﬁth the transactions, acts, practiees and courses of
| business alleged he.reinr.' |
DEFENDANTS
9. Zvi, age 62, resides in Tenafly, New Jersey. Zvi is married to Rivka and
is the father of Aldir, Ayal, Oren, and Efrat. Zvi was elﬁployed by Taro from 1994 to
February 2006. From 1994 to 1997, Zvi worked at Taro Israel as. Assistant to the Senidr
Vice President and Chief Operating Officer of Taro Isfael, end supervised production at
Taro Israel’s Haifa, Israel plant. In 1997, he moved to Taro USA and began coordinating
all of Taro’s manufacturing worldwide as Taro’s Vice President of Materials
Management and Logistics. in 1998, the United States Attorney’s Ofﬁce for the Eastern
" District of New York charged Zvi with making falee claims to the United States
Department of Defense in vieiation of 18 U.S.C. § 267 in connection with Zvi’s work |
(prior to joining Tare) as Operations Manager at Isratex, Inc.; a company that |
manufactured military uniforms and clothing under codtraCt with the United States.
military. On April 14, 2000, Zvi pleaded guilty to a single felony count of felse claims in
- violation of 18 U.S.C. § 267. He was fined $20,000 and sentenced to three years’
probation, including six months of hoﬁe_conﬁnement with electronic monitoring,
although he was permitted to continue working at Taro. Dﬁring the Relevant Period, Zvi
engaged in certain of the transactions referenced herein through his Ameritrade account.
10. Amir, age 29, resides in New York, New York. Amir is _Zvi’s middle
son. Amir graduated from New York University School of Law in 2004, ahd was |
' admitted to the New York Bar in 2006. Amir was the mahaging member of Aragon

Capital, the investment adviser to Aragon Partners, the Rosenthal family hedge ﬂmd, and



trarded for the benefit of himself and his famlly in the »Aragon Partners’ brokerage
account. In September 2004, Amir was hired as an associate in the Structured Finance
group at a large law firm headquartered in New York, New York. Dunng the Relevant
Period, Amir made certain of the transactions referenced herem through three accounts:
() h1s Custodial Account at Brown & Co., an account originally set up for him by his
father, Zvi; (ii) his Ameritrade account; and (jii) his wife No ga Delshad’s ('“Noga”)‘
Ameritrade account;

11. Ayal, age 26, resides in New York, New York. Ayal is ZVi’s youngest
son. Ayal graduated from Rutgers College with a bachelor’s degree in management in
2001, and began working as an Associate at PwC. In 2002, he received a Masters degree
in accounting from the University of Texas (Austin) while working at PwC. Ayalisa
licensed Certiﬁed Public Accountant. In the spring of 2005, he moved from PwC’s Audit
Services Group into the Transac,tien Services Group. As an employee of PwC, Ayal
owed contractual, ﬁduciary and other duties of trust and confidence to PwC. Asa C_PA,
Ayal held a professional dhty to maintain the eonﬁdentiality of his clients’ information.
Ayal resigned from PwC on May 4,2006. During the Relevant Period, Ayal made _
certain of the trades referenced herein through Ayal’s. Custodial Account at Brown &

| Co., and through his Ameritrade account.

12 Oren, age 31, resides in Los Angeles, California. Oren is Zvi’s eldest
son. Oren graduated from the Uhiversity of Southern California Law School in 2003 and
began working as a litigation associate with the New Yorh office of a large law firm
headquartered in Loe Angeles, California. He was admitted to the New York Bar in

2004. In December 2005, Oren transferred to the law firm’s Los Angeles office, where



he worked on general éommercial litigation, white collar criminal defeﬁse, and internal
investigations until he resigned in January 2007. He was admitted to the bar of California
inJ uﬁe 2006. During the Relevant Period, Oren made Certgin of the trades referenced
herein through his Custodial Account at Brown & Co. and through his Ameritrade

» account.

13. Heyman, age 29, resides in New York, New York. Heyman graduated.
from Rutgérs College in 1999 and immediately began working at E&Y as an entry-level
auditor. While working at E&Y, Heyman obtained a Masters in Accounting from the
University of Virginia, and became a licensed Certified Public Accountant in 2003; As
an employée of E&Y, Heyinan owed contractual, fiduciary and oither duties of tru-st and
confidence to E&Y. AsaCPA, Heyman held a professional duty to maintain thé
confidentiality of his clients’ information. Heyman resigned from E&Y on J anuary 27,
2006. At the time he left, 'He}"man was a Senior Manager in the On-Call Consulting
Groﬁp. During th¢ Relevant Peﬁod, Heyman made certain of the transactions referenced
herein through his Amen'trade account, and through his Heymaﬁ & Spn accbﬁnt |
described below.

14. Kim, age 34, resides in Union City, New Jersey. Kim graduated from
Cornell University School of Law in 1998 and; in 2000, began working at the New York-
based iaw firm where Amir later worked. He wés admitted to the New York Bar in 2000.
-In 2002, he fransferréd to the firm’s Struéturgd Finance Group where he is currently
employed. From approximately September 2004 until June 2006, Kim supervised Amir.

| During the Relevant Period, Kim made certain of the fraﬁsactions rgfereﬁced herein»

through his Ameritrade account.



15. Bahram, age 56,l resides ‘in Englewood Cliffs, New Jersey. .Bahram, a
retired jewelry éhop owner, is Amir’s father-in-law. During the Relevant Period, Bahram
made certain of the trades through his Ameritrade brokerége account.

16. Aragon Capital is a Delaware limited liability company set up by Amir
in 2003 to act as the General Partnef of, and investment adviser to, Aragon Partners.

17. Al_'agon, Partners is a Delaware limited pannership set up by Amir in
2003 as a hedge fund, and the vehicle through which he piaced illicit trades using stolén
Taro nonpublic information. Amir, Oren, Ayal, Efrat and Rivka each are limited partners
in Aragon Partners and eéch has a 20% ownership stake: Aragon Paﬁners was funded by
transfers from each of Zvi’s children’s Custodiél Accounts, énd by separate deposits from
each of the limited partners. Amir made many of the illicit trades described below
through Aragon Partners’ CyberTradef,. Inc. account.v In all of the trades executed by
Amir in the Aragon Partners” account; he acted as the managing membér of Aragon
Capital. |

-18. - Heyman & Son is a lirﬁited .partnershjp and hedge fuﬁd formed by
Heyman in 2005 and ﬁlnded with mOney from Heyman,’s family. Heyman is the General
* Partner and his father is fhe oniy limited pé.rtner. During the Relevant Period, Heyman
made certain of the trades referenced herein through Heyman & Son’s &neritfade
brokerage account. |

RELIEF DEFENDANTS

19. Efrat, age 24, resides in Tel Aviv, Iérael. She is Zvi and Rivka’s

'daughter and is a limited partner in Aragon Partners. Efrat received a distribution of ill-

gotten gains from Aragon Partners in approximately May 2005. In addition, during the



Relevant Period,. Amir made certain of thé transactions referenced herein through Efrat’s
Cuétodial Account at Brown & Co.

20.- Rivka, age 60, resides in Tenafly, New Jersey. She is Zvi’s wife, the
mother of Amir, Oren, Ayal and Efrat, and a limited partner in Aragon Partners. She
reée_ived a distribution of ill-gotten gains from Aragon Pé.rtners in approximately May
2005.

'RELEVANT ENTITY

21. Taro is an Israeli corporation With its principal place of business in
Yakum, Israel. Taro develop’s, manufactures, and markets generic prescription and over-
the-couhter pharmaceutical products, and acﬁve phannéceutica’l ingredients, primarily in
the United States, Canada, and Israel. Taro earns most of its profits from sales in the
United States market. Taro USA is a United States-based, wholly owned subsidiary of
Taro operating in Hawthorne, New York. At all times during the Relevant Period, Taro’s
shares were registered under Section 12(g) of the Securities Exchange Act of 1934
| and quoted on the Nasdaq National Market uﬁder the syinbOl TARO. At all times during

the Relevant Period, Taro was a foreign private issuer and filed Forms 20-F annually.



FAC_‘TS

22. Throughout the Relevant Peried, thevDefendants stole material,
nonpublic information and traded on it. The Defendants used information stolen from
Zvi’s employer, Taro; Ayal’s employer, PwC; and Heyman’s employer, E&Y.
A. The Taro Insider Trading Scheme

| Zvy’s Access to Information at Taro

23. During the Relevant Peried, Zvi was employed at Taro as Vice President
of Materials Management and Lo gistice. In that position, he wae responsible for the
manufacture and dfstribution proeess of all of the prodncts Taro sells, including raw
material procurement,v inventory managemeni, and production scheduling. To coordinate
Taro’s nroduction and distribution, anci ensure that Taro matched product demand with
production and inventery levels, Zvi had acc'ess.to daﬂy electronic sales and order data
for the U.S. market (“Sales Reports™). In 2001 , he participated in daily sales data
meetings (“Daily Meetings”). Because Zvi had real-time access to Taro’s eales data; he
had early knowledge of the company’s earnings prospects.

24. Zvi’s production and distribution responsibilities also required that he be
. alerted to the progress of applications Taro had made to the U.S. Food & Drug
Administration (“F DA”) for approval of new products Taro wished to market. Zvi was a
-~ member of Taro’s Producf Launch Comnﬁttee (“PLC”»). The PLC met weekly to discuss
the status of various FDA approval pfocesses, and coordinated production of new |
products in the FDA pipeline with Zvi, so that he could coordinate production of batches
for the FDA and ultimately ensure rapid initial distribution of the product on the day Taro

obtained FDA approval. Zvi also met regularly with Taro’s Director of Regulatory

10



Affairs, who would provide Zvi with the company’s changing estimates of expected FDA
approval for each pending drug or product so that Zvi couid begin drug;r productio.n‘ as
approval neared.

25. Zvi’s position gave him access to Taro’s most significant nonpublic
information:" financial information, including current sales and earnings proj ectioné, and
FDA approval of new products. Beginning in 2001, Z\ﬁ passed that information on to his
sons, and he, they and their friends, traded on it.

Taro’s Trading and Confidentiality Policies

26 Throughout the Reléva.t_lt Period, Taro’s “Statement of Policy
Concerning Trading in Securities of the >Company” (the “Trading Poiicy”) prohibited Zvi
or aﬁy member of his family from trading in Taro securities during spec.iﬁc periods
before and after public earnings announcements (the “Blackout Period”). Taro’s Trading
Policy prohibited directors, officers, and employees of Taro (and eaéh of their husbands,

- wives, parents, and children) from trading Taro securities at any time, except duringa
ten-day §vindow each quarter beginning the third business day after Taro publicly
annouﬁced its cjuarterly financial results, and ending the thirteenth business day following
the announcement. Virtually all of thé Rosenthal .Defe.ndants’ trades prior to .Taro’s
earnings announcements violated Taro’s Trading Policy.

217. Throughout the Relevant Period, Taro’s Discldsure Policy stated that
“employees, officers and directors must not discuss confidential, nonpublic information
about [Taro] with anyone outside [Taro].” In its Trading Policy, Ta.ro similarly

prohibited directors, officers and employees from “disclosing, or otherwise passing onto
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anyone any information éoncernjng [Taro] and its plans and pfosp'ects of which [the
directors, ofﬁces and émployees becéme] éware thrqugh [their] work or otherwise.”
28. | From approximately May 2001 through November 2005, the Defendants
- engaged 1n a scheme to profit from trading Taro securities in advance of Taro
announcements concerning five FDA épprovals of vnew dfugs or products and eight Taro

- earnings announcements, yielding more than $3.7 million in illicit profits and avoided

losses:
| Date Announcement ' Total
' ’ ' Profits/
Losses
: _ Avoided
May 29, 2001 FDA Approval of CB Cream $121,335
July 19, 2001 Earnings Announcement $231,702
- | October 18, 2001 Earnings Announcement $188,898
| November 26, 2002 FDA approval of Econazole Nitrate $33,233
o Cream 1% |

February 20, 2003 Earnings Announcement $36,481
| April 16, 2003 Earnings Announcement $20,869
| April 29, 2004 - | Earmings Announcement $5,411
| July 29, 2004 Eamings Announcement '$1,536,120
August 20, 2004 FDA Approval of Loratadine Syrup | - $56,231
March 2, 2005 FDA Approval for Miconazole Nitrate $340,576

‘Vaginal Cream, 4% '
April 14, 2005 FDA Approval for Ciclopirox Olamine | $292,983

| Cream E .

April 26,2005 - Earnings Announcement $132,486
November 17, 2005 | Earnings Annouricement _ $750,922
Total Trading Profits and Losses $3,747,247
Avoided ' ' :

29.  Three detailed examples of the Defendants’ insider trading in Taro
securities are described below. The remaining announcements are described in

chronological order.
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November 17, 2005 Eafnings Announcement
30. At 7500 a.m. on-November 17, 2005, Taro announced its earnings for the
third quarter of 2005. They fell short of market analyst expectations, with Taro reporting
third quarter sales of $72.5 million and net income of $2.1 million, or $0.07 per share,_.
47% low;:r than the $4.0 million Taro reported during the third qﬁa.rter 0f2004. This
information was material. | |
| 31. A month earlier, on October 10, 2005, Taro responded to inquiries from
investors, analysts and reporting agencies by publicly annouﬁcing that it would release its
_quarterly earnings results in early N_ovembef 2005. On October 17, Taro’s finance
department generated the first draft of consolidated -third quarter financial results. On
Novembér 8, Taro issued a pfess release announcinlg that it would not release third
quarter earnings until November 17, 2005. By virtué of his access _to‘dal'i‘ly Sales Reports, |
Zvi knew that the company’s sales levels were low qorripared witﬁ previous quarters, and
understood the impact that would have on Taro’s earnings.‘ |
32. During the time preceding Taro’s earniﬁgs announcement for the third

quarter of 2005, Zvi cominuniéated regularly, directly or indirectly? Withv Amir, Oren, and -
Ayal, and provided them with the material, nonpublic informa_tion he possessed‘
concerning Taro’s quarterly results. Amir passed the tip to Heyman and Kim. As a result
of .the information Zvi supplied, Amir, Oren, Ayal, and Heyman liquidated bullish
ﬁositions they had previoﬁsly established in Taro stock of options, ;md established a
bearish strategy, using the knowledge that the price of Taro stock or options wéuld '
decline after release of Taro’s weak 2005 third quarter earnings. Defendants made the

following trades surroundihg the November 17, 2005 earnings announcement:

13



