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The Grand Jury charges:

RELEVANT PERSONS AND ENTI TI ES

1. At all tinmes relevant to this
I ndi ctment, MARTIN A. ARMSTRONG, the defendant, held
hi msel f out to the investing public as, anmong other
t hi ngs, an econom st, investnent advisor, narket
forecaster, and successful commpdities trader. Anpng
ot her things, ARMSTRONG cl ainmed to have “correctly
forecasted every major turn in the financial markets

in the last ten years.” ARMSTRONG conducted his



i nvest ment advi sory and mar ket forecasting business
t hrough a nunmber of corporate entities which he owned
and/ or controll ed.

2. At all times relevant to this
I ndi ct ment, Republic New York Securities Corporation
("Republic Securities"), was a wholly-owned
subsi diary of Republic New York Corporation (“RNYC")
and an affiliate of Republic National Bank of New
York ("Republic Bank"). Republic Securities was a
br oker-deal er of securities registered with the
United States Securities and Exchange Conmm ssion
("SEC'). Republic Securities was also a futures
conm ssi on nmerchant registered with the Commodity
Futures Tradi ng Conm ssion ("CFTC') and a nenber of
the National Futures Association. Fromin or about
March 1995 through in or about August 1999, trading
activity in accounts controlled by ARMSTRONG, the
def endant, produced the nmajority of the Futures
Di vi sion’s comm ssion revenue and ARMSTRONG was t he

Futures Division’ s |largest client.



3. During the relevant tinme period,
Republic Securities maintained its principal offices
in New York, New York. Republic Securities’ *“back-
of fice” operations were primarily conducted at its
principal offices in New York, New York, and funds
hel d on behal f of customers were held in accounts in
t he name of Republic Securities at Republic Bank in
New York, New York. In or about Novenber 1995,
Republic Securities established a branch office in
Phi | adel phi a, Pennsylvania (the “Phil adel phia
Branch”). At all relevant tinmes, the comodity and
futures trading operations of Republic Securities,
were conducted through its Futures Division. Fromin
or about Novenmber 1995 through in or about August
1999, the President of the Futures Division worked
out of the Phil adel phia Branch.

4. Fromin or about March 1995 through in
or about August 1999, WIlliam H Rogers, a co-
conspi rator not naned as a defendant herein, was the
Presi dent of the Futures Division of Republic

Securities. Fromat least as early as 1992 to in or



about February 1995, Rogers was a registered
representative at Prudential Securities, Inc.
(“Prudential”), a broker-dealer of securities
registered with the SEC and a futures conm ssion
merchant registered with the CFTC. At all tines
relevant to this Indictnment, while Rogers was
enpl oyed by Prudential and thereafter Republic
Securities, Rogers serviced commodity trading
accounts controlled by MARTIN ARMSTRONG, the
def endant .
5. At all tines relevant to this
I ndi ctment, Maria Toczylowski, a co-conspirator not
named herein as a defendant, was a Vice President of
Futures Trading in the Futures Division of Republic
Securities, and an assistant to WIlliamH Rogers.
6. At various tinmes relevant to this
I ndi ct ment, ARMSTRONG, the defendant, owned and/or
controll ed a nunber of corporate entities through
whi ch he conducted his various business activities

i ncl udi ng, anong nmany others, the follow ng:



a. Princeton Econom cs
International, Ltd. ("PEI"), a corporation organized
under the laws of the Turks and Caicos Islands,
British West Indies, with its headquarters | ocated at
214 Carnegie Center, Princeton, New Jersey. PEIL
purported to be in the business of providing
i nvest nent advi sory and other financial nmanagenent
and consulting services.

b. Princeton G obal Managenent, Ltd.
("PGM'), a holding conmpany whi ch was purportedly a
whol | y owned subsidiary of PEIL. PGM in turn,
purported to own a series of special purpose
corporations (collectively the “PGM SPV's”) which
i ssued securities that were sold to investors between
in or about 1992 and in or about 1999. PGM was not
in fact incorporated until on or about June 28, 1998,
when it was incorporated under the |aws of the Turks
and Caicos Islands, British West Indies. Simlarly,
the PGM SPV' s were purportedly incorporated under the
| aws of the Turks and Caicos Islands, but, in fact,

many were never formally incorporated. At all tines



relevant to this Indictment, PGM and the PGM SPVs’
activities were primarily conducted from PEIL’ s
headquarters in Princeton, New Jersey. The majority
of their assets, however, were held in accounts at
Republic Securities in New York, New York

C. Cresval e Far East Limted
(“CFE”), a broker-dealer of securities and a
financial services conpany organi zed under the | aws
of Hong Kong. ARMSTRONG acquired CFE in or about
Novenber 1995, and CFE becane a whol |l y- owned
subsidiary of PEIL. Fromin or about Novenber 1995
t hrough Septenber 1999, ARMSTRONG controll ed CFE and
its various subsidiaries.

d. Cresval e International, Ltd.
(“Cresvale”), a wholly owned subsidiary of CFE

e. Cresval e I nternational Ltd.,
Tokyo Branch ("Cresval e-Tokyo"), a wholly owned
subsidiary of Cresvale. Cresval e-Tokyo, |ocated in
Tokyo, Japan, was a broker-deal er of securities.
Anmong ot her busi ness, Cresval e- Tokyo nar ket ed

i nvest nent advi sory services provided by ARMSTRONG



and sold securities issued by conpani es, such as the
PGM SPV' s, that ARMSTRONG controlled. Fromin or
about 1995 to in or about Septenber 1999, ARMSTRONG
was the chairman of Cresvale.

7. At various tines relevant to this
I ndictment, Harold L. Ludwi g, a co-conspirator not
named as a defendant herein, acted as an officer of
nost of the PGM SPVs, and had tradi ng authority over
certain of the PGM SPV Accounts. Ludwi g was al so an
enpl oyee of Princeton Econom cs Institute (the
“Institute”), another entity under ARMSTRONG s
control, and through whi ch ARMSTRONG pur portedly
provi ded i nvestnent advice and market predictions.
Ludwi g was aut hori zed to, and did, place orders for
t he purchase and sale of securities, commobdities and
futures contracts on behalf of PEIL. Ludw g was
registered with the CFTC as a Commodity Tradi ng

Advi sor ("CTA").



THE SCHEME TO DEFRAUD

Summary of The Princeton Note Schene

8. As set forth nore fully below, fromin
or about 1992 through in or about Septenber 1999,
MARTI N A. ARMSTRONG, the defendant, and others, known
and unknown, engaged in a schenme to defraud investors
who purchased certain securities issued by the PGV
SPVs (collectively, the “Princeton Notes”).
Armstrong, and others, fraudulently induced
approxi mately 139 victiminvestors (the
“Not ehol ders”) to purchase approxi mately 400
Princeton Notes for approximately $3 billion.
ARMSTRONG pl aced proceeds fromthe sale of the
Princeton Notes primarily in accounts he opened and
controll ed at Prudential and, subsequently, at
Republic Securities. Contrary to representations to
i nvestors, ARMSTRONG and ot hers engaged in a variety
of deceptive and mani pul ative acts and practices
whi ch decei ved and defrauded the Notehol ders and
unl awful |y benefitted the participants in the schene.

Those practices included, anong other types of



conduct: (1) risky and specul ative trading activity,
conceal ed fromthe Noteholders, that resulted in

| osses of approximately $580 million; (2) numerous

m srepresentations to investors designed to conceal
these massive | osses; (3) the conm ngling of funds
raised fromthe sale of separate Princeton Notes; (4)
the use of funds raised fromthe sale of newer notes
to pay off older notes as they cane due, in the
manner of a so-called “Ponzi” schene; and (5) the

m sappropriation of investor funds for the benefit of
Armstrong and others involved in the schenme. As a
result of this scheme, the Notehol ders suffered

| osses exceeding $700 m | lion.

The Terms OF The Princeton Notes

9. Generally, each PGM SPV issued a
single Princeton Note that was sold to a single
investor. Sone of the notes paid fixed rates of
interest, sone paid variable rates of interest, and
sone provi ded the Notehol der with an additi onal
return that depended on Arnmstrong’s trading profits.

The notes were generally sold with face val ues



ranging from$l mllion to $100 mllion (or an
equi val ent val ue in Japanese Yen) and were issued in
maturities generally ranging fromone to ten years.
10. Although certain terns varied from
note to note, the majority of the Princeton Notes
shared common ternms. The terns reflected the
mar ket i ng enphasi s, described nore fully bel ow, on
Armstrong’s purported success as a trader of
currencies, comodities and a variety of other
financial instrunments. Under the ternms of the
Princeton Notes, as nmenorialized in agreenents
executed between Arnstrong and the Notehol ders (the
“Princeton Note Agreenents”), the proceeds fromthe
sal e of each note were to be used to create a
“trading fund” that Armstrong, through PEIL acting as
the i nvestnent advisor, would manage on behal f of the
Not ehol der. The “tradi ng fund” for each Princeton
Note was to be mamintained in a segregated account
(the “PGM SPV Account”) at a brokerage firmin the
United States. The proceeds fromthe sale of one

Princeton Note were not to be comm ngled with the
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proceeds fromthe sale of notes issued by any other
PGM SPV. Mbreover, as the investnment advisor,
Armstrong was authorized to use the funds in the PGM
SPV Accounts only to: (1) execute trades on behalf
of the PGM SPV that issued the note; (2) pay interest
and principal due on that note; and (3) pay to
Armstrong certain managenent fees based on the val ue
of the assets held in the PGM SPV Account and
performance fees based on the results of Arnmstrong’s
trading activity. These ternms were material to

i nvestors because, anong ot her reasons, the sole
asset of each PGM SPV was the noney obtained fromthe
sale of a Princeton Note and thus these restrictions
were necessary to secure repaynent of each note and
protect each Notehol der’s investnent.

11. In addition, Arnstrong was required
periodically to report to each Notehol der the val ue
of the assets in the Notehol der’s PGM SPV Account and
the results of Armstrong’s trading activity. Under
the terns of nost of the Princeton Notes, the

Not ehol der was entitled to redeemthe note if the net
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asset value of its PGM SPV Account fell by nore than
ten percent.

The Fraudul ent Marketing O The Princeton Notes

12. I n furtherance of their scheme,
Armstrong, his co-conspirators and others caused the
Princeton Notes to be sold, principally, by Cresvale-
Tokyo and ot her Japanese brokerage firms to publicly
traded Japanese corporations. Although the majority
of the Notehol ders were | arge corporations, sone
Not ehol ders were individual investors. The Princeton
Notes were marketed — primarily by CFE, which, by
1995 was a whol | y-owned ARMSTRONG entity — as
i nvest nent vehicles intended to all ow the Notehol ders
to profit fromArnmstrong’s purported ability to trade
successfully in currencies, commodities, futures, and
derivatives such as index futures. The Princeton
Not es generally offered higher rates of interest than
ot her investnment products available in Japan.

13. In furtherance of this schene
Armstrong, together with others known and unknown,

made nunerous false and fraudul ent representations to
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t he Notehol ders and to Japanese securities brokers
who assisted in selling Princeton Notes. These

m srepresentations were intended to, and did, induce
t he Notehol ders to: (1) purchase notes; (2)
“rollover” existing notes as they matured; and (3)
refrain fromredeem ng notes prior to their maturity.
Those m srepresentations included, anong ot her
material matters:

(a) Clains that Arnmstrong had
achieved a historical “track record” of positive
annual trading results on yen-based Princeton Notes
bet ween approximately 14.03% and 51.81% and trading
results between approxinmately 3.6% and 51. 37% on
dol | ar-based Notes, when in truth and in fact,
Armstrong consistently had | ost noney from his
trading activity.

(b) Clains that funds obtained
fromthe sale of Princeton Notes would be held in
segregated accounts for the exclusive benefit of each
Not ehol der, when in truth and in fact, the proceeds

fromthe sale of different Princeton Notes were
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comm ngl ed and used for a nunmber of inproper,
undi scl osed purposes, including: (i) paying principal
and interest due on other notes; (ii) covering
trading | osses incurred on behalf of other notes;
(iii) making unearned distributions to or for the
benefit of ARMSTRONG and hi s conpani es.

(c) dClains that the proceeds
fromthe sale of the Princeton Notes would be used
solely in accordance with the ternms and conditions of
ARMSTRONG s agreements with the Notehol ders, when in
truth and in fact, ARMSTRONG and ot hers
m sappropriated a substantial portion of those funds
to, anong other things: (i) buy rare coins,
antiquities and real estate used by ARMSTRONG, (i)
purchase certain of the Cresvale entities; and (iii)
fund the business operations of the various conpanies
t hat ARMSTRONG control | ed.

(d) dainms, fromtinme to tine,
that ARMSTRONG s trading activity on behalf of the
PGM SPV Accounts had been profitable and that, as a

result, the net asset value of the PGM SPV Accounts
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had i ncreased, when in truth and in fact, ARMSTRONG s
trading resulted in nmassive | osses and substanti al
decreases in the value of the Notehol ders’

I nvest ment s.

Operation & The Schene From 1992 Through February

1995

14. Fromin or about June 1992 through in
or about February 1995, ARMSTRONG rai sed nore than
approxi mately $260 mllion through the sal e of
approximately 16 Princeton Notes. The proceeds from
the sales of those notes were deposited in brokerage
accounts, maintained at Prudential Securities
(“Prudential”) and established in the nanes of
approxi mately 14 separate PGM SPVs.

15. Between in or about February 1993 and
in or about February 1995, ARMSTRONG actively traded
in currencies, comodities, futures, and other
financial instruments through the PGM SPV Accounts at
Prudential. During that period, ARMSTRONG s trading
activity resulted in net |osses of nore than $30

mllion in the PGM SPV accounts.
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16. In furtherance of this schene,
ARMSTRONG hid his trading | osses through a variety of
means, including by creating and issuing to the
Not ehol ders nonthly statements that falsely and
fraudulently overstated the value of the assets in
each PGM SPV Account and reflected profitable trading
activity.

17. As a result of ARMSTRONG s nmmassive
tradi ng | osses, many of the PGM SPV Accounts | acked
sufficient available funds to repay investors as
their respective Princeton Notes becane due. To
hi de frominvestors the massive trading |osses, to
ensure that existing Noteholders did not redeemtheir
notes, and to ensure his continued ability to sel
new Princeton Notes, ARMSTRONG repai d ol der notes as
t hey becane due by taking funds fromthe PGM SPV
Accounts of notes that were not yet due. Over tine,
this practice substantially depleted the value of the
PGM SPV Accounts, particularly those Princeton Notes
with the | ongest maturities or which had repeatedly

been “roll ed over.”



18. In or about late 1994, officers of
Prudential Securities becane concerned about the
mounting |l osses in the PGV SPV Accounts and ot her
accounts managed by ARMSTRONG, as well as a nunber of
multi-mllion dollar transfers of cash between the
PGM SPV Accounts and financial institutions in Japan.
As a result, officers of Prudential Securities asked
ARMSTRONG, anong other things, to explain the nature
of his business, to disclose the identities of his
clients, and to disclose the terms of his contractual
arrangenment with his clients. In or about February
1995, after ARMSTRONG refused to identify his clients
and otherwi se failed to answer other questions
satisfactorily, officers of Prudential Securities
asked ARMSTRONG to nove his accounts to another firm
Thereafter, ARMSTRONG cl osed the accounts under his
control at Prudential Securities and transferred al
of the assets to a single bank account in the nane of
PEI L maintained at First Fidelity Bank, N A, in New
Jersey. In so doing, ARMSTRONG comm ngl ed every

remai ni ng dollar of the investors’ funds.
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ARMSTRONG Moves The PGM SPV
Accounts To Republic Securities

19. At or about the tine that Prudentia
Securities termnated its business relationship with
ARMSTRONG, ARMSTRONG began to open new accounts at
Republic Securities. As set forth above, during the
period of tinme that ARMSTRONG mai nt ai ned t he PGM SPV
Accounts at Prudential Securities, all of the
accounts controlled by ARMSTRONG were serviced by
WIlliamH Rogers, the assigned account
representative. At or about the time that Prudenti al
Securities termnated its business relationship with
ARMSTRONG, Rogers was hired by Republic Securities
and | ater becane the President of Republic
Securities’ Futures Division.

20. In or about March 1995, ARMSTRONG
opened approximately 10 accounts at Republic
Securities, each in the name of a separate PGM SPV.
Thereafter, as ARMSTRONG sol d additional Princeton
Not es, he generally opened a new PGM SPV Account for

each new Princeton Note sold. During 1995, ARMSTRONG
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opened approxi mtely 36 accounts in the names of

vari ous PGM SPVs at Republic Securities and deposited
into those accounts approxinmately $550 mllion. Over
the course of the operation of the schene through
Republic Securities, fromin or about March 1995

t hrough in or about Septenber 1999, ARMSTRONG opened
a total of nore than approxi mtely 450 PGM SPV
Accounts and sub-accounts at Republic Securities and
deposited into those accounts a total of nore than
approximately $3 billion. ARMSTRONG qui ckly becane
one of Republic Securities’ |argest and nost

profitable clients.

The Structure OF The Pri nceton
Accounts At Republic Securities

21. As set forth nmore fully below, the
structure of the PGM SPV Accounts mai ntai ned by
ARMSTRONG at Republic Securities changed fromtinme to
time during the period fromin or about March 1995 to
in or about Septenber 1999. |In furtherance of the
schene, those changes were designed to cause and
caused the following, to the detrinent of the
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Not ehol ders: (i) all owed ARMSTRONG to comm ngl e

Not ehol der funds so that assets in one PGM SPV
Account could be used to offset |osses in another PGM
SPV Account or other accounts controlled by

ARMSTRONG, (ii) avoided the requirenment of allocating
gai ns and | osses from ARMSTRONG s trading activity to
each of the numerous PGM SPV Accounts; (iii) hid

| osses; and (iv) |essened financial and other risks
faced by Republic Securities as a consequence of
ARMSTRONG s ever-increasing trading | osses.

22. Fromin or about March 1995, through
in or about Novenber 1997 (the “First Phase”),
ARMSTRONG general |y opened, and Republic Securities
general l y mai ntai ned, separate accounts for each
Princeton Note. In general, during the First Phase,
each tinme ARMSTRONG sold a new note, he incorporated,
or purported to incorporate, a new PGM SPV to issue
the new note. In addition, ARMSTRONG opened a new
PGM SPV Account in the name of the issuing PGM SPV at
Republic Securities (the “First Phase Structure”).

In nbst instances, the Noteholders, or their brokers,
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transferred the funds tendered by the investor as
paynment for the investor’s note directly to the
appropriate PGM SPV Account at Republic Securities.
Al'l such funds were held by Republic Securities
through its main offices in New York, New York.

23. During the First Phase, when ARMSTRONG
executed trades, those trades were allocated to each
of the various PGM SPV Accounts according to
instructions given, fromtinme to tinme, by ARMSTRONG
to Republic Securities. Over tine, as the nunmber of
PGM SPV Accounts grew and as the daily vol unme of
ARMSTRONG s trades increased, the adm nistrative
burden on Republic Securities to allocate all of the
trades increased. During the First Phase,
ARMSTRONG s trading activity resulted in aggregate
| osses to the PGM SPV Accounts of approxi mately $280
mllion. As these |osses nounted, and as the val ue
of the assets in certain PGV SPV Accounts dw ndl ed,
the practice of allocating trades to all accounts
resulted in sonme accounts, fromtine to time, having

negati ve bal ances.



24. In or about Novenber 1997, to reduce
the adm nistrative burdens of allocating each day’s
trades and to reduce credit risk that negative
account bal ances posed for Republic Securities,
ARMSTRONG and Republic Securities agreed to create a
new account structure that consolidated ARMSTRONG s
trading activity in a smaller nunber of accounts (the
“Second Phase Structure”). The Second Phase
Structure, described nore fully bel ow, was mai ntai ned
fromin or about Novenber 1997 through in or about
Novenber 1998 (the “Second Phase”). As part of the
Second Phase Structure, ARMSTRONG, Rogers, and
Republic Securities created approxi mately ei ght new
accounts held in the nane of PGM (the “PGM Tradi ng
Accounts”). Thereafter, each of the PGM Trading
Accounts was generally used to trade in particular
types of financial instrunents. For exanple, Account
No. 32017 was designated as the “Princeton d oba
Managenment | ndex Account” and was used primarily to
trade Index futures. Account No. 32011 was

designated as the “Princeton G obal Managenent Fi xed

- 22 -



Yen Account” and was primarily used to buy and sel
Japanese Yen and futures contracts for Japanese Yen.
Al'l existing trades in the individual PGV SPV
Accounts were transferred to the newy opened PGM
Tradi ng Accounts.

25. During the Second Phase, ARMSTRONG and
Republic Securities continued to open new PGM SPV
Accounts for new notes as the notes were sold and to
deposit funds received fromthe Noteholders in those
new PGM SPV Accounts. However, during the Second
Phase, in violation of the PGV Note Agreenents,
ARMSTRONG general | y executed trades on behalf of the
PGM SPVs not in the PGM SPV Accounts but instead in
t he PGM Tradi ng Accounts. The Second Phase
Structure, as ARMSTRONG wel | knew, was not discl osed
to the Notehol ders and viol ated several terns of the
Princeton Note Agreenments by effectively comm ngling
the assets of all the PGM SPV Accounts to fund
tradi ng conducted in the nane of PGM a separate

entity.



26. During the Second Phase, ARMSTRONG s
trading activity continued to result in substanti al
| osses. Between in or about Novenber 1997 and in or
about Novenmber 1998, ARMSTRONG s trading resulted in
net | osses in excess of approximtely $200 mIlion.

27. Because the PGM Tradi ng Accounts were
not separately funded and because substantial | osses
were incurred in those accounts, assets in the PGM
SPV Accounts were, fromtime to tine, sold, and the
proceeds used to cover |osses incurred in the PGM
Tradi ng Accounts. As a result of deceptive practices
used by Rogers and others to record such transactions
in Republic Securities’s books and records, as
descri bed nore fully below, the PGM Tradi ng Accounts
cane to have | arge negative bal ances. By in or about
July 1998, the PGM Tradi ng Accounts had a conbi ned
negative net val ue of approximtely $212 mlli on.

28. In or about July 1998, internal
auditors enployed by an affiliate of Republic
Securities brought the negative bal ances in the PGM

Tradi ng Accounts to the attention of the Credit
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Revi ew Conm ttee of the Board of Directors of
Republic Securities’ parent corporation, RNYC (the
“Credit Commttee”). As noted in a report submtted
by the auditors to the Credit Commttee (the “1998
Credit Review Report”), these negative bal ances
created potential credit exposure for Republic
Securities because the negative bal ances were held in
t he accounts of PGM which was a separate |legal entity
from each of the various PGM SPVs. Accordingly, the
report concluded, Republic Securities could not | ook
to the assets held in the approxi mtely 151 separate
PGM SPV Accounts to satisfy the negative bal ances
absent a cross-margi n or guarantee agreenent executed
by the PGM SPVs in favor of PGM These concerns
pronpted the Credit Commttee to recommend, at a
nmeeting in or about Septenmber 1998, that the PGM SPV
Accounts and the PGM Tradi ng Accounts be consol i dat ed
into a single account. At a subsequent neeting of
the Credit Committee in or about October 1998, the
Chai rman of the Committee noted that he was

“skeptical and suspicious” of ARMSTRONG s activities
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and that those activities “look[ed] |ike a Ponzi
schenme.”

29. Acting upon the Credit Conmttee’s
recomendati on, Republic Securities agreed with
ARMSTRONG t o undertake another restructuring (the
“Third Phase Structure”) of the PGM SPV Accounts and
t he PGM Tradi ng Accounts in order to allay the Credit
Committee’ s concerns and forestall any directives to
cl ose the accounts. The restructuring was not
di scl osed to the Notehol ders and was contrary to
provi sions of the Princeton Note Agreenents and ot her
representati ons made by ARMSTRONG to the Notehol ders.
Mor eover, the restructuring substantially | essened
Republic Securities’ credit exposure while
effectively depriving the Noteholders of recourse to
the assets they were told would be held in segregated
accounts to repay their Princeton Notes.

30. The restructuring occurred in two
steps. First, in or about Septenber 1998, Republic
Securities, prepared, and ARMSTRONG executed on

behal f of certain of the PGM SPVs, a guaranty
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agreenment that pledged the assets of those PGM SPVs
as collateral for the negative balances in the PGM
Tradi ng Accounts. These guaranty agreenents were
I mproper, not disclosed to the Notehol ders, and
vi ol ated certain provisions of the PGV Not ehol der
Agreenents. Like earlier comm ngling of PGM SPV
assets, the guaranty agreenents had the effect of
maki ng i ndi vi dual PGM Not ehol ders |iable for trading
| osses occurred on behalf of other investors.

31. Second, beginning in or about August
1998, ARMSTRONG and Republic Securities agreed to
construct a series of so-called “sub-accounts” |inked
to a “Master Account” held in the nane of PGM (the
“PGM Master Account”). Thereafter, fromin or about
August through in or about Novenmber 1998, ARMSTRONG
and Republic Securities transferred nearly all of the
assets in the PGM SPV Accounts to newl y-created sub-
accounts. After the transfers, in place of each of
the PGM SPV Accounts which had held the assets of
that PGM SPV in its own nanme, there was a sub-account

(“the PGM SPV Sub-account”) which bore the name of
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the PGM SPV but which was |legally held, from Republic
Securities’ perspective, in the name of PGM a
separate |legal entity. At or about the sane tine
each of the PGM Tradi ng Accounts, with their |arge
negati ve cash bal ances, was designated as a sub-
account of the PGM Master Account. In this manner,
ARMSTRONG and Republic Securities fraudulently
conveyed all of the assets of the PGM SPVs, and al
of the deficit balances of the PGM Tradi ng Accounts,
to PGM

32. As ARMSTRONG wel | knew, this
restructuring substantially | essened Republic
Securities’ credit exposure while dramatically
increasing the credit risks to the Notehol ders. The
restructuring benefitted Republic Securities by
creating a right of set-off, in favor of Republic
Securities, between the deficit balances in the new
PGM Tradi ng Sub-Accounts and the assets in the new
PGM SPV Sub- Accounts. At the same tinme, the
restructuring transferred title to all of the assets

of the PGM SPVs to the PGM entity, thereby depriving
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t he Notehol ders of recourse to the primary assets
avai l able to repay their notes. The restructuring
benefitted ARMSTRONG and his co-conspirators by
al l owm ng ARMSTRONG s fraudul ent scheme to conti nue
undet ect ed by the Notehol ders.

33. After the Third Phase Structure was
i mpl emented, fromin or about Novenber 1998 through
in or about Septenber 1999, as new Princeton Notes
were sold, ARMSTRONG and Republic Securities created
new PGM SPV Sub- Accounts into which new Notehol der
funds were deposited. During this period ARMSTRONG s
trading activity was booked generally to the PGM
Tradi ng Sub- Accounts. ARMSTRONG s continued trading
resulted in substantial additional net [osses fromin
or about Novenber 1998 through in or about August
1999 of approximately $67 mllion. |ndeed,
ARMSTRONG s recurring, massive trading |osses caused
Rogers to remark that “a doofus flipping a . . . coin
every day” woul d have nore success than ARMSTRONG
In total, between in or about March 1995 and in or

about Septenber 1999, ARMSTRONG s tradi ng on behal f
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of all of the Princeton Note-related accounts
resulted in net |osses of nore than approxi mately
$550 million.

ARMSTRONG s Commi ngling of I nvestor Funds at Republic

34. Fromin or about 1992 to in or about
August 1999, contrary to the "Conditions of the
Not es” and ot her representations to the investors,
ARMSTRONG comm ngl ed the proceeds fromthe sal es of
different Princeton Notes and often used funds of one
| ssuer to repay the obligations of another.

35. ARMSTRONG frequently transferred
assets from one investor account to another investor
account in order to: (a) replace trading |osses in
the latter account; (b) replace funds previously
transferred out of the latter account to other
i nvest or accounts; or (c) replace funds which
ARMSTRONG had taken out of the account for his own
benefit. In addition, to conceal his trading | osses
and use of the funds for his own benefit, and to
i nduce noteholders to reinvest nonies in the

Princeton Notes by rolling over their investnment into
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a new Princeton Note, ARMSTRONG used investor funds
obtained from |l ater sales of Princeton Notes to repay
earlier investors.

36. As ARMSTRONG wel | knew, this
comm ngling of investor funds operated as a fraud
upon his investors. |Indeed, ARMSTRONG i nfornmed one
i nvestor that the proceeds from Princeton Notes which
pay a fixed rate of interest are “segregated
individually,” that PEI “is not permtted to wire
funds fromthe account to anyone other than the
original source,” and that this requirenment is
strictly enforced by Republic Bank. ARMSTRONG
further stated that “[a] ssets cannot be nopbved around
at will in order to issue” an NAV letter, and that
“there is no way the PElI can take the assets froma
fixed rate note and use them for sonme other purpose
during the nmonth and then return themin time to get
a [confirmation letter]. Such activity would be
crimnal and Republic would not be apart [sic] of
such a schene.”

ARMSTRONG s Fal se Account St atenments
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37. Fromin or about 1992 to in or about
1999, MARTIN A. ARMSTRONG recei ved account
statenments, first from Prudential and later from
Republic Securities, for each of the PGM accounts.
ARMSTRONG manuf actured his own version of PGM account
statements for the investors, which he generally sent
to Cresval e-Tokyo to convert into a Japanese format
and forward to the Japanese investors. |In the
account statenents he prepared, ARMSTRONG m sl ed the
investors by failing to disclose the actual trading
| osses in their accounts, msrepresenting the net
asset value of their accounts, and in sone instances
by providing account statements for accounts that he
never opened, having instead transferred the
i nvestors’ noney directly into a PEIL operating
account, or to another investor to repay that
investor’s Note. |In addition, the account statenents
ARMSTRONG manuf actured and caused to be sent to the
investors falsely represented that he was entitled to
mllions of dollars in managenent fees and

performance fees to which, as he well knew, he was
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not entitled in light of his disml trading
performance and the shrinking value of the Investor

accounts.

The | ssuance of False Net Asset Value Confirmation

Letters 38. Fromtinme to time, between in or
about Novenber 1995 and in or about August 1999, at
ARMSTRONG s direction, Republic Securities issued net
asset value confirmation letters (the “NAV Letters”)
for certain PGM SPV Accounts which fal sely
represented the value of the assets in those
accounts. The NAV Letters were used by ARMSTRONG to
m sl ead Not ehol ders and to hide the massive trading
| osses whi ch ARMSTRONG was i ncurring. Between in or
about Septenber 1995 and in or about August 1999,
ARMSTRONG di rected Republic Securities to issue nore
t han approximately 200 NAV |letters, the majority of
whi ch m srepresented the val ue of the PGV SPV
Accounts to which the letters related. |In many
instances the NAV Letters were conpletely false. 1In

ot her i nstances, ARMSTRONG transferred funds from one
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PGM SPV Account to another, after-the-fact, in order
to make the bal ance in the relevant account equal to
t he bal ance reflected in the NAV Letter.

39. The NAV Letters purported to confirm
net asset values in certain of the Investor Accounts.
These NAV Letters were addressed to ARMSTRONG and
were sent by the Futures Division to ARMSTRONG at
PEI's offices in Princeton, New Jersey. The NAV
Letters referred to specific investor accounts and
purported to state the net asset value of cash and
securities in that account on a specific date. In
nearly all instances, the NAV Letters falsely
overstated the value of assets in the Investor
Accounts, ranging from approximtely a few t housand
dollars to as nuch as approximately $46 m|lion.

40. ARMSTRONG and PElI enpl oyees acting at
his direction requested NAV Letters for specific
I nvestor Accounts and indicated specifically what net
asset values the NAV Letters should confirm Rogers,
on behalf of the Futures Division, issued the NAV

Letters using the anount specified by ARMSTRONG f or
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t hat account, regardl ess of whether the anmount
specified was in fact a correct statement of the net
asset value of that account.

41. On an al nost daily basis, ARMSTRONG
t he defendant, or a PElI enpl oyees acting at his
di rection, obtained fromthe Futures Division account
statenments and other docunents which reflected the
actual net asset values of the Investor Accounts and
the Tradi ng Accounts. However, ARMSTRONG, or PE
enpl oyees acting at his direction, would detern ne
the net asset value to be confirnmed by the Futures
Division in a particular NAV Letter w thout reference
to the actual net asset value of the Investor
Account. Rather, the confirmation anount was
generally determ ned by taking the face value of the
particul ar underlying Princeton Note and adding to
that sum the anmobunt of interest that was supposed to
have accrued on the note.

ARMSTRONG s Fraudul ent “Netting OQut” Transactions

42. By in or about March 1999,

ARMSTRONG s tradi ng | osses had depl eted investor
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assets to such an extent that he was running out of
funds to maintain the Ponzi-Ilike nature of his schene
and to repay old investors whose Princeton Notes were
com ng due. Fromin or about March 1999 through in
or about April 1999, ARMSTRONG effected a series of
transacti ons, which ARMSTRONG ternmed “Netting Qut”
transactions, that he well knew were contrary to the
terms of the Princeton Notes, were a fraud upon his
i nvestors, and which were designed to keep his
fraudul ent schene operating.

43. Under the terms and conditions of the
Notes, investors typically transferred Japanese Yen
to an account mmi ntai ned by Cresval e- Tokyo, which
woul d then wire the funds to Republic Securities to
be converted into United States dollars and deposited
in a newly opened I nvestor Account (the “Purchasing
I nvest or Account”). When an investor w shed to
redeem a Note, or when a Note matured, the funds from
that investor’s account (the “Redeem ng |Investor
Account”) were, generally after being converted to

Yen, wired back to the investor in Japan.
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44, In the “Netting Qut” schene, Cresvale-
Tokyo received the new investor funds, in yen, in
Japan. Rather than wire the funds to Republic to be
deposited into the Purchasing Investor’s Account,
ARMSTRONG fraudul ently caused Cresval e- Tokyo to use
the new investor’s funds to pay back the previous
i nvestors whose Princeton Notes were maturing at the
same time. At ARMSTRONG s direction, whatever
remai ni ng dol |l ars happened to be left in the
Redeem ng I nvestor’s Account at Republic would be
fraudulently transferred to the Purchasing Investor’s
Account at Republic, which, as a result, held far
| ess noney than the Purchasing Investor paid for the
Not e.

45. As ARMSTRONG wel | knew these “netting

out” transactions were contrary the Ternms and

Conditi ons of the Notes, which prohibited ARMSTRONG
fromcomm ngling the funds of investors, and which
required himto deposit the funds of a Princeton Note

investor directly into a separate account opened at



Republic Securities in the nanme of the particul ar PGV
SPV and nmintai ned for the benefit of that investor.

O her M srepresentations to Conceal the Losses and
Looti ng of |l nvestor Accounts

46. As ARMSTRONG s trading | osses grew,
and the investors’ funds were depleted through his
fraudul ent scheme, ARMSTRONG made a series of
additional false statements and m srepresentations to
i nvestors about their funds designed to lull and hide
fromthem his fraudul ent activity. Anong those
m srepresentations were the follow ng.

47. For exanple, fromin or about January
1998 to in or about August 1999, ARMSTRONG m sl ed
certain investors about the status of their
i nvestnents by falsely representing that he had
invested their funds in various "Venture Capital"
i nvestnments which either did not exist or which were
grossly over-stated in val ue.

i In or about January 1998,

ARMSTRONG sent PElI nonthly statenents to several
Princeton Notehol ders which, for the first tinme,
informed themthat they held investnments in "Venture
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Capital."” The total amount of this purported
“Venture Capital” investnent was over $45 mlli on.
When questioned about the nature of the investnents,
ARMSTRONG i nfornmed Cresval e- Tokyo that "Venture
Capital"™ referred to an investnent in an Australian
gol d m ne.

ii. As ARMSTRONG wel | knew, this
representation was false as, in or about January
1998, PElI had nmade no such investnent in an
Australian gold mne. |In or about that tine,
ARMSTRONG, was approached about investing in a gold
m ning venture in Australia called Charter Towers
Gold Mnes NL ("Charter Towers"). PElI did not
actually invest in Charter Towers for another six
nont hs, and at no tine did PElI's stake approach the
tens of mllions of dollars ARMSTRONG f al sely
represented to investors that they owned.

48. ARMSTRONG al so falsely represented to
certain investors that he had invested on their
behal f in "Internet Venture Capital"” which did non-

exi st. For exanple:



i. In or about June and July
1999, ARMSTRONG represented to approximately 43
investors in their nonthly statenents that they held
investnents in "Internet Venture Capital." This
“Internet Venture Capital” ranged from approxi mately
$600, 000 to approximtely $20 mllion, and the
pur ported aggregate investnment in “lInternet Venture
Capital” was approximately $136 mllion.

ii. As ARMSTRONG wel | knew, no
“Internet Venture Capital” investnment was ever made
ei ther using funds fromthese Notehol der Accounts,
nor from PEI funds on behalf of these Notehol ders.
When investors with purported “Internet Venture
Capital” investnents sought early redenption of their
Princeton Notes, ARMSTRONG fal sely represented that
t hey could not receive the portion of their
investnent in “Internet Venture Capital” because that
i nvestnment was illiquid.

ARMSTRONG s Fraudul ent Use And M sappropriation
O | nvestor Funds

49. In addition to the comm ngling of
funds and use of newer investor funds to repay old
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i nvestors, ARMSTRONG fraudul ently used and
m sappropriated i nvestor funds in a nunber of other
ways.

50. Based on his false representations to
Not ehol ders about the net asset value of their
i nvestnents as well as purported profits fromhis
trading activity, ARMSTRONG took mIlions of dollars
in performance and managenent fees to which he was
not entitled.

51. Moreover, in order to perpetuate his
scheme, and have greater control over the marketing
and sale of Princeton Notes, ARMSTRONG, in or about
Oct ober 1995, purchased CFE, an Asi a-based broker-
dealer. To generate the funds for this purchase,
ARMSTRONG | oot ed approximately five different client
accounts. ARMSTRONG, wi thout authorization from any
client, transferred fromclient accounts over $12
mllion to a PEI account at Republic Securities, and
then further transferred these funds to the previous

owners of CFE to conplete the CFE purchase.



52. ARMSTRONG further m sappropriated and
stol e investor funds to purchase, for his own
benefit, rare coins and antiques, gold bars and ot her
val uabl e and expensive itenms, such as a multi-mllion
dol | ar beach house in New Jersey.

53. In or about Novenber 1998, Cresvale, a
i censed foreign securities dealer in Japan, joined
the I nvestor Protection Fund ("IPF") in Japan. The
| PF was created by foreign securities conpanies
operating in Japan to provide a source of funds to
rei mburse Japanese investors in the event that the
investors suffered certain types of |losses. As a
member of the I PF, Cresvale was required to execute a
guarantee of one percent of its custoners’ assets,
whi ch amounted to approximately $5 m I lion.

54. ARMSTRONG, on behalf of PElI, executed
an agreenent in or about February 1999 whereby
Republic National Bank Tokyo ("Republic Tokyo")
issued a $5 mllion Guarantee (the "Guarantee") to
the I PF on behalf of Cresvale. In return for the

Guarantee, Cresvale was required to open an account
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at Republic Tokyo, in which sufficient collateral was
to be deposited by ARMSTRONG and whi ch ARMSTRONG
woul d not be permtted to use while the Guarantee was
in place.

55. In order to collateralize the
Guar antee, the purpose of which was purportedly to
protect his investors and satisfy the requirements of
the I PF, ARMSTRONG m sappropriated funds from one of
t he PGM Not ehol ders. I n or about February 1999,
ARMSTRONG on behal f of PEI, w thout the know edge and
approval of the investor and contrary to the terns
and conditions of the Note, transferred governnment
securities with a value of approximately $6.5 mllion
froma Princeton Notehol der account at Republic to a
Cresval e account at Republic Tokyo to collateralize
t he Republic Tokyo Guarant ee.

ARMSTRONG s Attenpts to Conceal Hi s Fraudul ent Schene
From Japanese and U.S. Authorities

56. In or about the spring of 1999, a
Japanese securities regulatory authority (the “FSA”)

began an inquiry into PEI and Cresvale and the sale
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artifices to defraud; (b) making untrue statenments of

material facts and omtting to state material facts
necessary in order to nake the statenments nade, in
i ght of the circunstances under which they were
made, not m sl eadi ng; and (c) engaging in acts,
practices and courses of business which operated and
woul d operate as a fraud and deceit upon persons, in

connection with the purchase and sal e of securities,

to wit, purchasers of the Princeton Notes, as set
forth bel ow
COUNT NOTE | NVESTOR | APPROX. APPROX.
DATE OF PURCHASE
PURCHASE | PRI CE
TWO ALG Al ps 4/ 6/ 99 $16
El ectric mllion
Co.
THREE AMD- 4 Amada Co. |4/ 11/ 97 $31
mllion
FOUR ANMD- 6 Amada Co. | 10/ 2/ 97 $16
mllion
FI VE I, Gun- Ei 11/10/94 |$3
al kl/ al, mllion
| -2
SI X -8 Gun- Ei 4/ 23/ 97 $39
mllion










THI RTEEN

7/ 30/ 99

$35 mllion

Phone Cal
Bet ween
WIIliam
Rogers in
Phi | adel phi
a, PA, and
Republic
Securities
enpl oyee in
New Yor k
NY

FOURTEEN

8/ 24/ 99

$56, 000

Funds

Tr ansf er
from
Republic
Bank, New
York, NY to
Ful t on
Bank, PA

FI FTEEN

11/ 13/ 97

$4, 027,970

Funds
transfer
from Bank
of Tokyo-
M t subi shi ,
Japan, to
Republic
Bank, New
Yor k, NY

SI XTEEN

6/ 9/ 98

$7,078, 244

Funds
transfer

f rom Bank
of Tokyo-
M t subi shi,
Japan, to
Republic
Bank, New
Yor k, NY
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SEVENTEEN

6/ 25/ 98

$35, 544, 434

Funds
transfer
from Bank
of Tokyo-
M t subi shi ,
Japan, to
Republic
Bank, New
Yor k, NY

El GHTEEN

10/ 6/ 98

$21, 746, 768

Funds
transfer
from Bank
of Tokyo-
M t subi shi,
Japan, to
Republic
Bank, New
Yor k, NY

NI NETEEN

4/ 13/ 99

$16, 509, 415

Funds
transfer
from

Ci ti bank,
Hong Kong,
to Republic
Bank, New
Yor k, NY

TVENTY

4/ 8/ 98

N A

Facsim |l e
conmuni cat i
on from
Republic
Securities,
New Yor Kk,
NY to
Republic
Securities,
Phi | adel phi
a, PA
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TVENTY ONE

8/ 11/ 99

N A

Facsim |l e
conmuni cat i
on from
Republic
Securities
Phi | adel phi
a, PA to
Republic
Securities,
New Yor k
NY

TVENTY TWO

8/ 25/ 99

N A

Facsim |l e
conmuni cat i
on from
Republic
Securities
Phi | adel phi
a, PA to
Republic
Securities,
New Yor kK,
NY

TVENTY
THREE

8/ 27/ 99

N A

Two- page
facsimle
conmuni cat i
on from
Republic
Securities
Phi | adel phi
a, PA to
Republic
Securities,
New Yor kK,
NY
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