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Plaintiff, : S
CIVIL ACTION

v DOCKETED ™=No-
sep 15 2000 JUDGE LEINENWERE

JESSE HOGAN,

I MAGISTRATE _
Defendant. .. GERALDINE SOA#%ggst

COMPLAINT FOR TEMPORARY RESTRAINING ORDER,
PRELIMINARY AND PERMANENT INJU NCTION, AND
OTHER EQUITABLE RELIEF

Now comes the Plaintiff, United States Securities and Exchange Commission

(“Commission™), and alleges as follows:

NATURE OF THE COMPLAINT . '

1. Defendant Jesse Hogan (“Hogan™) used spam Internet message board
postings and e-mails to conduct at least five “pump anci dump” stock price manipulations
from at least July 21 through August 22, 2000. In a pump and dump manipulation, the
manipulator acquires publicly traded stock then puts out false information to pump up the
perceived value of the stock and, finally, dumps his stock into the artificially inflated
market that he created.- For each pump and dump manipulation, Hogan has used the same
technique. He targeted a company with common stock quoted on the Nasdaq OTC
Bulletin Board (“the targeted company™). Prior to the pump of the targeted company,

Hogan accumulated a position in the company’s stock. Hogan then, after the close of the
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market and through the opening of the market the following trading day, used a variety of
alias screen names to post hundrgds of messages about the targeted company on Internet
~ message boards and sent numerous e-mails with the identical message. The postings and
e-mails falsely claimed that a well-known “blue chip” company would soon acquire the
outstanding stock of the targeted company at a substantial premium over its current
market price. Predictably, the postings and e-mails prompted a surge in the price and
volume of the targeted company’s stock. Hogan then liquidated his posifion, selling into
the buying surge he created. Hogan has realized at least $42,750 in illicit préﬁts from his
scheme. Hogan’s scheme has also caused investors to suffer potential losses of
approximately $931,000.

2. Hogan, by manipulating the price of at least five publicly traded stocks,
has violated Section 10(b) of the Securities Exchange Act of 1934 (“Exchange Act™) [15
'U.S.C. §78j(b)] and Rule 10b-5 thereunder [17 C.F.R. §240.10b-5]. Given that Hogan
has already engaged in at least five such pump and dump manipulations since late July,
there is a reasonable likelihood that, unless enjoined, he will continue to engage in
transactions, acts, practices and courses of business the same as or similar to those set
forth above.

JURISDICTION AND VENUE

3. The Court has jurisdiction of this action pursuant to Section 27 of the
Exchange Act [15 U.S.C. §78aa).
4. The Commission brings this action pursuant to Section 21(d) and 21(e) of

the Exchange Act [15 U.S.C. §§78u(d) and 78u(e)]. Investors harmed by Hogan’s
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fraudulent conduct are Iocafed throughout the United States, including in the Northern
District of Illinois.
5. Hogan, directly and indirectly, has made, and is making, use of the mails,

and of the means and instrumentalities of interstate commerce, in connéction with the
transactions, acts, practices and courses of business alleged in this Complaint.

THE DEFENDANT

6. Jesse Hogan is 24 years old and resides at 4665 Grafton Street, Burnaby,
British Columbia, V5H 1M3, Canada. Hogan has identified himself, in securities trading
account opening documents, as a sorter for a delivery service and a salesperson for a tool
store in Burnaby, British Columbia.

THE FACTS

A. Overview of Hogan’s Scheme

7. From at least July 21, 2000 through August 22, 2000, Hogan has
orchestrated at least five pump and dump manipulations using the Internet. For each
pump and dump, Hogan utilized the same technique. Prior to the pump, he used a
brokerage account at TD Waterhouse Investor Services (Canada) Inc. (“TD Waterhouse
(Canada)”) to accumulate a position in the stock of the targeted company. Then, during
the period from the close of the market through the opening of the market the following
trading day, Hogan sent out spam Internet message board postings and e-mails clé.iming '
that a well-known company would soon acquire the outstanding stock of the targeted
company at a substantial premium over its current market price. A message board is an

Internet forum where Internet users have discussions and exchange information by



posting messages to the message board. “Spam” refers to a singie message that is sent, at
or about the same time, to either: (1) multiple Internet message boards or news groups; or
(2) multiple e-mail addresses. For the spam postings, Hogan has used between four and
eight screen names and posted hundreds of messages on hundreds of Yahoo! Finance,
Raging Bull, Inc. (“Raging Bull”) and Silicon Investor message boardé. At the same time
that he posted these messages, Hogan sent spam e-mails containing the same false
message, designating the e-mails “From: ‘Jesse Hogan’ <jhogan007@home.com>.”
After the market opened, Hogan posted additional messages on Internet message boards
meant to create the appearance of an ongoing conversation amoﬁg investors about the
targeted company’s stock. Hogan’s spam Internet postings and e-mails caused the
targeted company’s stock price and volume to increase sigﬁiﬁcantly on the trading day
after the spams. Once the price of the stock began to increase, Hogan sold off his shares
for a profit. Altogether, Hogan made at least $42,750 in illegal profits from his scheme.

B. The Astrocom Pump and Dump

8. Hogan began his scheme by acquiring a substantial position in Astrocom
Corporation (“Astrocom”) stock. Hogan started accumulating shares of Astrocom on
July 18, 2000. Prior to the pump, he bought 25,000 shares of Astrocom. He purchased
the shares between $0.437 and $0.468 per share, paying a total of $11,260.16.

9. After the market closed on Thursday, July 20, Hogan unleashed an
Internet message board and e-mail campaign to pump up Astrocom’s stock price. Using
previously created alias screen names, Hogan posted 438 identical messages on hundreds

of Yahoo! Finance message boards. The message header stated, “JDSU to acquire
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ATCC (NASDAQ:OTCBB)”(bold in original). JDSU is the ticker symbol for JDS
Uniphase Corporation (“JDS Uniphase™) and ATCC is the ticker symbol for Astrocom.
Hogan made the following statements in the content of the message that were designed to

attract investor interest:

. JDS Uniphase “is reportedly acquiring™ all of Astrocom’s outstanding
shares for $7.00 cash per share;

o Astrocom “is highly likely to be acquired due to consolidation in the
broadband, wireless, and fibre optic networking industry;” and

. “Sources close to the deal were not available for comment.”

10. In addition, after the market closed on Thursday, July 20, Hogan posted
virtually the same message under an alias screen name on the Silicon Investor “THE
GOLDEN LISTS” message board.

11.  Hogan then continued his effort to pump up the value of Astrocom stock.
He sent out e~mails containing the same message as the spam postings at around the same
time as he made the postings. After the market opened on Friday, July 21, he also posted
a message on at least one Silicon Investor message board. This post had a positive tone,
reported the price increase for Astrocom stock, and was meant to create the appearance of
an ongoing coqversation among investors about Astrocom stock.

12. Hogan’s numerous Internet postings and e-mails contained false and
misleading information about Astrocom. JDS Uniphase had no imminent plans to
acquire Astrocom, or even to enter into any type of strategic relationship with Astrocom.

13. Hogan knew or was reckless in not knowing that his Internet postings and

e-mails were false. He had no reason to believe that the statements contained in his
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postings had any factual support. Further, Hogan was strategically positioned to profit
from the false postings and e-mails, and did so. Hogan also was careful to conceal his
identity through the use of multiple Internet aliases.

14. Hogan cashed in on the demand for Astrocom stock created by his Internet
campaign. The false Internet postings and spam e-mails precipitated a buying surge in
Astrocom. By 10:10 a.m. EDT on Friday, July 21, the price for Astrocom stock rose
from a closing price of $0.4925 on Thursday to $1.53125 per share, an increase of 211
percent. Further, more than 1,624,700 shares of Astrocom traded on July 21, which was
approximately 2,556 percent greater than the previous day’s volume. Other than the false
and misleading postings, there was no other significant news item, press release or other
publicly disseminated corporate information relating to Astrocom that could explain the
spike in trading. Hogan sold all of his Astrocom position on Friday, July 21, at prices
ranging between $0.718 and $1.495 per share, and realized $12,158.85 in profits. By
Monday, July 24, Astrocom’s stock price returned to a $0.50 to $0.60 per share price
range.

C. The MicroTel Pump and Dump

15.  Hogan began to accumulate shares of MicroTel International, Inc.
(“MicroTel”) (ticker symbol MCTL) on July 24, 2000. Prior to the pump, he bought
20,000 shares of MicroTel. He purchased th;: shares between $0.529 and $0.550 per
share, at a total cost of $10,861.52

l6.  After the market closed on Wednesday, July 26, Hogan began his full-

scale Internet message board and e-mail campaign to pump up MicroTel’s stock price.
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Using previéusly created alias screen names, Hogan posted 468 copies of the identical
message on numerous Yahoo! Finance message boards. The message header stated,
“MCTL to be acquired very soon” (bold in original). In the body of the message, Hogan
made the following statements :

. MicroTel was likely to be acquired for a miniinum_ of $5 per share
“according to our sources close to the company;” and

. The companies likely to acquire MicroTel were Lucent Technologies, Inc.
(“Lucent”) or F5 Networks, Inc. (“F5 Networks™).

17. Hogan, after the market closed on Wednesday, July 26, posted virtually
the same message under an alias screen name on at least two Silicon Investor message
boards.

18. Hogan then continued his effort to pump up the value of MicroTel stock.
He sent out e-mails containing the same message as the spam postings at around thé same
time as he made the postings.

19. Hogan’s numerous Internet postings and e-mails contained false and
misleading information about MicroTel. MicroTel, at the time of the spam e-mails and
postings, was not aware of any plans by Lucent or F5 Networks to acquire MicroTeI.

20.  Hogan knew or was reckless in not knowing that his Internet postings and
e-mails were false. He had no reason to believe that the statements contained in his
postings had any factual support. Further; Hogan was strategically posifioned to profit
from the false postings and e-mails, and he did so. Hogan also was careful to conceal his

identity through the use of multiple Internet aliases.
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21. Hogan cashed in on the surge in demand created by his Internet campaign.
The false Internet postings and spam e-mails precipitated a buying surge in MicroTel. By
10:55 a.m. EDT on Thursday, July 27, the price for MicroTel stock rose from a closing
price of $0.515625 on Wednesday to $.875 per share, an increase of 70 percent.
Moreover, 925,100 shares of MicroTel stock traded that day, which was more than a
2,265 percent increase from the previous day’s volume. Other_than the false and
misleading postings, there was no other significant news item, press release or other
publicly disseminated corporate information relating to MicroTel that could explain the
spike in trading. Hogan sold his entire position in MicroTel stock on Thursday, July 27,
at prices ranging between $0.718 and $0.812 per share, and realized $3,674.68 in profits.
By the end of that Thursday, MicroTel’s stock price closed at $0.625.

D; The AM Communications Pump and Dump

22.  Hogan started accumulating shares of AM Communications, Inc. (“AM
Communications™) (ticker symbol AMCM) on July 27, 2000. Prior to the pump, he
bought 27,000 shares of AM Communications. He purchased the shares between $0.562
and $0.625 per share, for a total cost of $16,097.28.

23.  Hogan began his full-scale Internet message board and e-mail campaign to
pump up AM Communications’ stock price on Sunday, July 30. Using previously
created alias screen names, Hogan posted 468 copies of the identical message on
numerous Yahoo! Finance message boards. The message header stated, “MOT, HLIT
likely to buyout AMCM.” MOT is the ticker symbol for Motorola, Inc. (“Motorola™) and

HLIT is the ticker symbol for Harmonic, Inc. (“Harmonic™). In the body of the message,
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Hogan said that Motorola or Harmonic was likely to acquire AM Communications for
approximately $8 per share.

24.  Hogan, also on July 30, posted virtually the same message under an alias
screen name on at least two Silicon Investor message boards.

25.  Hogan then continued his effort to pump up the value of AM
Communications stock. He sent out e-mails containing the same message as the spam
postings at around the same time as he made the postings. After the market opened on
Monday, July 31, he also posted a number of messages under an alias screen name on at
least one Silicon Investor message board. These posts had a positive tone, predicted price
increases for AM Communications stock, and were meant to create the appearance of an
ongoing conversation among investors about AM Communications stock.

26.  Hogan’s numerous Internet postings and e-mails contained false and
misleading information about AM Communications. AM Communications was not
aware of any plans by Motorpla or Harmonic to acquire AM Communications.

27.  Hogan knew or was reckless in not knowing that his Internet postings and
e-mails were false. He had no reason to believe that the statements contained in his
postings had any factual support. Further, Hogan was strategically positioned to profit
from the false postings and e-mails, and he did so. Hogan also was careful to conceal his
identity through thé use of multiple Internet aliases.

28. Hogan cashed in on the buying surge created by his Internet campaign.
The false Internet postings and spam e-mails precipitated strong demand for AM

Communications stock. By 1:12 p.m. EDT on Monday, July 31, the price for AM
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Communications stock rose from a closing price of $0.625 on Friday, July 28, 2000 to
$1.15625 per share, an increase of 85 percent. Moreover, AM Communications’ volume
for the day was 619,200 shares, an increase of more than 725 percent from fhe previous
Friday’s volume. Other than the false and misleading postings, there is no other
significant news item, press release or other publicly disseminated corporate information
relating to AM Communications that could explain the spike in trading. Hogan sold most
of his AM Communications shares on Monday, July 31, at prices ranging between $0.69
and $1.062 per share. Hogan sold his remaining AM Communications shares on |
August 1, at prices ranging from $0.875 and $0.95. Hogan realized $5,524.75 in profits.
By the end of that Thursday, AM Communications’ stock price closed at $0.625. |
Thereafter, the price of AM Communications stock increased to around $1.00 on the

news of increased revenues.

E. The Egan Pump and Dump

29.  Hogan began accumulating shares of Egan Systerﬁs, Inc. (“Egan™) (ticker
symbol EGNS) on August 16, 2000. Prior to the pump, he bought 150,000 shares of
Egan. He purchased the shares between $0.110 and $0.120 per share, for a total cost of
$17,026.62,

30.  After the market closed on Wednesday, August 16, Hogan unleashed a
full-scale Internet message board and e-mail campaign to pump up Egan’s stock price.
Employing previously created alias screen names, Hogan posted numerous copies of the
identical message on nuinerous Yahoo! Finance message boards. The message header

stateld, “CORL to acquire EGNS.” CORL is the ticker symbol for Corel Corporation

10



Case: 1:00-cv-05637-Boeument#—1Hed:-05A44/00-RPage=+-10f20-Page|D #:11
"
./
(“Corel™), a major software developer. In the message, Hogati stated that Corel was
“reportedly acquiring” Egan for $1.50 per share.

31.  After the market closed on August 16, Hogan also posted the message
under an alias screen name on at least two Silicon Investor message boards. |

32. Hogan then continued his effort to pump up the value of Egan stock. He
sent out e-mails containing the same message as the spam postings at around the same
time as he made the postings.

33. Hogan’s numerous Internet postings and e-mails contained false and
misleading information about Egan. Egan, at the time of the spam e-matls and postings,
was not aware of any plans by Corel to acquire Egan.

34.  Hogan knew or was reckless in not knowing that his Internet postings and
e-mails were false. He had no reason to believe that the statements contained in his
postings had any factual support. Further, Hogan was strategically positioned to profit
from the false postings and e-mails, and he did so. Hogan also was careful to conceal his
identity through the use of multiple Internet aliases.

35.  Hogan cashed in on the increased demand for Egan stock caused by his
Internet campaign. The false Internet postings and spam e-mails precipitated a buying
surge in Egan. By 10:05 a.m. EDT on Thursday, August 17, the price for Egan stock rose
from a closing price of $0.12 on Wednesday to $.30 per share, an increase of 150 percent. |
Moreover, 2,354,800 shares of Egan stock traded on August 17, which represented a
volume increase of more than 296 percent from the previous day. Other than the false

and misleading postings, there was no other significant news item, press release or other

11
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publicly disseminated corporate i_nformation relating to Egan that could explain the spike

in trading. Hogan sold his entire position in Egan stock on Thursday, August 17, at

prices ranging between $0.17 and $0.29 per share, and realized $18,741.13 in profits. By

the end of that Thursday, Egan’s stock price closed at $0.19.

F. The RSI Systems Pump and Dump

36.  Hogan began accumulating shares of RSI Systems, Inc. (“RSI Systems”)
(ticker symbol RSIS) on August 18, 2000. Prior to the pump, he bought 25,000 shares of
RSI Systems. He purchased the shares between $0.313 and $0.375 per share, for a total
cost of $8,617.21.

37.  After the market closed on Monday, August 21, Hogan orchestrated a full-
scale Internet message board and e-mail campaign designed to pump up RSI Systems’
stock price. Using previously created alias screen names, Hogan posted many copies of
the same message on numerous Yahoo! Finance message boards. The message header |
stated, “RSIS likely takeover candidate.” Hogan made the following statements in the
body of the message:

o RSI Systems rumored to be acquired by two “potential bidders listed on
the NASDAQ;” and '

. RSI Syste_:ms was likely to be acquired for approximately $4 per share.

38.  After the market closed on August 21, Hogan also posted the same
message under an alias screen name on at least two Silicon Investor message boards.

39.  Hogan then continued his effort to pump up the value of RSI Systems
stock. He sent out e-mails containing'the same message as the spam postings at around

the same time as he made the postings. After the market opened on Tuesday, August 22,

12
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he also posted at least one message under an alias screen names on a Silicon Investor
message board. This post had a positive tone, predicted priée ificreases for RSI Systems
stock, and was meant to create the appearance of an ongoing conversation among
investors about RSI Systems stoﬁk.

40.  Hogan’s numerous Inter'net postings and e¢-mails contained false and
misleading information about RSI Systems. RSI Systems, at-the time of the spam e-mails
and postings, was not aware of any plané by any company to acquire RSI Systems.

41.  Hogan knew or was reckless in not knowing that his Internet postings and
e-mails were false. He had no reason to believe that the statements contained in his
postings had any factual support. Further, Hogan was strategically positioned to profit
from the false postings and e-mails, and he did so. Hogan also was careful to conceal his
identity through the use of multiple Internet aliases.

42.  Hogan cashed in on the buying sur;ge created by his Internet spam
campaign. The false Internet postings and spam e-mails prompted strong demand for RSI
Systems stock. By 12:40 a.m. EDT on Tuesday, August 22, the price for RSI Systems
stock rose from a closing price of $0.375 on Monday to $.59375 per share, an increase of
58 percent. M01.°eover, 289,600 shares of RSI Systems traded on August 22, an increase
of more than 479 percent from the previous day’s volume. Other than the false and
misleading postings, no other significant news item, press release or other publicly
disseminated corporéte information relating to RSI Systems that could explain the spike
in trading. Hogan sold his entire position in RSI Systems stock on Tuesday, August 22,

at prices ranging between $0.376 and $0.531 per share, and realized approximately

13
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$2,653.52 in profits. By the end of that Tuesday, RSI Systems’ stock price closed at

$0.50.

G. Linking Hogan to the Scheme

43. A number of facts link Hogan to the scheme. First, Internet tracing
information for the postings and e-mails points to Hogan. The individual who sent the
false e-mails described above did so by designating the e-mails “From: ‘Jesse Hogan’
<jhogan007@home.com>.” According to the provider of this e-mail address, the address
was created through an account of its subscriber, who resides at‘the same address as Jesse
Hogan. Additionally, as described in the affidavit of Daryl E. Hartman, the postings on
internet message boards have been traced to a computer address associated with Hogan’s
place of residence. Further, Hogan used the above e-mail address to create many of the
alias screen names used for the spam postings in each of the manipulations described
above. Other alias screen names used for the spams were created using a Hotmail e-mail
address that, in turn, Hogan created using his real name and place of residence. Second,
Hogan’s TD Waterhouse trading records show that Hogan has traded at strategic times in
the targeted companies, profited from his trading and directed proceeds from the trading
to his checking account with é Canadian bank. All of these factors strongly link Hogan to

the scheme.

14
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Violations of Section 10(b) of the Exchange Act [15 U.S. C. §78j(b)]
and Rule 10b-5 [17 C.F.R. §240.10b-5] thereunder

44.  Paragraphs 1 through 43 are realleged and incorporated by reference.

45.  From at least July 2000 through the present, Defendant Hogan, in
connection with the purchase and sale of securities in the form of common stock, by the
use of the fneans and instrumentalities of interstate commerce and of the mails, directIy
and indirectly, has employed and is employing devices, schemes and artifices to defraud;
has made and is making untrue statements of material fact and has omitted and is
omitting to state material facts necessary in order to make the statements made, in the

light of the circumstances under which they were made, not misleading; and has engaged
and is engaging in acts, practices and courses of business which have operated and will
operate as a fraud and deceit upon investors and prospective investors, all as more fully
described in Paragraphs 1 through 43.

46.  Defendant Hogan knew or was reckless in not knowing of the facts and
circumstances described in Paragraphs 1 through 43.

47. By reason of the activities described in Paragraphs 1 through 46,
Defendant Hogan has violated and is violating Section 10(b) of the Exchange Act [15

U.S.C. §78j (b)] and Rule 10b-5 [17 C.F.R.§240.10b-5] thereunder.

15
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WHEREFORE, the Plaintiff respectfully requests that this Court;

L
Find that Defendant Hogan committed the violations alleged above.
IL.

Grant a Temporary Restraining Order and Orders of Preliminary and Permanent
Injunction, in forms consistent with Rule 65(d) of the Federal Rules of Civil Procedure,
restraining and enjoining Defendant Hogan, his officers, agents, servants, employees,
attorneys, and those persons in active concert or participation with him who receive
actual notice of the Temporary Restraining Order and Orders of Preliminary and
Permanent Injunction by personal service or otherwise, and each of them, from directly or
indirectly engaging in the acts, practices or courses of business that violate Section 10(b)
of the Exchange Act [15 U.S.C. §78j(b)] and Rule 10b-5 thereunder [17 C.F.R. 240.10b-
5], and from engaging in acts, practices, and courses of business of similar purport and
object in connection with transactions in any securities.

IIL.

Enter an Order restraining and enjoining:

A. Defendant Hogan, his officers, agents, servants, employees, attorneys, and'
those persons in active concert or participation with him who r_eceive actual notice of the
Temporary Restraining Order, the Order of Preliminary Injunction and the Order of
Permanent Injunction by personal service or otherwise, and each of them, from directly or

indirectly destroying, mutilatfng, concealing, altering or disposing of in any manner, any

16
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of the books, records, documents, computer data, correspondence, brochures, manuals,
obligations or other propeity of 0_1; pertaining to the Defendant, wherever located.
B. Defendant Hogan, his officers, agents, servants, employees, attorneys, and
| those persons in active concert or participation with him who receive actual notice of the
Temporary Restraining Order, the Order of Preliminary Injunction and the Order of
Permanent Injunction by personal service or otherwise, and each of them, from directly or
.indirectly transferring, selling, assigning, pledging, dissipating, concealing or otherwisé
disposing of in any manner, any funds, assets, or other property belonging to, or in the
possession, custody or control of Hogan, wherever located.
IV.

Grant an Order requiring the Defendant Hogan, to:

A. produce to the Plaintiff, within four days of the issuance of the Temporary -
Restraining Order, all books, records and other documents (including any computer files)
in the Defendant’s actual or constructive possession relating to the information that he
disseminated using the Internet and any other means concerning Astrocom, Microtel, AM
Communications, Egan and RSI Systems.

B. provide an accounting of all proceeds Hogan has received from the trading
activities described in this Complaint, the uses to which such funds were put and the
amounts of any remaining such funds and their location; provided, however, that nothing
in the Order shall be construed to require Defendant to abandon any constitutional or

other legal privilege that he may have available to him.

17
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V.
Grant an Order requiring Defendant Hogan, to disgorge ny and all ill-gotten
gains (including prejudgment interest).
VI
Grant an Order imposing appropriate civil penalties against Defendant Hogan in
accordance with Section 21(d)(3) of the Exchange Act [15 U.S.C. §78u(d)(3)].
VIL
Retain jurisdiction of this action in accordance with the principles of equity and
the Federal Rules of Civil Procedure in order to implement and carry out the terms of all
orders and decrees that may be entered or to entertain any suitable application or motion
for additional relief within the jurisdiction of this Court.
VIIL
Grant Orders for such further relief as the Court may deem appropriate.

,

Respectfully Submitted,

l%ent McAIllster

John J. Sikora, Jr.

Jane E. Jarcho

Attorneys for Plaintiff

United States Securities and Exchange Commission
500 West Madison Street, Suite 1400

Chicago, Illinois 60661

(312) 353-7390

Dated: September 12, 2000.

18
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