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. UNITED STATES DISTRiCT COURT

NORTHERN DISTRICT OF CALIFORNIA

'SAN JOSE DIVISION".”

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,

- v'—

MICHAEL R. HENDRIX, DOUGLAS S. SAWAMURA,
JEFFREY S. SUMMERLIN, JAMES A.S. LEWIS,
CRAIG A. LARREW, SAN H. MAI, BICH THI
HOANG, LINH NGOC VU, NICK S. PARK,
JOHN H. OH, TIMOTHY J. HELMS and.
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Plaintiff Securities and Exchange Commission ("Commission"

or "SEC") alleges as follows:
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SUMMARY
1. This case involves insider trading and tipping by twelve
individuals in the common stock of Xylogics, Inc. All of the
trading took place.during_the two days before the public
announcement, on September 6, 1995, that Bay Networks, Inc. Would
acquire Xylogics.

2. bn Friday afternoon, September 1, 1995, Michael R.
Hendrix, the “manager of strategic alliances” at Bay Networks,
Inc. at the time, telephoned his friend Jaﬁes A.S. Lewis end told
him, “We’re going to buy Xylogics.” Hendrix explained to Lewis
that he had recently returned from a Bay Networks off-site
meetiné-at the Chaminade conference facility in Santa Cruz,
Caiifornia; thet his immediate supervisor, James Hourihan, had

: . oy -
had to return to the East Coast to wofk all weekend; and that he-
(Hehdrix) had “dverheard" or “overseen [sicl]” something that made
him aware both that Bay Networks was going to acquire.Xylogics
and that the ecquisition would be announeed soon. Hendrix addeéi
that the acquisition would be lucrative for4Xylbgics investors;
and that he. (Hendrix) had already begun buying Xylogics stock.

3. During the 36 hours preceding this call, Hendrix.Had
indeed been in a position, through his employment at Bay
Networks, to “overheer" or “oversee” [sie] the very material, -
non-public information that he admitted to Lewis that he had

learned. A $330 million deal through which Bay Networké stood to

gain a 21% stake in the remote access market, the Xylogics
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acquisition was a major corporate event for Bay Networks,

generating a flurry of activity. The off-site gathering in
Santa Cruz, which Hendrix told Lewis he attended, had taken place
on the day before Hendrix’'s call; among its attendees had been

Bay Networks 6fficers and managers who were.then aware of, and
working on,}the acquisition. On the day of Hendrix’s call to
Lewis, he had been scheduled to meet with Hourihan; but Hourihan
had cancelled that meeting and returned to the East Coast a day
ahead of schedule because of thé écquisition. Moreover,
Hendrix’s office was located on the same floor as-that~of Bay
Networks’ CEO, as wéll as other persons who knew about and were

actively working on the acquisition; this floor included common

areas. - And thfoughout this period,.Hendrix’s job
responsibilities afforded himlsignificantn;ntefaction ahd
opportunity to circulate within the company.

4. After léarning of the aéquisitién, first Hendrix, and

-

then all his direct and indirect tippees after him, engaged in s

‘aberrational trading in Xylogics -stock. Each began buying

Xylogics at their very next trading oppoftunity after learning of
the acquisition. Néne’had evér bought Xylogids before. Each
individual’s Xylogics burchase représeﬁted their largeét single
securities investment éver; Several opened new securities
accounts to make their Xylogics pufchases. Many traded through
more than one firm. In order to fund their Xylogics purchases,

many sold all, or substantial portions of, their existing
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sequrities holdings;-two took out sizable loans, one of which
exceeded the borrower'é net worth by more than five times.

5. In,particular, Hendrix, who had already begun buying
Xylogics stock for his own account before his call to Lewis (just
as he’'d toia Lewis he had), continued his buying on the next
trading day, purchasing 6,215 shares in all, and funding these
purchases by iiquidating‘over 98% of his entire family’s
securities holdings. Hendrix then tipped several friends,,each
of whom, in turn, also quickly bought Xylogics.. Lewis; Hendrix’s
first tippee, bought XYlbgics at his vefy ne#t tradiﬁg
opportﬁnity following Hendrix’s tip, investing all his available

-

funds, and even opening a new securities account to make his

-Xylogics purchases, which totaled 3,800 shares. Lewis also

W
S

tipped a friend, th, iﬁ turn, quickly boﬁght 1,300 shares of
Xyiogicé. vJeffrey.Suﬁmerlin, Hendrix's neXtAtippée,AlikewiSe
bought Xylogics at his very next obportunity following Hendrix’s
tip, taking out a substantial margin‘loan in order to buy 3,200/;
shares of Xylogics. Sumﬁeriin also tippéa:a.ffiend whé, in turn,
also quickly bought Xylogics. Douglas SaWamuré, Hendrix’s next
tippee, also began buying Xylogics at his next opportunity after -
Heﬁdrix’s,tip, purchasing 10,217 shares in two accounts with two |
different brokerage firms, including an acéount he opened the day
of his Xylogics purchase. San Mai, Hendrix’s next-tippeé,
likewise began bu?ing Xylogics very early Qﬁ'the next trading day

following Hendrix's tip, ultimately. purchasing 2,785 shares.
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Craig Larrew, Hendrix's next tippee, immediately sold off all his
other stock after Hendrix tipped him, and used all the proceeds—
$108,000—to buy 2,980 shares of XYiogics. Larrew then
recommended Xylogics to a third party, who also promptly bought
Xylogics. Finally, Hendrix recommended the purchase of Xylogics
to his broker, William Gerdts, who bbught 1,500 shares of |
Xylogics for his own account and recommended that his clients
purchase 3,800 shares of Xylogics, which they did.

6. Mai’'s tippees—fhis mother, uncle, friend, and friend’s
boss—1likewise engaged in aberrational trading in Xylogics after.
Mai tipped them. Each bought Xylogics within minutes of the next
availanle trading opportunity foiloWing Mai’s‘tip. Bich Thi
Hoang, Mai’s mether, bought 600 shares in&Ewo accounts she shared
with Linh Ngoc Vu, Mai's uncle, at two different brokerage firms,
including an account she opened on.the day of her purchase; Vu
also’purchased 2,000 more shares of Xylogies; using yet a third
firm for half of those purchases. Mai’s friend John Oh; whose'/;
annual salary was $41,000 and whose net worth approximated
$9,000,.bought $100,000 worth of Xylogics+—2,750Ashareé——in two
accounts with two different brokerage firms, .including an account
he opened with his Xylogics purchase. Oh bought all of this
stock on margin and, to fund his margined purchase, borrowed
$51,000 from his employer,‘Nick'Park. Park himself bought 9,000

shares of Xylogics in two accounts with two different brokerage
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firms, for a total investment of $330,000—his largest securities
investment ever.

7. At the time of all this trading and tipping, Hendrix and
each of his direct and indirect tippees knew, or reckléssly
disregarded the fact that, Hendrix’s tipping breached Hendrix’s
fiduciary duty to Bay Networks as an employee of Bay Networks.
Hendrix also knew, or recklessly disregarded the fact that, his
own Xylogics trading and his recommendétion of Xylogics to his
broker likewise breached that same duty. In all, Lewis, |
Summerlin, Sawamura, Mai('Larrew, Hoang, Vu, Oh and Park, and
others whose trading steﬁmed directly or indirectly from Hendrix,

bought at least 43,932 shares of Xylogics stock on the day before

the public announcement of the acquisition. Together with

Taed

|Hendrix, these persons made at least $644,000 in illegal profits

from their'ttadihg'in Xylogics.
8. Separate and apart from Hendrix, while working in Bay

’

Nétworksf public relations departmént,_and in the course of _
preparing for an “Analyst Summit”:to be hosted by Bay Networks,
Timothy‘Helms'also learned of Bay Networks’ imminent acquisition
of Xylégics when his boés, pﬁblic.relations'director Chris
Carleton, informed himbof it. After 1earning this infﬁrmation,-
and after specifically promising Carletbn to keép this
information confidential, Helms tipped ﬁis father, Raymond, who

bought 3,000 shares ofVXYIOgics the day before the announcement,

making illegal profits totaling $36,000.
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9. During the Commission’s investigation that preceded the
filing of this ection, each and every one of the defendants
asserted che Fifth Amendment privilege against self-incrimination
with respect to the circumstances surrounding their Xylogics
trading and/or comﬁunications concerning Xylogics. Hendrix did,
however, participate in a May 1996 telephone interview withvthe
Commission staff prior to invoking the Fifth Amendment. Dﬁring
chat interview, Hendrix falsely claimed that he had no knowledge.
of the'Xylogics’acquisition before its public announcement, that
he never recommended Xylogics to anycne, and that his trading in
Xylogics was based entirely on his-own research into the company.

16: By engaging in this conduct, Hendrix and the other
defendants v1olated the antifraud prov131ons of the Securltles

Exchange Act of 1934 (the "Exchange Act"), and they will contlnue

to do so unless restrained and enjoined by this Court.

Accordingly, the SEC seeks injunctions against future violations,

’

disgorgement of unlawful trading profits, prejudgment interest

and Statutory money penalties.

JURISDICTION

11. This Court has jurisdiction over this action pursuant to
Sections 21(d) and (e) and Section 27 of the Exchange Act [15
U.S.C. §§ 78u(d) and (e) and 78aa].

INTRA-DISTRICT-ASSIGNMENT

12. A881gnment to the San Jose D1v1s1on is approprlate

pursuant to Civil Local Rule 3-2(e) because a substantial part of
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the conduct alleged herein occurred in the County of Santa Clara,
in the Northern District of California.

THE DEFENDANTS

13. Michael R. Hendrix, age 42,.resides in San'Carlos,'

California. During the relevant period, Hendrix worked at Bay
Networks as a manager of strategic alliances.

14. Douglas S. Sawamura, age 40, resides in Los Altos,

California. A friend of Hendrix's during the relevant period,
Sawamura had worked with Hendrix at Bay Networks until ten weeks
before his and Hendrix’s trading in Xylogics.

15. San H. Mai, age 32, resides in Cupertino, California.

During the relevant period, Mai worked together with Sawamura and
was a friend of Hendfix’s, having just months before worked with =
Hendrix at Bay Networks. Sawamura, Mai and Heﬁdrix.were close

friends and did many things tdgethér'both before and after their
Xylogics'trading, incluaing attendance at San Jose Sharks hockey

games. .

16. Bich Thi Hdang, age 62, fesides in Portland, Oregon, and

is Mai’s mother.

17. Linh Ngoc Vu, age 46, resides ih BeaVerton, Oregon, and

is Mai’s uncle ‘and Hoang<s brother-in-law.

18. John H. Oh, age 33, resides in Portland, Oregon. During

the relevant period, Oh worked as a sales associate for a

computer retail store and was a friend of Mai’s.
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19. Nick S. Park, age 38, resides in West Linn, Oregon.

During the relevant period, Park was Oh'’'s employer.

20. Craig A. Larrew, age 41, resides in San Jose,
California. During the relevant period, Larrew was a friend of
Hendrix’s. Just months before his Xylogics trading, Larrew had

worked with Hendrix at Bay Networks.

21. Timothy J. Helmé, age 42, resides in Livermore,
California.  During the relevant period, he worked as a manager
in Bay Networks’ public relations department.

22. Réymond L. Helmé, age 73,-resides in San Rafael,

California, and is Timbthy Helms’ father. During the relevant

period,.he was a retired real estate agent.

SETTLED DEFENDANTS. ,

23. James A. S. Lewis, age 45, resides in Woodinville,

- Washington. During the relevant period, he was a friend and

former co-worker of Hendrix. _Lewis reached a settlement with the
Commission at an earlier stage in this litigation, pursﬁant to ,L
which hé was enjoined by this Court andvordered'to disgorge his
tréding ptofits-plus prejudgment interest tﬁefeon, and-to pay |
civil money penalties. |

24. Jeffrey S. Summerlin, age 49, resides in Thousand Oaks,

California. During the relevant period, he was a friend of
Hendrix who worked with Hendrix in the early 1990s at Bay
Networks’ predecessor. Summerlin reached a settlement with the

Commission at an earlier stage in this litigation, pursuant to
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which he was enjoined by this Court and ordered to disgorge his

trading profits plus prejudgment interest thereon, and to pay

civil money penalties.

MERGER PARTICIPANTS

25. Xylogics, Inc., was a Delaware corporation with its
executive offices in Burlington, Massachusetts, which
manufactured and marketed remote access network products. At all
relevant times, Xylogics’ stock wés registefed with the
Commission pﬁrsuant‘to Section iz(g) of the Exchange Act, and
quoted on the Nasdag National Market System. As of November 9,
1995, the record date of the merger, approximately 5.5 million
shares of Xylogics stock were outstanding. After the
acquisition, X?Iogics became a'wholly-Ownq%fsubsidiary of Bay
Networks. |

26. Bay Networks, Inc., was a Delaware corporation with its

executive offices located in Santa Clara, California, which

\

manufactured and marketed data networking pfoducts and services.

At all relevant times, Bay Networks’ common stock was registered

'with the Commission pursuant to Section 12 (b) of the Exchange Act

and traded on'the‘New York StockvEXchange, In 1998, Bay Networks
merged with, and became a wholly-owned subsidiary of, Northern
Telecom Limited, which was renamed Nortel Networks.

BACKGROUND

'27. By the end of August 1995, officers of Bay Networks and

Xylogics had agreed to recommend that their respective boards
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approve Bay Networks’ acquisition of Xylogics through a stock-
for-stock merger. The officers had also agreed on the price and
share ekchange ratios that they would recommend to their boards.
28. By Friday, September 1, 1995, the companies had begun_to
preparé for the joint public announcement of their anticipated

merger agreement. During the ensuing weekend—which included the

Labor Day holiday—representatives of Xylogics and Bay Neﬁworks
completed their due diligence and finalized the terms of ﬁhe
merger. On the day after Labor Day, Tuesday, Séptember 5%, the
boards of each company met and approved the merger.

22. Before trading opened on,the following day, Wednesday,
Séptemger'6“HABay Networks announced that it had signed a
binding agreement to acquire Xylogics in #&~”stock exchange. Until
this announcement, the facts and terms of the.mergerIWere both
matériai and. non-public.

| 30. After the announcement, Xylogics’_stoék'opened at
$50;56——up more than 36% from its previous .trading day’s closing’
price of §37. .Xylogics' stock reached a high of $50.75 that day,
before closing at $48;875 on extremely heavy volume.
puTY

31. By August 1995; Hendrix had recéivéd extensive.notice of
the legai and éorporate policies prohibiting insider trading;
First, for four years during the mid-1980s, Hendrix was a
licensed stockbroker, first with Dean Witter, then with Bateman
Eichler. Second, in 1990, Hehdrix-began working for thé
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predecessor of Bay Networks—SynOptics Communications, Inc.—

where he signed a confidentiality agreement forbidding the

“disclos[ure] or use ...[of] any proprietary or confidential

information...belonging to the Company,” including information
concerning “future business plans.”

32. In 1995; when he became an employee of Bay Networks
through SynOptics’ merger with WellFleet Communications, Ihc.,
Hendrix knew of the ihsidei trading policy, which prohibited
individuals who were privy to inside information from using that
information to trade securities, and he received a copy of the
written;pélicy. Bay Networks’ writtén policy, dated February 10,

1995, also expressly prohibited passing “inside information”

‘under any circumstances. Thus, at the time, he traded in

Xylogics, tipped others concerning the Xylogics acquisition, and
recommendédfthe purchase of Xylogics to his brokéf, Héndrix knew,
or was reckless in nét_knowing,vthat his doing so breached his
fiduciary duty to Bay Networks as an employee of Bay Networks. :t
33. At the time of their Xylégics trading,hséwamura, Mai,
Summerlin) Lewis and.Larrew'were ail’former co—wquers;bf.
Henarix( either at Bay'Netwdfks, at its predecessor, SynOptics
Cbmmunications, or both. Thus, each had received the insider
trading policies of Bay Networks, its predecessor, or both.
Moreover, each had for many years been employed by public

companies with insider trading policies. Thus, each of these

defendants knew, or were reckless in not knowing, that Hendrix’'s

- 12 -
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tip to them breached his fiduciary duty to Bay Networks as an
employee of Bay Networks.

34. At the time of their Xylogics trading, Hoang, Vu, Oh and
Park knew, or_were reckless in not knowing, that Mai had worked
at Bay Networks until just four months earlier.

35. At the time he tipped his father, Timothy Helms'had
worked for Bay Networks and its predecessor,ISynOptics
Communications, for several years, and knew, or was reokless in
not knowing, the company's insider trading policyA Moreover, at
the time he tipped his father, Timothy Helms had been
specifically 1nstructed by his immediate supervisor, and had
specifieally undertaken, to maintain the confidentialityiof
information concerning the Xylogics acquisltion

ll

_36 At the time he received his son’s tip, Raymond Helms

fknew, or was reckless in nhot knowing, that his son worked in Bay

Networks’ public relations department that this department was
responsible for public announcements; and that no public
announcement of the Xylogics acquisition had yet been made.

HENDRIX LEARNS OF BAY NETWORKS ACQUISITION OF XYLOGICS

37. On'Wednesday, August 30, 1995, Hendrix’s immediate
supervisor, James J. Hourihan, learned of Bay Networks’ imminent
acquisition of Xylogics at a confidential meeting heid in a hotel
room in Bedford, Massachusetts. During that meeting, which

included representatives from both Bay Networks and Xylogics,
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Hourihan was asked to assist with.preparations for the pﬁblic
anhouncement of the acquisition.

38. Later that same afternoon, Hourihan took-a flight from
Boston, Massachusetts to San Jose, California for two days of
previously scheduled meetings with bersons who worked in.Bay
Networks’ Santa Ciara office, including Hendrix. Hourihan, who
Was based in an Netwbrks’ Billerica, Massachuseﬁts office at the
time, had planned this California trip before learning of the
Xylogics acquisition.

39. Before he learned of the acquisition,.Hourihan‘had been
schedu%ed to stay in Santa Clara for two full days—Thursday,
August 31 and Friday, September l-—and not to depart‘from
Caiifornia until 10 o‘clock that Friday n%ght, én a “red eye”
flight.that would not arrive in Boston until early Saturday
mofning, Septemberlz, 1995. Moreover, Hourihan had been
scheduled to meet with Hendrix during that trip, at 10:30 a.m.
(PDT) on Friday morning, Sepﬁémber . | 't

40. On Thursday, August 31, i995, accordiﬁg to schedule, Bay
Networks held.an allfday “off-site” gathering of bersohs from Bay
ﬁetwofks’ public felations and marketing groups, at the Chaminade

conference center in Santa‘Cruz,'California.' Approximately 50

|Bay Networks officers and management - level employees attended

this gathering,; including numerous individuals who, by that date,

already knew of, and were working on, the impending acquisition
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of Xylogics._ Among the attendees were Hourihan, Bay Networks'
Chief Executive Officer, Andrew Ludwick, andeendrix.

41. Persons working on the acquisition who were present at
the “off-site” discussed the ‘acquisition among themselves. 1In
addition, any Bay Networks employee overhearing any such
discussion or seeing any acquisition-related documents at the
“off-site” would have known that any trading or tipping‘:based on
any information so gleaned would have violated Bay.Networksf
poiiciés;

42, Hendrix;s access tq non-public information éoncerning
the.acquiéition was, however, by no means.iimited to hié
atténdénce.at the'“off—siteﬁ gathering. - At all-relevant»timés,
Hendrix’s offiée_was_located on the same floor or in close
proxiﬁ;ty to.the office of Bay Network; Cﬁg Ludwick; as well as
of other persons who were éwaré of the Xylogics acquisition
before its public énnouncement; .At'all relevant times, the floor
on whichAHendrix's-and LudWick’s office was located included a
coffee room and other common areas. |

a3, Alsb_at all relevant times, ﬁendrikfs position, “manager
of strategic alliances,” éfforded him a signifiéant amount of
interaction and access to material, non—pﬁblic information within
the company.

44. At 10 ofcloék on Thursday evening, August 31-—a full day
earlier than scheduled——Hqurihan departed California for Boston.
Houfihan's early departure was:dfiveﬁ by work he had to do
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concerning the impending acquisition of Xylogics. Because of his
early departure, Hourihan cancelled his seheduled meeting with
Hendrix for Friday morning, September 1, 1995.

45. By the early afternoon of Friday, September 1, 1995,
ﬁendrix, as he admitted to Lewis, had already learned the
material, non-public information concerning Bay Networks®
acquisition of Xylogics. .Hendrix learned this information in the
course of his employment as “manager of strategic alliances” at
Bey Networks. |

46. Hendrix learned of the acquisition either during Bay
Networks’ “off—site” gathering in Santa Cruz, at Bay Networks’
Santa éiara office, or in another setting involving or reiating
to the.confidemtial Conductpof Bay Networgﬁdbusiness; Hendrix
learned, either on Thursday, Auéust 31, 19;5, Frida?, September
1;,1995, or at eome time within or over the course of those two
specific daYsL that Bay ﬁetworke would acquire Xylogics, and that
the acquisition would be apnounced soon.

47. At approximatel? 1:00 p.m. kPDT)len Friday, September
1, 1995, in breach of his fiduciary duty to Bay Networks as an
employee of Bay Networks, including his dutiesfunder Bay
Networksf insider trading leicy, Hendrix began purcﬁasing
Xylogics stock. Firet, Hendrix plaeed an order to buy 3,800

shares of Xylogics stock in his Individual Retirement Account

("IRA") at Everen Securities. After the market closed that day,

! All times given herein are in Pacific Daylight Time.
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Hendrix placed a limit order to buy another 2,000 shares of
Xylogics in his joint account with his wife at the same brokerage
firm.

48. Then, on the next trading day, September 5™ —just

minutes after the market opened—Hendrix changed that limit order

to a market order. Over the next hour, Hendrix placed additional
orders to buy Xylogics stock in accounts at Everen Securities for
his three minof children.

49. All told, through five accounts, Hendrix purchased 6,215
shares of Xylogics stock on September 1°5° ana September 5,
investing approximately $221,000. In ordér to finance these
purchasés, Hendrix éold all of the holdings in four of the five
accounts, and 96% of the héldings in the fifth account. In
total, the Hendrix family made a profit trading in Xylogics of at
léast $104,885.63.. Hendrix had never purchased Xylogics stock
before his trading on September 1lst and S”ﬂ and his Xylogics
investmeht was his largest single securities investment up to :
that time.

50? Hendrix asserted his Fifth Amendment privilege against
self-incrimination during the Commission’s investigation that
preceded the filing of this action in responée to all questions
concerniﬁg( among other things, the reasons for his Xylogics

trading and his communications with others concerning Xylogics.
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HENDRIX TIPS FRIENDS AND COLLEAGUES DURING THE DAYS
BEFORE THE MERGER ANNOUNCEMENT, WHO THEN BUY XYLOGICS

51. Not only did Hendrix invest heavily in Xylogics himself,
but also beginning on September 1, 1995 and continuing through
September 5, 1995, in bteach of his fiduciary duties to Bay
Networks as an émployee of Bay Networks, including his duties
under Bay Networks’ insider trading policy, Hendrix contacted at
least six friends and colleagues, tipping some and'recommending
that others buy Xylogics.

52. In making these tips and recommendations, Hendrix acted
for tne pu}pose of obtaining personal benefits, including,
withoutr limitation, reputational enhancement as a source of stock
tips, gtatitude'for being the cause of trading profits, and the
ability, through his misappropriation of f#formation concerning
the acquisition and attendant breach of duty to his employer, to
confer “gifts” of trading profits‘on his friends.and colleagues.

53. On Friday aftérnoon, September 1, 1995, after the markat
closed, Hendrix telephoned three‘friends:' James A. S. Lewis, i
Jeffrey Summerlin, and Douglas SaQamura. All three bought
Xyiogios’ stock minutes‘after the market opened after the Labor
Day-holiday, on September 5%, and thua at virtually their very

next trading opportunity. And, like Hendrix, each invested

considerable portions of their available resources in Xylogics.
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Hendrix Tips Lewis, Who Buys Xylogics Stock
and Recommends Xylogics to a Trading Friend

545 On the afternoon of Friday, September 1, 1995, after the
market closed and after he had already begun buying Xylogics
Sﬁock for himself, Hendrix tipped Lewis concerning the‘imminent
acquisition of Xylogics, in breach of his fiduciary duties to Bay
Networks as an employee of Bay Networks. This tip occurred by
phone, during two telephone calls that Hendrix placed frbm his
direct office linerat Bay Ngtworks to Lewis’'s office: a 48--
second call beginning at 2:42 p.m., and a 13.8-minute call
beéinning at 3:35 p.m.

55. Spécifically, Hendrix told Lewis on September 1, 1995,
wheﬁ~he tipﬁéd-him:

a. that he (ﬂendrix) had reCen%fy returned ffom an
‘offsite meeting of the company’s business
developﬁenﬁ and marketing groups at the Chaminade
cénferencé'center in Santa Cruz; ‘ .

b. that his boss,lHourihan, had .had .to return to the
East Coast to work all weekend;

c. that he‘(Hendrix) had either “ovérhéard'something".
or “overseen [sic] something” that made him aware
both that Bay Networks waé going to acquire
_Xylogics, and that the acquisition would be
announced shortly; | |

d. that the acquisition would be lucrative for
Xylogics investors; and

' - 19 -
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e. that he (Hendrix) had already béguﬁ buyihg
Xylogics stock.

56. In tipping Lewis, Hendrix said nothing to Lewis about
having done any research or analysis into Xylégics; rather,
Hendrix described the Xylogics'acquisition as a fact, not a
prediction.

57.‘At the time Hendrix tipped Lewis, Lewis knew of
recklessly'diéregarded the fact.that Hendrix had tipﬁed him in
breach of Hendrix’s duties to Bay Networks. Despite this, Lewis
began buying Xylogics stock at virtually his first_avéilable
opportgnity following Hendrix’s tip. Thus, beginning at 6:55
a.m. onfTuesday; September 5, 1995—just 25 minu;es éfter the
market opened on the very next traaing,da%wafter Hendrix'’s
September 1, 1995 tip——Lewis puréhased 3,800 shares of Xylogics
in three‘separate accounts; his IRA account, his wife’s IRA
account, and a joint mérgin accoﬁnt that he opened with his
purchases of Xylogics stock. Aléo on September 5%, Lewis .
recommended Xylogics'to.a“friend and colleégue; whoApurchased
1, 300 shares of Xylogics. Lewis made a $45 700 proflt from his
trading, and hlS frlend realized profits of $16 575. At the time
he placed his orders to buy Xylogics stock, Lewis told his broker
that he wanted to buy 4,000 shares, but ultimately bought 3,800
shares because he lacked sufficient funds in his accounts to buy

more. Like Hendrix, Lewis had never purchased Xylogics stock
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before September 5%, and his Xylogics investment was his single
largest securities investment up to that time.

- 58. In recommending XYlogics to his friend and colleague,
Lewis passed on four sbecific pieces of material, non—public
information that Hendrix had tipped Lewis in breach of Hendrix's
fiduciary duties to Bay Networks: That a transaction was
imminent; that the transaction was an acquisition;'that the
acqﬁiring company was Bay Networks; and that the company to be
acquired was Xylogics. 1Indeed, in her contemporanéous'note of
what Lewis told her on the morning of September 5, 1995, Lewis’
friend and colleague wrote: ~

R Zylogics [sic]

~ XLGX
By Bay Nets

B T T e
ey

At the time, “XLGX"” was the ticker symbol for Xylogics.
" 59. Lewis asserted his Fifth Amendment privilege against
self-incrimination during the Commission’s investigation that

’

preceded the filing of this action in response to all guestions °
concerning, among other things, the reasons for his Xylogics
trading and his communications with Hendrix and chers’doncerning

Xylogics.

Hendrix Tips Summerlin, Who Buys Xylogics Stock

60. Also after he began buying Xylogics stock for himself on
September 1, 1995, Hendrixitipped Summerlin about Bay Networks’
acquisition of Xylogics. This tip occurred sometime between 1:00

p.m. on the afternoon of September 1, 1995 and 6:45 a.m. on
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Septembeér 5, 1995, during one or more of the contacts between
Summerlin and Hendrix during that period, including a 42jsecond
call placed from Hendrix’s direct office line to Summerlin’s home
at 2:53 p.m. on September 1, 1995. Summerlin knew or was
reckless in not knowing that Hendrix‘'s tip breached Hendrix's
duties to Bay Netwbrks.

61. On.Séptember 5, 1995, at approximately 6:45 a.m.—just
15 minutes after the market opened on the very next trading day
after Hendrix’s tip—Summerlin showed ﬁp in person at his

stockbroker’s office and made the following statement to his

broker: “I think Xylogics.may bé boughtvby Bay.” Summeilin also
stated'that he understood from a friend that Xylogics was “in
play.”

62. Summerlin took but é margin loanggid bought 3,200 éhares

of Xylogics. Summerlin invested $117,600 in Xylogics and
realized profits tdtaling $39,200 ffom his purchases of Xylogiés
stock. Summerlin, like Lewis and Hendrix, had never purchased .-
Xylogics stock before he came to his brokér's office at 6:45 a.m.
on September 5",  As with Lewis's and Hendrix’s, Summerlin’s
investmentlin XYlogics was his siﬁgle largest_seéurities
investmentlup tovthat time..

63. Summeflin also recommended Xylogics'to-a friend,
telling'the.friend that he (Suhmerlin) had learned from a friend

connected to either Xylogics or Bay Networks that Bay Networks

would acquire Xylogics and that the acquisition would happen
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soon. In a subsequent cdnversation with the same friend,
Summerlin identified Hendrix as his source.

64; Summerlin asserted his Fifth Amendment privilege against
self-incrimination during the Commission’s investigation that
preceded the filing of this action in reéponse to all questions
concerning, among other things, the reasons for hié Xylogics
trading and his communications with Hendrix cbncerning Xylogics. -
Summerlin'also asserted his Fifth Amendment privilegé in‘refusing
to produce documents subpoenaed by the Commission’s enforcemént
staff.‘

Hendrix Tips Sawamura, Who Buys Xylogics Stock

65. Less than three minutes after Hendrix's call to.
Summerlin, 'and less than 15 minutes after%gendrix's initial call
to Lewis, Hendrix, in an effort to contact his friends Mai and -
Sawamura, placed two calls from his Bay Networks difect office
iine: the first to a pager number at Netscape, where Sawamura
and Mai both worked, and the second to Sawamura’s direct office'l
line at Netscape. |

66. A minute later, from his direct office line,“Sawamura
plaéed a 5-minute and 29-second retufn call to.Hendrix's direct
office line at Bay Networks. Duringlthat cali, and in breach of
his fiduciary duties to Bay Networks as an employee of Bay
Networks, Hendrix tipped Sawamura and Mai to the following: That

a transaction was imminent; that the transaction was an
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acquisition; that the acquiring company was Bay Networks; and

that the company to be acquired was Xylogics.

67. Until three months earlier, Sawamura had worked with
Hendrix, not only at Bay Networks, but also at its predecessor,
SynOptics Communications. Sawamura had therefofe received the
very same insider trading policies that Hendrix had. Moreover,
at the time of Hendrix’S‘tip, Sawamura continued to work for a
pubiic.company with an insider trading policy. Thus, when he
received Hendrix’s tip, Sawamura knew:or was.reckless in not
knowing that Hendrix’s tip breached Hendrix's duties to Bay
Networks.

68l On September 5, 1995 beginning at 6:46 a.m. ——just 16

mlnutes after the market opened on the very next trading day

4-»,.',

Afollow1ng Hendrix’s tip—Sawamura used Hendrlx s tip to trade in

Xylogics'stock. Sawamura_purchased 10,217 shares of Xylogice in
two sepatate accounts with two differeﬁt brokerage firms.
Sawamura opened one of those accounts‘on the day of his Xylogics.
trading by transferring 1,903 shares of Béy Networks stock into
the account, which he then sold, u31ng all the proceeds,
approx1mately $94, 000, to buy Xylogics. 1In all, Sawamura
invested approximately $375,000 in Xylogies, and made $124,615.38
in:profits from his pufchases ef Xylogics steck. Like all the
other defendants, SaWamura haa never traded in Xylogics stock and
his purchase of Xylogics was his lergest siﬁgle securities

investment up to that time.
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69. Sawamura’s trading on September 5, 1995; included a
siiable»éélg of Bay Networks stock, the acquiring company of
Xylogics. After the announcement of the acquisition the
following day, Bay Networks’ stock price declined glightly, with
Sawamura thereby realizing loss-avoided profits from having sold
Bay Networks stock in the wake of Hendrix’s'tip.

70. In a May 1996 telephone interview with the Commiséion’s
enforcement staff, Hendrix admitted discussing Xylogics with
Sawamura prior to the public announcement of the acquisition.

71. During the Commission’s investigation that préceded the
filing of this action, Sawamura invoked his Fifth Amendment
privilege against self—incrimination} not only in refusing to

produce documents subpoenaed by the Commigsion’s enforcement

de

staff, but also in response to all questions concerning, among
other things, the reasons for his Xylogics trading and his
communications with Hendrix concérning XYlogics.

Hendrix Tips Mai, _ .
‘Who Buys Xylogics Stock

72. Between 1 p.m. on Friday, September 1, 1995, and 6:36
a.m. 6n Tuesday, September 5, 1995, in addition to tipping
Sawamura, Hendrix also tipped defendant. San Mai concerning Bay
Networks’ acquisition of Xylogics.
73. Until fQur months earlier, Mai had worked with Hendrix,
not only at Bay Networks, but also at its predecessor, SynOptics
Coﬁmunications. Mai had therefore received the very same insider
trading policies that Hendrix had. Moreover, at the time of

- 25 .
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Hendrix’s tip, Mal continued to work for a public company with an
insider trading policy. Thus, when he received Hendrix'’s tip,.
Mai knew or was reckless in not knowing that Hendrix’s tip
breached Hendrix’s duties to Bay Networks.

74. Beginning at 7:09 a.m. on Tuésday, September 5, 1995—
just 39 minutes after the market opened on the very next trading
day aftef the 5-minute and 29-second call between Sawamura’s
direct office line and Hendrix—Mai used Hendrix's tip in |
purchasing 2,785 shafés of Xylogics stock. He made profits of
$34,720.63 from these purchasgs.

75. Mai, like Sawamura, sold a sizable“number of Bay

Networks shares (1,200 shares in Mai’s case) to help finance his

purchase of Xylogics stock, thereby'reaiizing loss-avoided

,3{’},

profits from having sold Bay Networks_stock in the waké of
Hendrix’s tip. Like Hendrix, Lewis, Summerlin and Sawamura.befbfe
him, Mai had never traded in Xylogics stock and his Xylogics
inVestment was his largest single securities invesfmént up to :
that time. |

76. As described moré fully below, Mai also'tipped others‘
concerniﬁg the Xyiogics.acquisition, and those others also bought
Xylogics at their next available opportunity following Méi’s tip.
Mai‘’s trading in Xylogics stock, including the size of his
investment and its early-mbrning timing, miﬁicked that of.Lewis,

Summerlin and Sawamura.
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77. During a May 21, 1996, telephone interview with the
Commission’s enforcement staff, Heﬁdrix acknowledged being aware
that Mai.held Xylogics stock at the time the aéquisition was
announcéd, but refused to answer questions concerning
communications with Mai about Xylogics, saying instead, “I’'d
rather not say,” and “I’‘d rather not comment” .

-78. During the Commission’s investigation that preceded the
filing of this action, Mai invoked his Fifth Amendment privilege
against self-incrimination, not only in refusing to produce
documénts'subpoenaed by the Commission’s enforcement staff, but
also in response'to all questions concérning, émoné other things,

the reasons for his Xylogics trading and his communications with

Hendrix and Sawamura concerning Xylogics.

T

Hendrix Tips>Larrew, Who Buys X&lggics Stock
.79.‘Also'aftér he began buying Xylogicé stock for himself,
Hendrix,.in breach oﬁ his fiduciary duties tb Bay Networks as an
employee of Bay NetWorks, tipped his frieﬁd Craig Larrew about fl
Bay Networks’ acquisition of Xylogics, by ﬁelling him the

following: ' that a transaction was imminent; that the transaction

was an acquisition; that the acquiring company was Bay Networks;

and that the company to be'acquired was Xylogics.

80. This tip'occurred during a telephone call from
Hendrix’s direct office line to Larrew’s direct office line at

Cisco Systems beginning at 11:39 a.m. on September 5, 1995.
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h81. Until several months eaflier, Larrew had worked with
Héndrix, not only at Bay Networks, but.also at its predecessor,
SynOptics Communications.  Larrew héd therefore reéeived the very
same insider trading policies that Hendrix had. Moreover, at the
time he received Hendrix’s tip, Larrew continued to work for a
public company with an insider trading policy. Thus, at the time
he received Hendrix’s tip, Larréw knew or was reckless in not
kndwing that Héndrix's.tip breached Hendrix's duties to Bay
Networks. |

82. At 11:45 a.m. on Tuesday, Septembef 5*"—just seconds
after the cbnclusion of the incomihg call from Hendrix—ILarrew
telephdned his brokerage firm. Oyer the next hour, Larrew sold
all of the holdings in éll of his accountfvat the brokerage firm
and used all of the proceeds, over $108,058, to buy.Xylogics
stock._ In this way, Larrew purchaéed 2,980 shares_of Xylogics
and, in so doing; used Hendrix'sAillegal tip. Larrew made
profits of $36,838.78_fr6m his'pﬁrchases of Xylogics stock.

83. Like Lewis,.Sumherlin, Sawamurafand}Mai before him,
Larrew began investing in X?lbgics at the very next available
Erading opportunity féllowiﬁg Hendrix’'s tip. |

84 . Like Hendrix, Lewis, Suﬁmerlin, Sawamura and_Mai before
him, Larrew invested a substantial portion, if not all, of his

available resources in Xylogics and his purchase of Xylogics was

his single largest securities investment up to that time.
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85. Like Hendrix, Lewis, Summerlin, Sawamura, and Mai,
Larrew had never before purchased Xylogics.

86. Like Lewis, Summerlin, and Mai, Larrew recommended the
purchase of Xylogics to ‘at least one other person after being
tipped by Hendrix and trading for his own account, and that other
person.also traded in Xylogics.

87. Like Hendrix, Lewis, Summerlin, Sawemura, Mai and all
the other defendants, Larrew asserted his Fifth Amendment
privilege against self-incrimination during the Commission’s
investigation that preceded.the filing of this actioﬁ in fesponse
to all queetions concerning, among other things, the reasons for
his Xyiggics trading and his communications with Hendrix
Concerning Xylegics.v Larrew also, like Sawamura and Mai,
asserted his Fifth Amendment‘priﬁilege in§¥;fueing to produce
documents subpoenaed by the Commission’s enforcement staff.

Hendrix Recommends the Purchase of

Xylogics to His'Broker, William Gerdts,
. Who Buys and Recommends that His Clients Buy

88. BetweenVSeptembef 1, 1995 and September 5, 1995, in
breach of his fiduciary duties to Bay Networks as an employee of
Bay:Networks, Hendrix recommended.the purchase ef Xylogice to his
stockbroker, William GerdES. At the time, Hendrix knew or was
reckless in not knowing that -it was foreseeable that Gerdts would
purchase Xylogics aﬁd that Gerdts would recommend the purchase of

Xylogics stock to his clients.
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89. On Sepﬁember 5, 1995, after Hendrix’s recommendation,
2 Gerdts'bought 1,500 shares of Xylogics for his own account and
3 recommended that his clients purchase 3,800 shares of Xylogics,
4 which they did. Gerdts and his ciients made profits totaling

'$66,437.59 from their purchases of Xylogicé.stbék.

Mai Tips Others, Who Also Buy Xylogics Stock

5

6

7 90. Between the conclusion of the return call to Hendfix on

8 Friday, September 1, 1995, and the respective.times of their

? Xylogics purchases'on the morniné of Tuesday{ September-s, 1995,

Mai tipped his mother (Bich Thi.Hoahg), his uncle (Linh Ngoc Vu),

‘his fr{end (John Oh) and his friend’s employer (Nick Park) to

purchase Xylogics. Wﬁile all of these tippees have asserted the

Fifth Amendment and refused to préVideAinggrmation concerning the
: Y

lexact content of these commuhications, their immediate and

substantiél puréhases of Xylogics and other conduct, deécribed

17| Pelow, make it probable that'Mai.at least advised them that Bay

18 Networks was about to écquire Xylogics and that Mai’s source of/l

19finformation was an insider at Bay'Networks,lwhéfe the tippees

20| knew Mai used to work.

21 91. These tips occurred during the numerous contacts among

22}t hese persons during that period, including:

23 a. Mai’s in-person visit to Portland, Oregon during
24

Labor Day Weekend, 1995, and in particular, his
25 .

visit to his mother’s home during that time:;
26 ’ ~
27
28 - 30 - _
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'b. calls from Mai’s parents’ home to Mai’s home on
September 1, 3, and 5, 1995;
c. five calls from Oh’s and Park’s office to Mai's
direct office line on.September 5, 1995; and
d. three calis from Mai’s direct office line to Oh’s
and Pérk’s office on September 5, 1995.
At virtually their earliest trading opportunity after receiving

Mai’s tip, and using the information tipped to them by Mai,

vdefendants Hoang, Vu, Oh,.and_Park each purchased Xylogics stock.

92. In makingbthese tips, Mai acted for the purpose of
obtaining personal benefits, including, without limitation,

reputational enhancement as a source of stock tips, gratitude for

being the cause of trading profits, and the conferral of “gifts” .

ey
o

of trading'prqfits on his tippees.

93. At the time Mai tipped them, Hoaﬁg, Vu, Oh and Park each
knew that Mai had, until quité recently, been employed by Bay
Networks, the acquiring compény, and still had contacts there. -’

94. On September 5, 1995, beginning at 6:41 a.m., just
eleven minutes after the market opened on the very next ﬁrading
day after her son tipped her, Hoang bought 500 shares oflxy1ogics
in one'joint account with her brother—in—law Vu (an'aécount which.
was 6pehed that’ﬁefy day),‘and 100 shares in another joint
account, alSo with Vu, at anotﬁer brokerage firm. On an

investment of $22,000, Hoang made a profit'of $7,375.
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95. Thus, like all the other defendants in this action,
Hoang purchased Xylogics at virtually the first available
opportunity after receiving the tip that Bay Networks would
acquire Xylogics. Also like all the other defendants, Hoang had
never before traded in the securities of Xylogics and her
purchase of Xylogics was her largest single securities investment
up to that time.

96..Hoang asserted her Fifth Ameﬁdment privilege against
self-incrimination duriﬁg the Commission’s investigatidn that
preceded the filing of this action in response to all questions
concerning, among other things, fhe reasons for her XYlogics

trading- and her communications with Mai concerning Xylogics.

Hoang also asserted her Fifth Amendment privilege in refusing to

L 4

produce documents subpoenaed by the Commission’s eﬁforcemént
staff.

97. Also on September 5%°, begihning at 6:35 a.m., just five
minutes after the market opened, Vu»usedvfour different accountél
(including his two joint accounts with Hoahg) at three different
brbkerage firms to:buy 2,600 shares of Xylogics. Vu's"Xylogics
prOfits;—nbt including profits frém his joint trading with
Hoang;—totaled $24,625. Again, Vu, like thé other defendanté,
thus purchased Xylogics at virtually the first available
opportunity éfter receiving the tip that Bay Networks would

acquire Xylogics.
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98.  Like all of the other defendants, Vu had never before
traded in thevsecurities of Xyiogics and Vu’'s purchase of
Xylogics was the largest single securities investment he had made
up to that time. |
99. Vu asserted his Fifth Amendment p;ivilegé-agéinstfééif—:
incrimination during the Commission’s investigation that preceded
the filing of this action in respohse to all questions
concerning, among other things, the reasons for his Xylogics
trading and his communications with Mai concerning Xylogics. Vu
also asserted his Fifth Amendment~priviiege in refusing to
produce documents subpoenaed by the Commission’s enforcement

staff. .

100. On September 5, at 8:41 a.m., a call was placed to

2
Ly

Mai’s friend John Oh worked, and where Oh’s boss and friend, Nick
Pafk,'also wofked..‘Immediately after this céll, at 8:43 a.m., Oh-
purchased 2,500 shares of Xylogics on margin in an acéount that -
he opened with this buy. Eight wminutes later,aoh opened another
account, with a different-brokerage firm, and purchaéed an
additional 250 shareé of Xylogics on margin. To pay for his
margined purchase of approximately $100,000 worth of Xylogics
stock, Oh borrowed $51,000 from Park. At the time, Oh’'s annual

salary was $41,000 and his net worth was $9,000. Oh made profits-

of $34,437.50 from his purchases of Xylogics stock.
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101. Thus, like all the other defendants, Oh bought Xylogics
stock at his next available opportunity after being tipped to the
Xylogics acquisition.

102. Like all of the other defendants, Oh had never before

'traded in the securities of Xylogics and Oh’'s purchase of

Xylogics was the largest single securities investment he had made
up torthat time.

103. Oh .asserted his Fifth Amendment privilege against self-
incrimination during the Commission’S-investigation that preceded
the filing of this action, in response to all questions
concerning, among other things, the reasons for his Xylogics

trading. and his communications with Mai concerning Xylogics.

104. Finally, at 12:24 p.m. on September 5%, a second call

By

was placed to Mai'’s direct officé line from the store where Oh
éﬁd Park wofked. Beginning at 12:35 p.m.——jﬁst five minutes
after_the.conclusion of that call—Park bought, through twé
adcounts, a total of 9,000 shares of Xylogics for a tétél -
investment of $330,000——hié largest securigieslinvestment ever.
From his.purchases of Xylogiés stock, Park made profité totaling
$108,625. Thus, Park also bdught Xylogics stock at his next
available opportunity after being tipped to the Xylogics
acquisition.

105. Like all of the other defendants, Park had never traded

in the securities of Xylogics and Park'’s purchase of XYlogics was
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the largest single securities investment he had ever made up to
that time.
106. Park asserted his Fifth Amendment privilege against

self-incrimination during the Commission’s investigation that

[preceded the filing of this action in response to all questions

concerning, among'other things, the reasons for his Xylogics
trading and his communications with Mai concerning Xylogics.

107. Like all of the other defendante, Hoang, O©Oh, Park, and
Vu- had never purchased Xylogics stock before these trades.

Hendrix Lies to the SEC Staff

108. On May 21, 1996, members of the staff of the
Commisaion's enforcement dinision conducted a telephone interview
of Hendrix. After having been advised that his partlclpatlon in
the interview was voluntary, that he eoulgdend the interview at
any tlme; that he had the right to be represented by a lawyer
durlng any 1nterv1ew, and that if he did choose to proceed with -
the interview, he was legally obligated to be truthful, Hendrix l
made numerous false statements to the staff. These false
statements included his claims that:

a. Before.the pubiic announcement of ﬁhe_Xylogics
acquisition, he did not know of any impending
major announcement by Bay Networks;

b. Before the public announcement of the Xylogics

acquisition, he had no information whatsoever
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about a possible acquisition of Xylogics by Bay
.Networks; and
c. He never recommended the purchase of Xylogics

stock to anyone.

During the interview, Hendrix also falsely attributed his

Xylogics trading entirely to research he claimed to have . .
conducted into the company.

109. Also during the'interview, Hendrix on twelve occasions
declined to answer questions posed by the Commission’s
énforcemént.staff, responding instead with either “No comment,”
*I'd rather ﬁbt say;” or “I'd rather not comment.” These
questiéns concerned, among other topics, whether Hendrix was

alone during tﬁe interview, his knowledge of Xylogicsvtrading by

R

others, and his communications about Xyloéics with other persons

since named as defendants in this action.

TIMOTHf‘ HELMS TIPS HIS FATHER, WHO BUYS foOGICS STOCK

110. By‘Séptember i, 1995,'Timothy Helms had learned of Ba&i
Networks’ acquisition of,Xylogics,throﬁghvhis work in Bay
Netwofks'_public relations department. ‘Ih particular,'it‘Was
Helms’s involQement, during the'weék-before the public
éﬁnouncement, in:the preparations for an upéoﬁihg “Aﬁalyst
Summit”.to be hésted by Bay Networks, which led to his learning
of thevalogics acquisitiqn. The purpose of the “Analyst'
Summit,” which was scheduled for Tuesday, September 5, 1995

through Thursday, September 7, 1995 at a resort on Cape Cod, was
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to inform securities analysts covering the computer nétworking
industry about the company.

111. As Helms hiﬁself acknowledged during an April 1996
telephone interview with the~Comﬁissibn's enforcement staff,
ﬂelms atfended Bay Nétwéfks’ August 31, 1995 “off-site” gathering
at the Chaminade facility in Santa Cruz and, on that day, learned
that the company would be making a majof announcement the
folléwing week which might affect the Analyét Summit. 65 either
that same day or the following day, Helms asked his boss,>Chris
Carleton, what the announcement would be. (At_ﬁhe time, Carleton
was Bay Networks’ director ofvpublic relations and was aware.of
the impénding acquisition of Xylogics.) In response, Carleton
told Helms that_the company would announc%w}t was going to
acquire Xylogics. Carleton told Helms to keep this information
cqﬁfidential'and Heims agreed that he would. Moreovef, as a‘Bay
Networks employee, Helms had alsb received a copy of Bay Networks
insider trading policy. Thus, by hié own admission, Helms was 'l
aware of the Xylogics acquisitiqn; the immihencé of its
annouricement, and of his duty to keep this information
cOnfidential by thé clqse of businéss on Friday, September 1,
1995.

112. Between the time that he learned of the acquisition and
the time of his father’s first purchase of Xylogics stock on
Tuesday morning, September 5, 1995, Timothy Helms communicated

through telephone conversations material, non-public information
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to his father concerning the Xylogics acquisi;iOn. In so doing,
Timothy Helms misappropriated information from Bay Networks in
breach of his fiduciafy duties to Bay Networks as an employee of
Bay Networks, including his duties under the company'’s insider
trading policf as well as hisrspecifié undertaking to his
immediate supervisor, Chris Carleton to keep the impending
acquisition confidential.

113. In tipping his father, Helms acted fdr4the purpose of
obtaining personal benefits, inCluding, without limitation,
reputatibnal enhancement as a source.of stéck tips, gratitude for
being the cause of trading profits, and the ability,.through his
misappgopriatibn of information concerning the acquisition and
attendant breaéh of duty to his employer,wto.confer a “gift” of
trading profits on his father. e

114. When he~re¢eiVed'the tip from his son that Bay Networks
was'going to acquire Xylogics and the acquisition would be
announced shortly, Raymond Helms knew or.regklessly disregérded]:
the fact that his son’é'tip breached his sdn’s:duty.to Bay
Networks. At the time of the tip, Raymond Helms.knew that his
son worked in Bay NetWorksf_public reiations depértment; aﬁd that-
no public announcement of the Xylogics écquisition had yet béen
made. Moreover, during thé Coﬁmissioﬁ’s investigation that led

to the filing of this action, both Timothy and Raymond Helms

asserted their Fifth Amendment privilege against self-
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incrimination in response to questions concerning Raymond’ s
Xylogios trading and their communications concerning Xylogics.

115. After being tipped by his son, Raymond Helms used that
tip in making his Xylogics purchases, which totaled 3,000 shares,
beginning early on the morning of Tuesday, September 5, 1995.
Raymond Helms made a profit of $36,000 from these purchases.
Raymond Helms had never before traded -in the securities of
Xylogics. |

CLAIM FOR RELIEF

116. By reason of the foregoing, the defendants each
violated Section 10 (b) of the Exchange Act [15 U.S.C. § 787 (b) ]

and Rule 10b-5 thereunder [17_C.F.R. § 240.10b-5].

PRAYER FOR RELIEF

" E

WHEREFORE the Comm1351on respectfully requests that this
Court:
I.
permanently enjoin the defendants from violating Section
10(b) of the Exchange Act [15 U.s.cC. - § 783(b)] ‘and Rule 10b-5 [17
C.F.R. § 240.10b-5] promulgated thereunder
| IT.
order.Hendrix to disgorge hie illegal trading profits and
the trading profits of Gerdts and Gerdts’ clients as described
herein (plus prejudgment 1nterest thereon) and to jOlntly and
severally disgorge the illegal trading profits of Sawamura, Mai

and Larrew (plus prejudgment interest thereon) ;
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CIII.
order Mai to'disgorge his illegal trading profits as
described herein (plus prejudgment interest thereon) jointly and
severally with Hendrix, .and to jointly and severally disgorge the
iiiegal trading profite of Hoang, Vﬁ, Qh, and Park (plus -
pfejudgment interest thereon) ;
IV.
order Sawamura and Larrew to each disgorge his respective
illegal'trading profits as described herein (plus prejudgment
interest thereon), jointly and severally with Hendrix;
V.

order Hoang, Vu, Oh, and Park to each disgorge his or her

respective illegal trading profits as_desgx}bed herein (plus

prejudgment interest thereon), jointly and severally with Mai;
vI.
order Vg to‘jointly and severally disgorge the illegal
trading profits of Hoang as described herein (plus prejudgment .
interest thereon) ; -
VII.
order ﬁaymondAHelms to disgdrge his illegal trading profits
as deseribed herein (plus pfejudgment interest thereon), jointly

and severally with Timothy Helms;'
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‘VIIT.
order Timothy Helms to jointly and severally disgorge the

illegal trading profits of Raymond Helms as described herein
(plus pfejudgment interest thereon);

IX.
order the defendants to pay civil penalties of up to three
times their and their tippees’ Xylogics trading profits pursuant
to Section 21A of the Exchange Act [15 U.S.C. § 78u-1] ; and

X.

grant.such other relief as this Courtlmay deem just and

appropriate.

.

2 ~
et

Respectfully submitted,

Carleasa A. Coates,

Paul R. Berger . .
Russell G. Ryan

J. Lee Buck II |

Samuel J. Draddy

Attorneys for Plaintiff
Securities and Exchange Commission
450 Fifth Street, N.W.

Washington, D.C. 20549-0806

(202) 942-4514 (Coates)

(202) 942-9569 (FAX)

LOCAL COUNSEL:
James A. Howell (CA Bar No. 92721)
Securities and Exchange Commission '
44 Montgomery Street
San Francisco, CA 94104
(415) 705-2356
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