oy
s
i

e e e AWy § T Tory 4&
' " 'In The United States District Court
For The Southern District Of New York

COMMODITY FUTURES TRADING
COMMISSION,

Plaintiff,
VS.

Stephen Walsh, Paul Greenwood, Westridge :
Capital Management, Inc., WG Trading Investors, | Penalties Unde
LP, WGIA, LLC, Exchange Act

Defendants,

Westridge Capital Management Enhancement
Funds Inc., WG Trading Company LP, WGI
LLC, K&L Investments, and Janet Walsh,

Relief Defendants.

I SUMMARY

1. From at least 1996 to the present (the “relevant period™), Stephen Walsh
(“Walsh”) and Paul Greenwood (“Greenwood”) orchestrated a scheme involving the
misappropriation of at least $553 million from commodity pool participants. The National
Futures Association (“NFA”) uncovered this massive fraudulent scheme as a result of audits it
recently conducted regarding Walsh and Greenwood. Victims of this fraud include state
retirement pension plans as well as university foundations.

2. During the relevant period, Walsh and Greenwood misappropriated
approximately $553,000,000 for the purposes of paying personal expenses and hiding trading
losses. The primary means by which they effectuated their fraud was through various entities,
which they owned and controlled, Westridge Capital Management, Inc. (“Westridge™), WG

Trading Investors, LP (“WG Trading Investors”), and WGIA, LLC (“WGIA™). The two pools



operated by Walsh and Greenwood to perpetrate their fraud are WG Trading Company LP (“WG
Trading Company”) and Westridge Capital Management Enhancement Funds, Inc. (“WCME”),

2. Through misrepresentatioﬁs and omissions of material fact, Walsh, Greenwood,
Westridge, WG Trading Investors, and WGIA (collectively, the “Defendants”), have engaged,
are engaging, or are about to engage in acts or practices that violate the anti-fraud provisions of
Sections 4b(a)(2) and 4g(1)(A) &(B) of the Commodity Exchange Act (the “CEA” or “Act™),
7U.S.C. §§ 6b(a)(2) and 60( 1)(A) & (B) (2006), and Section 4b(a)( 1) of the Act as amended by
the Food, Conservation, and Energy Act of 2008, Pub. L. No. 1 10-246, Title X111 (the CFTC
Reauthorization Act of 2008 (“CRA™)), § 13102, 122 Stat. 1651 (effective June 18, 2008), to be
codified at 7 U.S.C. § 6b(a)(1).

3. Unless restrained and enjoined by this Court, the Defendants are likely to
continue to engage in the acts and practices alleged in this_ Complaint and in similar acts and
practices, as more fully described below.

4, Accordingly, pursuant to Section 6c¢ of the Act, 7 U.S.C. § 13a-1 (2006), the
Commission brings this action to enjoin such acts and practices, prevent the dissipation of assets,
and compel compliance with the provisions of the Act. In addition, the Commission seeks civil
monetary penalties, an accounting, restitution, disgorgement and such other equitable relief as

the Court may deem necessary or appropriate under the circumstances.

IL JURISDICTION AND VENUE

S. This Court has jurisdiction over this action pursuant to Section 6¢ of the Act,
7U.S.C. § 13a-1 (2006), which authorizes the Commission to seek injunctive and other relief

against any person whenever it shall appear to the Commission that such person has engaged, is



engaging, or is about to engage in any act or practice constituting a violation of any provision of
the Act or any rule, regulation or order thereunder.

6. Venue properly lies with this Court pursuant to Section 6¢ of the Act,
7U.S.C. § 13a-1(e) (2006), in that the Defendants transacted business in this Distﬁct, and the
acts and practices in violation of the Act have occurred, are occurring, or are about to occur

within this District, among other places.

IIl. THE PARTIES
PLAINTIFF

7. Plaintiff Commodity Futures Trading Commission (“CFTC?” or
“Commission”) is an independent federal regulatory agency that is charged with responsibility
for administering and enforcing the provisions of the Act, 7 U.S.C. §§ 1 et seq. (2006), and the
regulations promulgated thereunder, 17 C.F.R. 8§ 1 ef seq. (2008). |

DEFENDANTS

8. Defendant Stephen Walsh is an individual residing in Sands Point, New York.
Walsh is registered with the Commission as a commodity pool operator (“CPO”) (NFA ID
#279714), and his registered address is WG Trading Co. LP, One Lafayette Place, 2" Floor,
Greenwich, CT 06830. Walsh is listed as a co-CPO with Greenwood for WG Trading Co.
Walsh represents to prospective pool participants that he is a member of the University at
Buffalo Foundation Board and serves on the investment committee, and that he served as co-

chairman of the New York Islanders Hockey Team and a member of the Board of Governors of

the National Hockey League from 1991-1998.
9. Defendant Paul Greenwood is an individual residing in North Salem, New York.

Greenwood is registered with the Commission as a CPO (NFA ID # 279710), and his registered



business address is WG Trading Co. LP, One Lafayette Place, 2™ Floor, Greenwich, CT 06830.
Greenwood is listed as a co-CPO with Walsh for WG Trading Company.

10.  Defendant Westridge Capital Management, Inc. (*“Westridge™) is a Delaware
corporation with a principal place of business in Santa Barbara, CA. Westridge is registered
with the Securities and Exchange Commission as a registered investment adviser and is the’
investment adviser for the Westridge Capital Management Enhancement Funds pool.
Greenwood and Walsh are partners holding a controlling interest in Westridge.

11.  Defendant WG Trading Investors, LP is a Delaware limited partnership with a
principal place of business in Greenwich, CT. The managing general partners of WG Trading
Investors are Greenwood and Walsh.

12, Defendant WGIA, LLC (“WGIA”) is a Delaware limited liability company.
Upon information and belief, WGIA ig owned By Greenwood, Walsh and others.

RELIEF DEFENDANTS

13. Relief Defendant WG Trading Co. LPis a commodity pool (NFA ID P4703)
operated by Greenwood and Walsh as co-CPOs with a principal place of business in Greenwich,
CT. WG Trading Co. is a registered broker-dealer under the Securities and Exchange Act of
1934. The managing general partners of WG Trading Co. are Greenwood and Walsh, and WG
Trading Investors is a limited partner. |

14.  Relief Defendant Westridge Capital Management Enhancement Fﬁnds, Il;c. is
a commodity pool with an address in Tortola, British Virgin Islands. Information obtained by
the National Futures Association indicates that this pool has 16 participants, including university

foundations and retirement and pension plans.



15. Relief Defendant K & L Investments, LLC is a Connecticut limited liability
company with a principal place of business in Greenwich, CT. Upon information and belief, the
managing general partner of K&L Investments is Paul Greenwood, and it is owned by Walsh and
Greenwood.

16.  Relief Defendant WGI, LLC is a Connecticut limited liability cémpany with a
principal place of business in Greenwich, CT. Upon information and belief, WGI, LLC is owned
by Paul Greenwood and Stephen Walsh.

17. Relief Defendant Janet B. Walsh is an individual residing in New York, New

York. Ms. Walsh is the ex-wife of Defendant Steven Walsh.

IV. FACTS

A. Statutory Background

. 18. A “commodity pool” is any investment trus*, syndicate or similar form of
enterprise engaged in the business of investing its pooled funds in trading commodity futures
and/or commodity options. CFTC Regulation 4.10(d)(1), 17 C.F.R. § 4.10(d)(1) (2008).

19.  A*“CPO” is any person engaged in a business that is of the nature of an
investment trust, syndicate, or similar form of enterprise, and who, in connection therewith,
solicits, accepts or receives from others, funds, securities, or property, either directly or through
capital contributions, the sale of stock or other forms of securities or otherwise, for the purpose
of trading in any commodity for future delivery on or subject to the rules of any contract market.
Section 1a(5) of the CEA, 7 U.S.C. § 1(a)(5) (2006).

20. A “participant” is any person who has any direct financial interest in a commodity

pool. CFTC Regulation 4.10(c), 17 C.F.R. § 4.10(c) (2008).



B. The NFA Audit
21. On February 5, 2009, the NFA commenced audits of Walsh and Greenwood at their
Greenwich location. Among other matters, NFA conducted the audits to clarify issues relating to
a loan made by the Westridge Capital Management Enhancement F unds to WG Trading
Investors,' Specifically, the NFA had recently reviewed several promissory notes issued to the
Westridge Capital Management Enhancement Funds from WG Trading Investors that were
purportedly signed by a director of WG Trading Investors. These notes, including the most
recent dated December 31, 2008, in the amount of approximately $325 million, appeared to be
issued at the end of each calendar year and provided that interest on the note is to be paid in an
amount that mirrors the rate of return (gross of fees) earned by a WG Trading Co. Although
these notes were purportedly signed by a director of WG Trading Investors, that person denied
executing the notes in a coﬁversation with NFA staff on February 11, 2009. The NFA also
conducted the audit to understand the relationship between WG Trading Investors and wG
Trading Co. Although Greenwood was present when the NFA arrived at the office, he left
shortly thereafter after telling the NFA to refer its questions to the compliance officer.

22.  The compliance officer provided the NFA with a financial record for WG Trading
Investors which reflected that, as of December 31, 2008, WG Trading Investors had

approximately $812 million in assets. The financial records also indicated that WG Trading

' As noted above, Westridge Capital Management Enhancement Funds is an exempt commodity pool pursuant to
Commission Regulation 4.7, 17 C.F.R. 4.7 (2008). As such, it was required to obtain annual audited financial
Statements prepared and certified by a nationally recognized public accounting firm. The notes to the December 31,
2007 financial statements for this pool received by the NFA in early 2008 indicated that "the fund invests
approximately 89% of its total assets in structured notes issued by WG Trading Investors Limited Partnership, a
Delaware limited partnership, and a related party to Westridge Capital Management Enhancement Funds Inc. by
virtue of key management personnel in common. The notes bear interest at the rate of an index. The index is a
hypothetical limited parmership interest in WG Trading Company Limited Partnership.” An additional note in the
certified statements referred to related party transactions and states "Notes Receivable — Unsecured note bearing
interest at the rate of an index and repayable at any month end on 30 days notice. The index is hypothetical limited
partnership interest in WG Trading Company L.P." ‘



Investors was a pool participant and had approximately $93.8 million invested in the WG
Trading Co. pool. This amount represents approximately 29% of the Westridge Capital
Management Enhancement Funds’ total loan to WG Trading Investors. WG Trading Investors’
financial records also reflected that it had unidentified accounts payable of approximately $194.5
million.

23.  The NFA also reviewed the financial records for WG Trading Co. and noted that
this listed pool had approximately $1.3 billion in assets. However, the pool's records reflect that
of this $1.3 billion amount, approximately $531.5 million was in accounts receivable. Notably,
these accounts receivable had never appeared in any annual report filed by the pool with the
NFA.2 Although WG Trading Co.’s financial records list WG Trading Investors’ pool interest as
approximately $93.8 million, the records also reflect that WG Trading Co.’s largest account
receivable is from WG Trading Investors in the amount of $194.5 million. This amount
corresponds with the unidentified accounts payable entry on WG Trading Investor’s ﬁnanci.al
records. The NFA subsequently made further inquiry of Greenwood as to the disposition and
location of WG'Ti'ading Investors’ other assets in order to determine the location of the
remainder (approximately $230 million) of the $324 million that the Westridge Capital
Management Enhaﬁcement Funds loaned to WG Trading Investors. Those assets included
$292.8 million in "note receivables" from Greenwood and $260.7 million "note receivables"
from Walsh. The compliance officer represented that another $147 million of the assets are

investments in two entities owned by Walsh and Greenwood. These notes are almost identical in

® As noted above, WG Trading Company is an exempt commodity pool, pursuant to Commission Regulation 4.7.
17 C.F.R. 4.7 (2008). As such, it had annual audited financial statements prepared and certified by a nationally
recognized public accounting firm. The December 3 1, 2007 statements received by the NFA in early 2008 did not
reflect any receivables from either pool participants or WG Trading Investors, LP. During the NFA’s February 2009
audit of Walsh and Greenwood, WG Trading Co.’s financial records as of December 31, 2008 did reflect an account
receivable balance from WG Trading Investors of approximately $194.5 million, more than $100 million more than
WG Trading Investor’s interest in WG Trading Co.



their terms and indicate that the respective "sum is representative of the general partner’s share of
losses, withdrawals and payments." Additionally, the notes state that "The outstanding balance
of this note is due and payable under 90 days written notice from WG Trading Investors."

24.  Further, the financial records indicate $8.2 million of the assets are "employee
advances." Therefore, the vast majori'ty of WG Trading Investors’ assets appear to be
receivables from Greenwood and/or Walsh, investments in entities purported to be owned by
Greenwood and/or Walsh and employee advances.

25.  The fact that more than $794 million of WG Trading Investors’ assets were
receivables from Walsh and Greenwood or entities that they purportedly owned greatly
" concerned the NFA. Therefore, the NFA determined to meet with Walsh and Greenwood to
make inquiry and request documents regarding their financial wherewithal and ability to repay
WG Trading Investors which in tutn would enable WG Trading Investors to pay its note holders,
including thé Westridge Capi‘tal Management Enhancement Fund.

26.  Additionally, the NFA had questions for Walsh and Greenwood regarding their
CPO activities, Westridge Capital Management’s activities, WG Trading Investors® activities,
and WG Trading Co.’s activities. Walsh was not present in his Greenwich office at any time
during NFA staff visits on February 5th, 6th, 10th, 11th and 12 0f 2009. The only two instances
in which he made himself available to the NFA were a twenty minute telephone conversation
covering preliminary matters on February Sth, the day that the NFA arrived at his office, and a
brief telephone conversation on February 10th. During the conversation on February 5th, Walsh
represented to the NFA that he and Greenwood were the only general partners of WG Trading
Investors. The NFA made a number of additional attempts to contact Walsh as matters of

concern arose during the audit. For example, on February 9th, the NFA attempted to contact him



at a North Hills, New York office used by Walsh. Although a secretary told NFA staff that she
would give Walsh the message that the NFA had called, Walsh did not respond. Further, NFA
staff left a voicemail for Walsh that evening stating that it was urgent that he contact the NFA
immediately in regard to the audit. Walsh's secretary called the NFA the next morning and told
NFA that Walsh would be in a meeting all day and that he would be unavailable to the NFA. On
February 10th, NFA auditors visited Walsh's North Hills office and found that he was not there.
His secretary represented that Walsh was in meetings in New York City and that he would not be
available at any time on that day. Walsh did have a two minute phone call with the NFA later
that day during which he acknowledged that he was aware that the NFA was making inquiries
directed to him, but represented that he would not be available to deal with the inquiries for at
least several more days.

27.  Greenwood has only been sporadically available to the NFA, eithér in
person or via teleconference, but has not made himself available to meet with NFA staff since
February 6th and NFA has had no contact from him at all since February 9th. On that day, NFA
staff engaged in a telephone conversation with Greenwood in which staff inquired as to the
whereabouts of the funds from the Westridge Capital Management Enhancement Funds that
were loaned to WG Trading Investors but not invested in the WG Trading Co. pool. Greenwood
replied that he would have to get back to the NFA about that subject and ended the conversation.
He sent a subsequent email to the NFA in which he said that he would be at the Greenwich office
on February 10th. NFA auditors visited the office on February 10th and were told by an
administrative assistant that Greenwood would be in meetings in New York City all day and that
he would not be available to meet with the NFA. While at the office on February 10th, NFA staff

observed that the administrative assistant repeatedly covered her mouth while



conversing on the telephone and was moving documents from the compliance officer’s office.

C. The Greenwood and Walsh Investment Scheme
——= AN 0oed and vvalsh Investment Scheme

28.  Beginning in or about 1996, Walsh and Greenwood solicited and obtained funds
from prospective and actual pool participants through Westridge, WG Trading Investors, and
WGIA. Walsh and Greenwood registered with the CFTC as CPOs in or about 1997 and
thereafter set-up and/or utilized various entities to facilitate their investment échemes, including
two pools: Westridge Capital Management Enhancement Funds and WG Trading Co. As pool
operators, Walsh and Greenwood owe a fiduciary duty to their pool participants.

29.  According to solicitation materials provided to actual and prospective pool
participants, Westridge and WG Trading Co. “operate as one group with common ownership for
the management of enhanced portfolios.” |

| 30.  Westridge, WG Trading .Investors, WG Trading Company, Westridge Capital
Management Enhancement Fund, WGIA, Greenwood and Walsh have, from time to time,
_ collectively referred to themselves as the "Westridge Group," and will sometimes be so
collectively referred to herein.

31.  Walsh, Greenwood, Westridge and WG Trading Investors defrauded numerous
victims through falsely depicting that all pool participants’ funds would be employed in a single
investment strategy. Specifically, the Defendants represented in their promotional and marketing
materials that were distributed to prospective and actual pool participants the following:

a. Walsh, Westridge, WG Investors and WG Trading Co., collectively represented in
writing to at least one client or participant that “the only business of WG Trading
is index arbitrage and that WG Trading does not employ any other investment

Strategies™;
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