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Plaintiff Securities and Exchange Cornmission {“Commrigsion™) alleges the following

against Defendants John J. Amore (“Amore™), Ralph D, Casbarro [“basbaxm"), David G.

Ghysels, Ir, ("Ghysels™), Kennelh E, Mahaffy, Ir, (“Mahaffy™), and Timothy J. O’Connell

(O Comnell™) (collectively, “Defendants™):

SUMMARY

1. This case involves a franduient “trading ahead” scheme, in which John J. Amore

(“Amorc™}), the former Chief Executive Qfficer of A. B. Watley Group, Ine, {“Watley Group™), a

day trading firn, paid brokers at securilies fimns to provide live audio access to those firms’
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mstitutional trading “squawk boxes.” Squawk boxes are devices that broadeast, within a
securities firm, instrlutional orders to buy and seil large blocks of securities. The information on
squawk boxes includes material, non-public information,

2, Amore directed day traders working at a Watley Group subsidiary to listen to the
pirated squawk boxes and trade ahead of the institutional orders in order to profit from price
movements that resulted from execution of the large customer orders,

3. Casbarro, a broker for Citigroup Global Markets, In¢. (“Citigroup™), Ghysels, a
biroker for Lelman Brothers, Inc. (“Lehman™), Mahafiy, a broker for Meirill Lynch, Pierce,
Fenner & Smith, Inc. (“Memill™) and Citigroup, and G’ Connell, a broker for Merrill, provided
aceess to their firms® respective sguawk hoxes to Amore and the day traders.

4. Between at lzast June 2002 and.September 2003, the day traders placed more than
400 trades based on mformation provided by Casbarro, Ghyscls, Mahaffy, and O'Connell, and
made at least $650,000 in gross profits.

;. By providing Amore and the day traders with access to the squawk boxes,
Casbarro, Ghysels, Mahaffy and O’ Comnell violated thetr respechve firms’ policies and
obligations to prescrve the confidentiality of information regarding their employers’ customer
orders.

6. As compensation for providing access to their employers’ squawk boxes,
Casbarro, Ghysels, Mahaffy and O’Connell solicited and received commissions from Watley, In
addition, Casbarro and Mauhaffy received cash payments from Amore and the Watley traders.

JURISDICTION AND VENUE

7. The Commission brings this action pursnant to the authority conferred upon it by

Section 20{b} of the Secudities Act of 1933 (“Secnrities Act™), 15 U.S.C. § 77t(b), and Seclion
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21(d) ol the Securities Exchange Act of 1934 (“Exchange Act”), 15 U.S.C. § 78u(d). In this
action, the Commission is seeking: (a) permanent injunctive rélief; (b) disgorgement plus
prejudgment intercst; (c) civil penalties pursuant to Scction 20(d) of the Securities Act, 15 U.S.C,
§ 77t(d), and Sections 21(d) and 21{A} of the Exchange Act, UL8.C. § 78u(d); and (d} such
further rehef as the Court may deem appropriate.

8. This Court has subject matter jurisdiction over this action pursuant to Section
22(a) of the Securities Act, 15 U.8.C. § 77v{a), and Section 27 of the Exchange Act, 15 U.S.C.
& 78aa.

Q. Venue les in this district pursuant to Section 22{a) of the Securities Act, 15
U.S.C. § 77via), and Section 27 of the Exchange Act, 15 U.8.C. § 77aa, because, among other
things, certaim of the transactions, acts, practices, and courses of business occurred in the Eastern
District of New York., Mahaffy and O° Comell provided access to the Merrill squawk box from
Memill’s office in Garden City, New Y.mk, and Maﬁaff}r provided access to the Citigroup
squawk box from Citigroup’s offices in Melville, New York. Additionally, Casbarro lives in
Baysidc, New York, Mahaffy lives in Huntington, New York, O’Connell lives in Carle Place,
New York, and Amore lives in Manhasset, New York, all locations within_ the Eastern District of
New York.

10.  The Defendants, divectly or indirectly, singly and in concert, made use of the
means or instruments of {ransportation or communication in, and the means or instrumentalities

of, Interstate commerce, or of the mails, in connection with the transactions, acts, practices and

courses of business alleged herein.
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STATUTES AND RULE ALLEGED TO HAVE BEEN VIOLATED

11.  The Defendants have engaged, and unless enjoined, will continue to engage,
directly or indirectly, in transactions, acts, practices, and courses of business that constitute
violations of Section 17(a) of the Securities Act; 15 U.5.C. § 77q{a), and Section 10(b) of the
Exchange Act, 15 U.S.C. § 78)(b), and Rule 10b-5, 17 C.F.R. § 240.10b-5, thereunder.

DEFENDANTS

12.  Ainore, age 42, is aresident of Manhasset, New York, At all relevant times,
Aunore was the Chief Executive Dfﬁce.r of Watley Group. Amore, among others, was
responsible for establishing and managing Watley’s proprietary trading desk, which congisted of
day traders who traded the firm’s capital.

13, Casbam‘i, age 43, is a resident of Bayside, New York. From February 1995
through March 2003, Citigroup empleyed Casbarro as a breker in an office in New York City.
Casbarro has had a Series 7 license since January 1995,

14,  Ghysels, age 47, is a resident of West Palm Beach, Florida. From March 2001
through March 2003, Lchman employed Ghysels as a broker in its Palm Beach, Florida office.
From April 2003 through May 2003, Citigroup employed Ghysels as a broker in its Boca Raton,
Florida office. Ghysels has had 2 Series 7 license since November 1983.

15. Mahalfy, age 50,15 a resident of Huntington, New 'fark. From December 1997
through February 2003, Mermill employed Mahaffy in its Garden City, New York officc. From

February 2[}{53 through June 2005, Mahaffy was employed as a broker at Citigroup in its

Melville, New York office. MahafFy has had a Senies 7 license since March 1997,
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16.  O'Cornell, age 40, is a resident of Carle Place, New York., From: August 1997
through February 2005, Merrill employed O’Connell in its Garden City, New York office.
{’Connell has had a Series 7 license since July 1995.

RELATED ENTITIES

17. Watley was a registered broker-dealer headquartered in New York, New York
whose registration was terminated in April 2004. During the relevant period, over half of
Watley’s revenue derived from trading sceuwrities for the finn's own account, principally day
tradmg,.

18.  Watley Group is the parent company of Watley. Watley Group continues to
operate a brokerage business through a registered broker-dealer subsidiary, A.B. Watley Direct,

Inc.

FACTUAL ALLEGATIONS

Squawk Boxes as Internal Communication Systems

16. At securities firms, a “squawk box” is a loudspeaker connected to an intercom
system that is used to broadcast market-related information to other employees within that firm.
Within institational equities departinents at securities firms including Citigroup, Leliman, and
Mcrrill, traders use squawk boxes to announce fo colleagues within the finn that an institutional
customer or the firm’s own proprietary trading desk has placed a large block order in a certain
stock.

20, A trader announces a pending order on the squawk box when attempting te fill the

order by finding a contra party among the firm’s other customers (rather than filling the order

through an exchange or an electronic marketplace). Institutional sales traders and brokers who
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hear the order over the squawk box may then contact institutional customers to see if they are
interested in filling or partly filling the other side of the pending block order.

21.  Institutional customers expect their brokers to preserve the confidentiality of
information regarding the customers® market activities including orders to buy or sell securities.
Customers require confidentiality for several reasons, including: (a) the possibility that
knowledge of a pending order would adversely affect the price at which the securities firm could
excente the order; {b} the possibility that other market participants could discern the identity of
the customer, to the possible detriment of the customer’s market strategies; aud {¢) generally, as
a ¢ritical aspect of the relationship of trust that the customer has with its broker. Customers
authorize brokers to divulge sufficient information about their orders to assist in cxecuting the
orders, but do not authorize brokers to divulge information abont their orders to other persons,
such as day traders who plan to trade ahead of their orders. |

22.  Because squawk boxcs are intended for intermal use at securities firms and contain
information that is not widely disseminatﬂd. to the investing public, the information announced
on them is non-public.

23.  Institutionai customer orders as anmounced on squawk boxes arc material
information that a rcasonable investor would want to knew becansc of the potential impact of a
large customer order on the prevailing price of a security.

Citigroup, Lehman, and Merriil Policies Concernmg Confideniiality of Order Information

24. A compliance memorandum that Citigroup distributed to all of its employees
-gtates, in relevant part, that “confidential information conceming a transaction may be shared

with other participants in the transaction only to the extent necessary to effect the transaction and

cnly insofar as is consistent with your obligation to serve the client’s interests.” The
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memorandum alse states that “examples of confidential information include information about a
client’s ... pending orders” and that Citigroup’s employees have a “duty to keep nonpublic
information confidential and to use it solely for the purpose for which it was provided.”

25, Casbarro and Mahafiy, as employees of Citigroup, were required to adhere to the
terms of the compliance memorandum, and to ohserve industry standards for protecting
eonfidential customer information,

26.  Lehman’s policy manual states, in relevant part, that “if an employee has
information about a client’s pending order and the employee has reason to believe that the
placement or exccution of the order may affect the price of the security, the employec is
prohibited from buying, sclling or recommending the purchase or sale of, the security for any
other accouﬂt to take advantage of the anticipated change in price.”

27.  Ghysels, au employee of Lehman, was required to adhers to the tenns of
Lehman’s policy manual, and to observe industry standards for protecting confidential customer
information.

28 Moerrill’s policy manual states, in relevant part, that “[i]nformation on chient
orders. may not be disclosed to any other person for other than bona fide business purposes, or
used as the basis of any solicitation.”

29,  Mahaffy and O’ Connell, as employees of Memnill, were required to adhere to the
terms of Merrill’s policy manusl, and to observe indnstry standards for protecting confidential

customer information.

Casbarro, Ghysels, Mabaffy and O’ Comnell Made Their
Emplovers’ Squawk Boxes Audible to Amore and the Watley Traders

30, From al least June 2002 through August 2003, Casbarroe regulaily allowed Antore

and the Watley traders to listen to the broadcasts from Citigroup’s squawk box. During this
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period, Casbarro regularly placed a phone receiver connected to Watley's offices next to the
Citigroup squawk box in his office for the entire trading day.

31.  From at least Angust 2002 through October 2002, Ghysels regutarly allowed
Amove and the Watley traders to listen to the broadcasts from: Lehman’s squawk box by placing
a telephone, connected to Watley's offices, next to the Lehman squawk box for virtually the
entite trading day.

32.  From at least Tune 2002 through Febraary 2003, Mahafty and O’Connell, who
were pariners, regularly sllowed Amore and the Watley traders to listen to the broadcasts from
Merrill’s squawk box by placing a telephone, connected to Watley’s offices, next to the Meriil
squawk box for the entire trading day.

33. Mahaffy left Metrill to become a broker at Citigronp in February 2003, Between
at lcast Febrmary 2003 and September 2003, Mahaffy allowed Amore and the Watley traders to
listen to Citigreup’s squawk box by placing a telephone, connected to Watley’s headquarters,
next to the Citigroup squawk box for the entire trading day.

4. When Mahaffy left Merrill, (¥ Connell continued to allow Amore and the Watley
traders to listen to Mcirill’s squawk box for the entire trading day from at least February 2003
through September 2003,

35.  In addition, O’ Cemnell allowed another day trader (“Trader Doe™), who was the
head of the day trading desk at another day trading firm, and the traders at that firm to lésten to

the Merrill squawk box for several months in 2003 in exchange for commissions paid through a

brokerage account with Memli.
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36.  Mahaffy also allowed Trader Doe to listen to the Citigroup squawk box for
several months in 2003 in exchange for commissions paid through a brokerage account with
Citigrou,

The Watley Traders Traded Ahead of the Orders Breadeast
Over the Citigroup, Lehman, and Merrill Squawk Boxes

37. Amore, directly or via subordinates, instructed the Watley traderg to carry out
trades on the basis of the confidential squawk box information as described below.

38.  After receiving the information about a particular large institutional order over the
Citigroup, Lehman, or Mermill squawk boxes, the Watley traders bought or sold (including short
sales) the same sccurity in expectation of a movement in the stock price as a result of Citigroup,
Lehman, or Merrill executing the large order.

39.  After, or while, Citigroup, Lebman, or Merrill executed the institutional purchase
or sell order for the particular security, and the stock price increased or decreased, the Walley
traders sold the position that they had purchased, or covered the position that they had sold.

4.  Between at least June 2002 and Septe_mber 2003, the Watley traders placed over
400 trades based on the order flow information provided by Casbarro, Ghysels, Mahaffy, and
O’ Connell, and made at least $650,000 in gross profits.

41.  The Watley traders made at least $60,000 in gross profits based on the order flow
information provided by Casbarro. |

42.  The Watley traders made at least $30,000 in gross profits based on the order flow
information provided by Ghysels.

43,  The Watley traders made at lcast $1?ﬂ,ﬁﬂﬂ in gross profits based on the order

flow information provided by Mahaffy.
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44,  The Watley traders made at least $330,000 in gross profits based on the order
flow information provided by O'Connell.

45.  The following are examples of these trades. Shortly before 9:52 a.m. on July 24,
2002, while Casbarro was providing an open phone linc between his office at Citigroup and
Watley’s headquarters, a Citigroup trader announced a block order to sell Noble Corp. stock over
the Citigroup squawk box. From 9:52 a.m. through 9:55 a.m., over ten Watley traders sold short
at least 36,000 shares of Noble Comp. stock at an average price of approximately $28.63. From
9:56 a.m. through 9:57 a.m., Citigroup executed at least one large sell order of Noble Corp.
stock. From 9:56 a.m. through %:57 a.m., the Watley traders purchased at least 36,000 shares of
Moble Caorp. stock at an average pn’cé of approximately $28.10 per share. The fall in share price
resitlted in the Watley traders making a gross profit of at least $19,000.

46. Shortly before 9:54 a.m. on January 28, 2003, while Casbarro was providing an
open phone line betwoeen his office at Citigroup and Watley’s headquarters, a Citigroup trader
announced a block erder to buy EMC Corp. stock over the Citigrbup squawk box, At 9:54 am.,
at least nine Watley traders purchased at least 38,800 shares of EMC Corp. stock at an average
price of approximately $7.20 per share. From 9:54 am. through 10:18 a m., Citigroup executed
at least onc large buy order of EMC Corp. stock, From 9:35 am. through 10:19 a.m., the Watley
traders sold at least 40,000 shares of EMC Corp. stock at an average price of approximately
$7.24 per share and purchased an additional 1,200 shares of EMC Corp. stock. The rise in share
price resulted in the Watley traders making a gross pmﬂt' of at least $1,600,

47, Shertly before 9:43 a.n1. on September 23, 2002, while Ghysels was providing an
open phone line between his office at Lehman and Watley's headquarters, a Lehman trader

announced a block order to sell Supervalu, Inc. stock over the Lehman squawk box, Between

10
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0:43 anm. and 9:44 a.m., at least eight Watley traders sold short at 1east 22,000 shares of
Supervalu stock at an average price of approximately $17.08 per share. At 9:45 a.m., Lehman
cxecuted at least onc large sell order of Supervalu stock. At 9:45 am., the Watley traders
purchascd at least 20,000 shares of Supervalu stt.::-r.:k at an average price of ﬁpproximatcly $17.00
per share. The fall in share price resulted in the Watley traders making a gross profit of at lcast
$1,800.

48.  Shortly before 12:48 p.m. on September 12, 2002, while Ghysels was providing
an open phone line between his office at Lehman and Watley’s headquarters, a Lchman trader
announced a block order to sell Commerce Bancorp, Inc. stock over the Lehman squawk box.
Between 12:48 pom. and 12:50 p.m., at least six Watley traders sold short at least Ez,ﬂﬂij shares
of Commerce Bancorp stock at an average price of approximately $45.15. Between 12:50 pamn.
and 12:54 p.n., Lehman executed at least one large sell order of Cemmerce Bancorp stock.
Beitween 12:50 pan. and 12:52 p.m., the Watley traders purchased at least 21,000 shares of
Commerce Bancorp stock at a price of $45.10 per share. The fall in share price resulted in the
Watley traders making & gross profit of at least $1,200.

49, Shortly before 3:28 p.m. on Qctober 16, 2002, while Mahaffy was providing an
open phone line between his office at Mermill and Watley’s headquarters, 2 Mermili trader
anmounced a block sell order in Citigroup, Inc. stock over the Merrill squawk box.. Immediately
- after this announcement, the Watley traders sold short at least 42,000 shares of Citigroup stock at
an average pricc of appmxilmate]y $33.70 per share. Between 3:28 p.m. and 3:30 p.m., Merriil
executed at least onc large sell order of Citigroup stock. Between 3:29 pan, and 3:30 pom,, the
Watley traders purchased approximately 38,000 shares to cover most of their short positions at '

an average price of approximately $33.50 per share. Merrill continued to execute a scrics of

11
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block sell orders of Citigroup stock from 3:31 pan. throngh 3:40 p.m., and the Watley traders
continned to trade Citigroup stock making sales and short sales of at least 12,000 shares and
purchases of at least 16,000 shares. The Watley traders made & gross profit of at least $8,700
from this tradillg in Citigroup stock,

50.  Shortly before 12:04 p.m. on February 3, 2003, while O'Connell was providing an
open phone {ine between his office at Merrill and Watley’s headquarters, a Merrili trader
announced a block buy order in American Financial Greup, Inc. over the Merrili équawk box.
Immediately after this announcement, the Watley traders bought at least 10,000 shares of
American Financial Group stock at. a price of $19.79 per share. Between 12:08 p.m. and 12:38
p.m., Merriil executed at least one large buy order of American Financial Group stock. By 12:51
p.m., the Watley traders sold at least 10,000 shares at an average price of approximately 519.9.9
per share. The risc in share price resulted in the Watley traders making a gross profit of at least
$2.,000.

Amere, Casbarrg, Ghysels, Mahaffy, and O’Connell Benefited From Their Fraudulent Schemes

51, Winle Amore was CEQ of Watley Group, over half of Watley’s revenue derived
from trading securities for the fitmn’s own account, principally day trading. Watley Group
compensated Amore in part for developing Watley’s proprietary day-trading business.

52,  Amore, directly or via his subordinates, compensated Casbarro, Ghysels, Mahaitfy
and O'Comneli through commyissions.

53.  The Watley traders generated approximately $70,000 in gross commissions for
Casbarro.

54.  The Watley traders generated approximately $20,000 in gross commissions for

Ghysels.

12
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55.  The Watley traders gencrated approximately S60,600 in gross commissions for
Mahaffy’s and O’Connell’s parinership at Merrill.

56.  After Mahaffy left Merrill, ﬁ1f: Watley traders generated approximately 1‘5l&liill',lli'[}li.lI
in gross commissions for O’ Connell at Memill.

57.  After Mahaffy began working at Citigroup, the Watley traders generated
approximately $20,000 in gross commissions for Mahaffy.

58,  In addition, Amore and the traders that he émplﬂyed at Watlcy made secret cash
payments to Casbarro and Mahaffy for providing access to their firms” squawk box.

FIRST CLAIM FOR RELIEF

Casbarro Violated Section 17(a) of the Securities Act,

Section 10(b) of the Exchange Act and Rule 10b-5 Thereunder

59,  The Commission rcalleges and incorporates by reference each and every
allegation contained in the paragraphs above,

al, By virtue of the cnnduct_described above, Casharro, in the offer or sale, and i
connection with the purchase or sale of sccurities, by the use of the means or instrumentalities of
mnterstate commerce, or of the mails, ot of any facility of any national securities exchange: (1)
employed devices, schemes, or artifices to deﬁ‘auﬁ; {2) obtained money or preperty by, or
otherwise madc, untrue statements of material facts or omitted 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; or (3) engaged in acts, practices, or courses of business that operated as a
fraud or decsit upon the purchasers or sellers of numerous securities.

61.  As part of and in furtherance of this viclative conduct, Casbarro participated ina
fraudulent scheme. Through this scheme, Casbarro, in breash of his duty tc.- Citigroup’s

customers, and/or in breach of his duty to his employer, Citigroup, secretly communicated

L

13
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confidentiat information concerning Citigroup’s institutional orders to Amore and the Watley
traders, who then used this information to trade ahead of customer orders.

62.  As part of and in furtherance of this violative conduct, Casbarro, in breach of his
fiduciary duty to Citigroup’s customers, and/or in brcach of his dilty to his employer, Citigroup,
communicated material, non-public information concerning customer orders to ﬁm.ore and the
Watley traders, who then used this information to frade ahead of customer orders.

63.  Casbammo knew, or was reckless in not knowing, that he was breaching a duty by
conveying confidential customer order information to Amore and the Watley traders, and in
accepting compensation from Amore and the Watley fraders in exchange for providing this .
information.

64,  Casbarro also knew, or was otherwise reckless in not knowing, that he was
defrauding Citigroup, andfor its customers, through this. scheme.

63, This scheme was matenal. For example, Citigroup’s customers weould have
reasonably wanted to know that Casbaire was secretly disclosing their confidential orders to day
traders whose intent was to trade ahead of these orders.

66. By rcasen of the acts and practices described above, Casbarro, singly or in
concert, directty or indirectly, violated, and unless permanently enjoined will again violate,
Section 17(2) of the Securities Act, 15 U.S.C. § 7/q(a), Section 10(k) of the Exchange Act, 15
1.8.C. § 78j(b}, and Rule 10b-5, 17 C.E.R. § 240.10b-5, thercunder.

SECOND CLAIM I'OR RELIEF

Ghysels Violated Section 17(a) of the Securities Act,
Section 10(b} of the Exchange Act and Bule 10b-5 Thereunder

67.  The Commission realleges and mcorporates by reference each and every

allegation contained 1n the paragraphs above.

14
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68. By virtue of the conduct described above, Ghysels, in the offer or sale, and in
connection with the purchasc or sale of securities, by th.e use of the means or instrumentalities of
interstate commerce, or of the mails, or of any facility of any national securities exchange: (1)
employed devices, schemes, or artifices te defiaud; {2) obtained money or property by, or
otherwise made, untrie statements of matenial facts or omitted to state material facts necessary n
order to make the statements made, in the light of the circumstances under which they wers
made, not misleading; or {3) engaged in acts, practices, or courses of business that operated as a
fraud or deceit upon the purchasers or scllers of numerous securities.

69. " Aspart of and in furtherance of this violative conduct, Ghysels participated in a
fraudulent scheme. Through this schems, Ghysels, in breach of his duty fo Lehman’s enstomers,
and/or in breach of his duty to his employer, Lehiman, secretly communtcated confidential
information conceming Lehman’s institutional orders fo Amore amSI the Watley traders, who then
used this information to trade ahead of customer orders,

7. As part of and in furtherance of this violative cunﬂuct, Ghysels, in breach of his
fiduciary duty tf.:- Lehman’s customers, and/or in breach of his duty to his employer, Lehman,
conmumunicated materizal, non-public inforniation concerning customer orders to Amore and the
Watley traders, who then used this information to trade ahead of customer orders.

71.  Ghysels knew, or was reckless in not knowtng, that he was breaching a duty by
conveying confidential enstomer order information to Amore and the Watley traders, and in
accepting compensation from Amore and the Watley traders in exchange for providing this
information.

72. Ghysels also knew, or was otherwise reckiess in not knowing, that he was

defrauding Lehman, and/or its customers, through this scheme.

15
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73.  This scheme was material. For cxample, Lehman’s customers would have
reasonably wanted to know that Ghysels was secretly disclosing their confidential orders to day
traders whose intent was to trade ahead of these orders.

74. By reason of the acts and practices deseribed above, Ghysels, singly or in concert,
directly ot indirectly, violated, and unless pevmanently enjoined will again violate, Section 17(a)
of the Securities Act, 15 U.S.C. § 77a{a), Section 10{b) of the Exchange Act, 15 T.S.C. § 78j(b),
and Rule 10b-5, 17CFR. § Mﬂ.lﬂb-s, thereunder.

THIRD CLAIM FOR RELIEF

Mahaffy Violated Section 1'7{a} of the Securitics Act,
Section 10{b) of the Exchange Act and Rule 10b-3 Thereunder

75. The Commission realleges and incorporates by reference each and every
allegation contained in the paragraphs above.

76. By virtue of the conduct deécribed ahove, Mahafty, in the offer or sale, and in
connection with the purchase or sale of securities, by the use of the means or instrumentalities of
interstate commuerce, or of the matils, or of any facility of any national securities exchange: (1)
employed devices, schemes, or artifices to deflrand; (2) obtained money or property by, or
otherwise made, nntrue statements of material facts or omiited to stéte material facts necessary in
order to make the statements made, in the light of the circumstances under which they were
made, not rmsleading; or (3) engaged in acts, practices, or courses of business that operated as a
fraud or deceit upon the purchasers or sellers of numerous securitics.

77. Aspartofand in ﬁlrtheram;e of this violative conduct, Mahaffy participated in a
fraudulent scheme, Through this scheme, Mahaffy, in breach of his duty to Merrill’s and
Citigroup’s customers, and/or in breach of his duty to his empioyers, Merrill and Citigroup,

secretly comtmunicated confidential information concerning Merrill’s and Citigroup’s
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institutional orders to Amore and the Watle v traders, who then used this information to trade
ahead of customer orders.

78.  Aspart of and in furtherance of this violative cenduct, Mahaffy, in breach of his
fiduciary duty to Merrill’s and Citigroup’s eustomers, and/or in breach of his duty to his
employers, Merrill and Citigroup, communicated material, non-public information concerming
customer orders to Amore and the Watley traders, who then used this information to trade ahead
of customer orders,

70.  Mahaffy knew, or was reckless in not knowing, (hat he was breaching a duty by
conveying confidential customer order information to Amore and the Watley traders, and in
accepting compensation from Amore and the Watley traders in exchange for providing this
informaticn. |

80. Mdahaffy also knew, or was otherwise reckless in not knowing, that he was
defrauding Merritl, Citigroup, and/or their custorﬁers, through this scheme.

81,  This scheme was material. For example, Citigropp’s and Merrill’s customers
would reasonably have wanted to know that Mahaffy was secretly disclosing their confidential
orders to day raders whose intent was to trade ahead of these orders.

£2. By reason of the acts and practices described above, Mahaifty, singly or in
concert, directly or indirectly, viclated, and unless permanently enjoined will again viclate,
Section 17(a) of the Securities Act, 15 U.8.C. § 77q(a), Section lﬂ(b}. of the Exchange Act, 15

U.S8.C. § 78j(b), and Rule 10b-5, 17 C.F.R. § 240,10b-5, therennder,
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FOURTII CLAIM FOR RELIEF

O’Connell Violated Section 17(a) of the Secunties Act,
Section 10(b) of the Exchange Act and Rule 10b-5 Thereunder

83.  The Commission realleges and incorporates by reference each and every
allegation contained in the paragraphs above.

g4, By virtue of the conduct deseribed sbove, O’'Connell, in the offer or sale, and in
conmechon with the porchase or sale of securities, by the use of the means or instrumentalities of
interstate commerce, or of the mails, or of any facility of any national securities cxchange: (1)
employed devices, schemes, or artifices to defrau_d; (2} obtained money or property by, or
otherwise made, untrue statements of matenal facts or omitted to state material facls necessary in
order to make the statements made, in the light of the circumstances under which they were
made, not misleading; or (3) engaged in acts, practices, or courses of busmess that operated as a
fraud or deceit npon the purchasers or sellers of oumerous sgcuﬁties,

85, Aspatof and m furtherance of this violative conduct, O’Connell participated in a
frandulent scheme. Through this scheme, O’Connell, in breach of his duty to Merriil's
customers, and/or in breach of hus duty te his emplayer, Merrill, secretly communicated
confidential infonnation eonceming Merill's instimational orders to Amore and the Watley
traders, who then used this information to trade ahead of customer orders.

8A. Ag part of and in furtherance of this violative conduct, D’Con'nell, in breach of his
fiduciary duty to Merrill’s customers, andfor in breach of his duty to his cmplover, Metril,
cornunticated material, nen-public information concerning customer orders to Amore and the
Watley tradors.

87.  O’Connell knew, or was reckless in not knowing, that he was breaching a duty by

conveying conftdential customer order information o Amore and the Watley traders, and in
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accepting compensation from Amore and the Watley traders in exchange for providing this
information. |

88, (O’ Connell also knew, or was otherwise reckless in not knowing, that he was
defrauding Merrill, and/or its customers, through this scheme.

80, This scheme was matenial, For example, Merrill’s customers would have
reasonably wanted to know that O°Connell was secretly disclosing their confidential orders to
day traders whose intent was to trade ahead of these orﬂers.

90, By reason of the acts and practices described above, O’Connell, singly or in
concert, ditect]ly or indirectly, violated, and unless permanently enjoined will again violate,
Section 17(z) of the Securities Act, 15 UL.8.C. § 77g(a), Section 10(b) of the Exchange Act, 15
US.C. § 78j(b), and Rule 10b-5, 17 C.F.R. § 240,10b-5, thereunder.

FIFTII CLAIM FOR RELIEF

Amore Violated Section 17{a) of the Securities Act,
Section 10(b) of the Exchange Act and Rule 10b-5 Thereunder

91.  The Commission realicges and incorporates by reference each and every
allegation contained in the paragraphs above.

02, By virtue of the conduct described above, Amore, in the offer or sale, and in
connechion with the purchase or sale of securities, by the use of the means or instrumentalities of
interstate commerce, or of the mails, or of any facility of any national securities exchange: (1)
employed devices, schemes, or artifices to defraud; (2) obtained money or property by, or
othcrwise made, untrue statements of material facts or omitted to state material facts necessary in
order to make the statcments made, in the light of the circumstances under which they were
meade, not misleading; or (3} engaged in acts, practices, or courses of business that operated as a

fraud or decett upon the purchasers or sellers of numerous securities.
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93.  Aspart of and m furtherance of this violative conduct, Amors directed Watley's
day traders to trade ahead of institutional orders based on mformation regarding these orders
received from Casbarro, Ghysels, Mahaffyr and O’Connell.

94,  Watley compenéatﬂd Amore through salary and stock appreciation rights, in part
for developing Watley’s day trading desk,

95.  When Amore directed the Watley traders to trade ahead of Citigroup, Lehman,
and Merril customer orders, he knew, or was reckless in not knowing, that the information he
had received from Casbarro, Ghysels, Mahaffy and O’ Connell conceming these orders was
materiai and non-public and had been communicated to him as a result of a breach of fiduciary
duty or other similar duty ansmg out of a relationship of trust and confidence.

96. By reason of the acts and practices described abcwé:, Amore, singly or in concert,
dircetly or indirectly, violated, and uniess permanently enjoined will again violate, Scction 17(a)
of the Securities Act, 15 U.S.C. § 77q(a), Section 10(b) of the Exchange Act, 15 U.S.C. § 78j(b),

and Rule 10b-5, 17 C.IF.R. § 240.10b-5, thereunder.
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RELIET SOUGHT
WHEREFORE, thie plamtiff Commission rcspcétfully requests that this Court
citer 2 Final Judgment:

A, Permanently enjoining Amore, Casﬁarm, Ghysels, Mahaffy, and (" Connell, their
agents, servants, employees, and attormeys, and all persons in active concert or participation with
them who receive actual notice of the injunction by personal service or otherwise, and each of
them, from future violations of Scetion 17(a) of the Securities Act, 15 U.5.C, § 77g(a), and
Scction [0{b) of the Exchange Act, 15 TL.8.C. § 78j(b), and Rule 10b-5, 17 C F.R. § 240.10b-5,
thereunder, |

B. Ordering Ameore, Casbarro, Ghysels, Mahaffy, and O’Connell to disgorge all ill-
gotten gains they received as a result of the violations alleged in this Complaint.

C. Ordering Amore, Casbaito, Ghysels, Mahafly, and O’ Connell to pay c¢ivil money
penalties pursuant to Section 20{d) of the Securitics Act, 15 U.5.C. § 77t(d), and Sections 21(d)
and 21Aa) of the Exchange Act, 15 U.S.C. § 78u(d). |

D. Granting such other relief as the Court shall deem just and proper.

Dated: Aungust 15, 2003
MNew York, New York

Respectfully submitied,

P

By: MARK K. SCHONFELD {MS-2798)

Attorney for Plaintiff

SECURITIES AND EXCHANGE COMMISSION
3 World Financizl Center

New York, New York 10281

{212) 336-0140 (Rebert H. Murphy)

Of Counsel:
Helene T. Glotzer
Kay L. Lackey
Robert H. Murphy
Sandeep M. Salwalekar
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SEC v. Amore ct al,
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John J. Amore Melson A. Boxer
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New York, NY 10016
212-210-9470
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212-856-960{

Dawid GG. Ghysels, Ir. Jeffrey C. Hoffiman
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212-679-2900

Kenneth E. MabhafTy, Jr. ___Bemfeld
Demaitee Bernfeld, L.L.P.
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212-661-1661

Timothy I. Q' Connell 4. Lee 8, Richards
Richards Spears Kibbe & Orbe LLP
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212-530-1800
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Case 1:05-cv-03 ITRATION CERTIFICATION =

1, Mark K. Schonfeld . couttsel for Securities and Exchange
Commission___do hereby certily pursuant to the Local Arbitration Rule 83.10 that to the best of
iy knowledge and belief the damages recoverable in the above captioned civil action cxceed the
sum of §150.000 cxclusive of interest and costs.

v Relief other than monetary damages is sought.

DISCLOSURE STATEMENT - FEDERAL RULES CIVIL PROCEDURFE 7.1

Identify any parent corporation and any publicly held corporation that owns 10% or more or its
stocks:

Did the cause arise in Nassau or Suffolk County? A6

If answered yes, please indicatc which county.

County of residence of plaintiffisy (1) New Yerk _
(2)
(3)

County of residence of defendant(s) (1) AMassa y

2)_RAveens
(3)_Paim Beach

(4> Svifelk (5D Nasgay

1am currently admitted in the Eastern District of New York and currently a member in
good standing of the bar of this court.

Yes v ~No

Arc you currently the subject of any disciplinary action(s) in this or any ofher state or
federal conrt?

Yes (IF yes, please explain) No 4

Please provide your E-MAIL Address and bar code below. Your bar code consists of the initials
of your first and last name and the last four digits of your social security mumber or any other
four digit number registered by the attorney with the Clerk of Court.

{This information must be provided pursuant to local rule i 1.1{b} of the civil rules),
ATTORNEY BAR CODE:_MK2795

E-MAIL Address: schonfeldm@ssc.qov, murphyrob@sec. qov

I consent to the use of electronic filing procedures adopted by the Court in Adminisirative Order
MNo. 87-12, “In re Electronic Filing Procedures(EFP)”, and consent to the electronic service of all

papers.
Signature; IM—/ - _
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