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Background

The Securities and Exchange Commission issued an order instituting
proceedings (OIP) on April 23, 2015, pursuant to Section 8A of the Securities
Act of 1933 and Sections 15(b) and 21C of the Securities Exchange Act of
1934, alleging violations of the securities statutes by Edward M. Daspin and
others from December 2010 through approximately June 2012.1 OIP at 1-2.

1 The Commission accepted offers of settlement from Lawrence R. Lux and
Luigi Agostini. Edward M. Daspin, Securities Act Release Nos. 9963, 2015
SEC LEXIS 4287 (Oct. 16, 2015); 10243, 2016 SEC LEXIS 4086 (Nov. 1,
2016).



Much has happened in the intervening four-plus years.2 The proceeding was
reassigned to me on September 12, 2018, for a new hearing. Pending Admin.
Proc., Admin. Proc. Rulings Release No. 5955, 2018 SEC LEXIS 2264, at *2,
*4 (ALJ Sept. 12, 2018).

In April and May 2019, I held ten days of hearing at which the Division
of Enforcement presented testimony from ten witnesses and Daspin testified
on behalf of himself. I admitted approximately 290 exhibits into evidence.
The Division filed initial and reply post-hearing memoranda on July 3 and
August 7, 2019, respectively. Since the close of the hearing, Daspin sent
several emails and documents, which I have made part of the record and
considered. During the hearing, I agreed to consider legal arguments
Daspin’s counsel advanced during the Wells process as his briefs.

Motion to Exclude Daspin’s Testimony

As a preliminary matter, I will address the Division’s motion to prohibit
Daspin from testifying on the grounds that he failed to comply with
prehearing orders, on which I had previously deferred ruling. See Daspin,
Admin. Proc. Rulings Release No. 6538, 2019 SEC LEXIS 820, at *2 (ALJ
Apr. 10, 2019); Tr. 8-9. I now deny the motion. In my judgment, the Division
was not disadvantaged by Daspin’s failure to comply with my prior orders, so
exclusion of his testimony would be disproportionate.

2 On June 15, 2015, an administrative law judge postponed the hearing
indefinitely. Daspin, Admin. Proc. Rulings Release No. 2810, 2015 SEC
LEXIS 2387, at *2. A second administrative law judge lifted the
postponement and ultimately found Daspin in default. Daspin, Admin. Proc.
Rulings Release Nos. 2999, 2015 SEC LEXIS 3137, at *1 (ALdJ July 31, 2015);
3041, 2015 SEC LEXIS 3348, at *4-9 (ALJ Aug. 14, 2015); 3683, 2016 SEC
LEXIS 886, at *22 (ALJ Mar. 8, 2016); see also Daspin, Initial Decision
Release No. 1051, 2016 SEC LEXIS 2928 (ALJ Aug. 23, 2016).

The Commission remanded the proceeding for ratification on November
30, 2017. Pending Admin. Proc., Securities Act Release No. 10440, 2017 SEC
LEXIS 3724, at *2-3, *7; see Daspin, Admin. Proc. Rulings Release No. 5619,
2018 SEC LEXIS 520, at *67-70 (ALdJ Feb. 20, 2018). As the result of Lucia v.
SEC, 138 S. Ct. 2044 (2018), the proceeding was then stayed from June 21
through August 22, 2018, at which point the Commission remanded all
pending administrative proceedings for new hearings. Pending Admin. Proc.,
Securities Act Release Nos. 10510, 2018 SEC LEXIS 1490 (June 21, 2018);
10536, 2018 SEC LEXIS 2058, at *2-3, *8 (Aug. 22, 2018).



Issues

Daspin is charged with willfully violating (1) Securities Act Section
17(a), Exchange Act Sections 10(b) and 20(b), and Rule 10b-5, 15 U.S.C.
§§ 77q(a), 78j(b), 78t(b); 17 C.F.R. § 240.10b-5, as a result of his fraudulent
conduct related to the securities offerings of Worldwide Mixed Martial Arts
Sports, Inc. (WMMA), and WMMA Distribution, Inc.; (2) Securities Act
Section 5(a) and (c), 15 U.S.C. § 77e(a), (c), by selling or offering to sell non-
exempt unregistered securities; and (3) Exchange Act Section 15(a), 15 U.S.C.
§ 780(a), by acting as an unregistered broker. OIP at 2-3, 14; Div. Br. 78-103.

My factual findings and legal conclusions are based on the entire record.
I applied preponderance of the evidence as the standard of proof. See
Steadman v. SEC, 450 U.S. 91, 101-04 (1981). I have considered and rejected
all arguments and proposed findings and conclusions that are inconsistent
with this decision.

Facts
The WMMA Companies

“Very” applies to all aspects of Edward Michael Daspin. He is smart,
engaging, aggressive, persuasive, excitable, at times charming, and prone to
swearing and yelling. E.g., Div. Ex. 577; Tr. 1823-25, 2673-74, 3399; cf.
Tr. 774-75 (allegation by the Division that after a witness testified at the
hearing, Daspin called the witness an “[expletive] liar, and one of these days
I'm going to get you,” which Daspin denied saying). Daspin considers himself
a strategic planner, a visionary, a deal maker with a career of putting pieces
together to organize companies; by his own account he has bought 350
companies and been sued many times but never lost. Tr.2673-74, 2814,
2875, 3016, 3124-25, 3129. In 1978, Daspin was jailed for six months for a
felony bankruptcy fraud conviction. Ans. at 8; Tr. 1878, 2814; see generally
United States v. Daspin, No. 77-cr-238 (D.N.J.); United States v. Daspin, 77-
cr-196 (S.D.N.Y.) He says that mistake has caused him forty years of pain
and believes that federal prisoners who have served their sentences should be
pardoned. Tr. 2814-15, 3019.

In 2010, Daspin came up with the idea of creating an international
league of mixed martial arts (MMA) tournaments where winners of local and
area fights would compete against one another and move up in brackets
leading to national and international championship matches. Tr. 68-70.
MMA “is a full-contact combat sport that allows a wide variety of fighting
techniques (such as Greco-Roman Wrestling, Kickboxing, Boxing, Karate,
Jujitsu, etc.) to be used in a bout.” Div. Ex. 1 at 7. At the time, there was one



large mixed martial arts organization in the United States, but Daspin’s
mnovative idea—which he initially developed with Luigi Agostini, a close
friend of Daspin’s son, and people he had worked with in other businesses—
was for an international operation. Tr.3021, 3050-51, 3070-71, 3096-98,
3260-64. He envisioned letting local promoters keep the live gate proceeds,
and the WMMA companies would build a worldwide tournament and sell the
programing. Tr. 2884-85. Daspin envisioned the creation of national leagues
in the United States and fifteen other countries, each managed by sixteen
subsidiaries and broken into regions. Div. Ex. 3 at 7; Div. Ex. 450; Tr. 720,
999-1003, 2884-85. The plan was to generate substantial revenues from pay-
per-view sales, closed-circuit-television permits, delayed-broadcast television
sales, and the like. Div. Ex. 3 at 7. Four country companies were to be
operating by 2012. Div. Ex. 1 at 9. The companies would split the revenue
from ticket sales with local and regional MMA promoters, who control the
individual fighters, because their cooperation was crucial. Tr. 71-73.

Daspin designed and put in place a convoluted (to put it mildly) legal
structure involving a number of entities that he controlled. He initially
funded the operation with a loan from his wife. Div. Ex. 147; Tr. 3298, 3302-
06. The central structure consisted of three companies. WMMA,
incorporated in April 2010, was the principal operating company that would
create the international MMA league that Daspin envisioned. OIP at 4; Ans.
at 8. WMMA Distribution, a Nevada corporation formerly known as
American Graphics Communications and Distribution Services, was created
to distribute WMMA-branded content.? Ans. at 8. From an operations
perspective, there was no functional difference between the two companies;
the same people worked on the same projects. Tr. 2238-39.

By agreement, WMMA Distribution had the exclusive right to distribute
films of WMMA fights and reality shows and branded products. Div. Ex. 209.
The internet distribution of rights to view the fights and the sale of WMMA-
branded digital content and related products were important elements in
Daspin’s plan. OIP at 4; Ans. at 8-9. Arrangements were made for a website
at the end of August 2011 with the expectation that it would be available no
later than October 2011, but there was no website in December 2011. Div.
Ex. 600.

3 Two early WMMA Distribution board members, Lawrence May and
David Frischman, are Daspin’s business partner and brother-in-law,
respectively. Tr. 940-41.



WMMA Holdings, Inc., incorporated in Nevada on January 12, 2011, was
formed to be the holding company of WMMA and WMMA Distribution. Ans.
at 9; Div. Ex. 200. In addition to these three companies, Worldwide MMA
USA, Inc. (WMMA USA), was formed as the national subsidiary for the
United States. Div. Ex. 1 at 6-7, 30. I will refer to these entities collectively
as the WMMA companies.

During almost the entire relevant period, the boards of WMMA, WMMA
Holdings, and WMMA USA consisted of Agostini as chairman, Lawrence R.
Lux as chief executive officer, and Douglas L. Main as president and
secretary. Tr. 126; Div. Exs. 200, 201, 207, 207A. Lux was a businessman
with many years of experience, including stints as managing director of
National Geographic Interactive and president of Playboy.com, and his
involvement lent a patina of respectability to the enterprise for some of the
investors. Tr. 44, 46-47, 50-52; see, e.g., Tr. 2246, 2307, 2340, 2563-64. Lux
met Daspin at First Capital Corporation, where Daspin was the managing
partner. Tr. 52-53. Daspin testified that the boards were chosen by
consensus, but his account of a group discussion is implausible given that the
positions of Lux and Main were established earlier by their employment
agreements. Compare Tr. 3425, with Div. Exs. 55 at 1, 149 at 1, 149A at 1;
Tr. 74-75, 87, 783-84, 819-22. The WMMA board met quarterly, and Daspin
attended often at the invitation of the board. Tr.474-77, 698. Daspin
arranged for his wife, Joan Daspin, and Agostini to be the only individuals
authorized to sign checks on the companies’ bank accounts and in control of
access to many of the companies’ financial records. Tr. 127, 136-38, 185, 321,
848, 1657, 1669, 1675-76, 1722; Div. Exs. 200, 201, 207, 207A. Agostini
transmitted material that Daspin dictated to the other board members for
signature without discussion. Tr. 126, 822, 833-34, 841.

Daspin considered Agostini as the executive chairman, Lux and Main as
the operators, and himself through his private consulting company
MacKenzie Mergers & Acquisitions, Inc. (MacKenzie), as the fundraiser.
Tr. 3290. The evidence confirms that Daspin controlled the fundraising for
the WMMA companies but it contradicts his claim that he did not control the
day-to-day operations. Lux and Main testified that board resolutions
concerning the WMMA companies’ structure and transactions originated with
Daspin, who “controlled all the conceptual direction of everything.” Tr. 848;
e.g., Tr. 199, 233-35, 700, 841, 914-15, 967-69. Daspin negotiated all the
employment contracts, including Lux’s contract. E.g., Tr. 74-75, 87, 127, 821-
22; Div. Ex. 55. And Daspin dictated every decision made by Lux, Main, and
other officers with respect to everything from major contractual agreements
to the organization of MMA events. For example, the board signed a
resolution on December 14, 2010, stating that it reviewed and affirmed all



prior contracts. Ex. 207 at 1; Tr. 122, 129-32. But the board had not done any
review. Tr. 138. Because he needed income, Lux would sign odd papers and
resolutions prepared by Daspin that he did not understand. Tr. 701; see, e.g.,
Tr. 193-97.

In addition, Daspin put agreements in place so that boards of all WMMA
companies held common shares in trust for Mrs. Daspin. Tr. 165-66.
Specifically, Daspin’s private consulting company, Consultants for Business
& Industry, Inc. (CBI), which later became MacKenzie, transferred the right
to controlling shares of WMMA Holdings to three family limited
partnerships. Tr. 3307-08. Mrs. Daspin owned and controlled the general
partner of those limited partnerships. Div. Exs. 69 at 1, 78 at 1. By
agreements dated December 30, 2010, and January 12, 2011, the three
partnerships that Mrs. Daspin controlled transferred their rights to WMMA
Holdings common stock for one dollar each to Agostini, Lux, and Main for the
next five years. Div. Exs. 69 at 1, 77 at 1, 78 at 1, 80 at 1, 80A at 1; see
Tr. 687, 892-98.

Mrs. Daspin retained warrants that gave her the right to repurchase the
shares of the holding company at any time. Div. Exs. 69 at 1, 77 at 1, 78 at 1-
2, 80A at 1-2; see Tr. 697, 900, 1873-74. The board members’ rights to dispose
of the stock were restricted and each agreed that they owed a fiduciary duty
to Mrs. Daspin and her limited partnerships. Div. Exs. 80 at 1-2, 80A at 1-2.
The agreements also provided that if any board member was paid $8,000 or
more a month, then MacKenzie or Mrs. Daspin would be paid $17,500 per
month. Div. Exs. 69 at 1-2, 77 at 1-2; Tr. 166-67.

Daspin would later cause Mrs. Daspin to purchase the warrants in July
2012, when Daspin believed that people were conspiring against him. Div.
Exs. 506 at 1-2, 507 at 1-2; see Div. Ex. 469. In the aftermath, Daspin
became a director of WMMA, WMMA Distribution, and WMMA USA, and
Mrs. Daspin became an officer of WMMA. Div. Exs. 22, 215; Tr. 1060-62.

Consulting Contract

MacKenzie became the exclusive provider to the WMMA companies of a
list of services memorialized in an agreement titled “Services Agreement and
Resolutions of Board of Directors” dated December 15, 2010, between
MacKenzie and WMMA Holdings, WMMA, and WMMA Distribution, which



bears the signatures of Daspin and the WMMA board members—but Lux and
Main did not negotiate the contract.4 Ex. 204; see Tr. 94-95, 877-79.

Daspin drafted the consulting contract that made MacKenzie the
exclusive provider of human resource recruiting, financial advisory services,
and other management advisory services to the WMMA companies. OIP at 4;
Ans. at 9; Exs. 55A at 1, 204 at 1; see Tr. 82-83, 85-86, 96-97. Daspin was the
primary provider of services under the MacKenzie contract; for all intents
and purposes, Daspin and MacKenzie were one and the same. Tr. 223, 226,
228, 787, 954; see Tr. 357. The WMMA board signed and ratified agreements
and resolutions that Daspin acting through MacKenzie negotiated and
drafted. FE.g., Tr. 99, 138, 144-47, 867. The consulting contract and side
agreements specified that Lux and Main—WMMA’s CEO and president,
respectively—required written authority from MacKenzie to enter any
contract. Div. Exs. 55A at 2; 369 at 2; see Tr. 87-88, 90-93, 99-100, 884. Lux
had never seen a contract with these terms in his professional experience and
interpreted them to mean that MacKenzie controlled the WMMA companies.
Tr. 87-90. Daspin constantly reminded people that the consulting contract
proscribed anyone from doing anything without MacKenzie’'s approval.
Tr. 346-47, 350-55, 370, 630-31, 688-89; Div. Exs. 247 at LA 11820, 600 at JD
969-70, 604 at SEC-LuxL-E-15570.

The consulting contract provided that the maximum hourly fee for
MacKenzie’s services was between $200 and $350 depending on the service.
Div. Exs. 55A at 1, 369 at 1. In addition, MacKenzie received a ten percent
override, paid monthly, on all compensation a “Sweat Equity” executive—who
made no monetary investment in the WMMA companies—received up to a
minimum of $25,000, and a five percent override per month thereafter. Div.
Exs. 55A at 1, 369 at 1; see Tr. 288, 679, 1229. In the case of cash investors,
MacKenzie received a minimum of $25,000 of the executive’s first year
compensation and then a five percent override on the following years’
compensation over $10,416.66 a month. Div. Exs. 55A at 1, 369 at 1-2.

4 The original consulting contract was with CBI. Div. Ex. 204 at 1. On
January 20, 2011, the WMMA companies and CBI agreed that CBI would
assign its service agreement to MacKenzie. Div. Ex. 205 at 1. Daspin signed
for CBI, Lawrence May signed for MacKenzie, and Lux, Agostini, and Main
signed for the WMMA companies. Id. at 2; see Tr. 218-23, 953. Daspin
became MacKenzie’s vice president. OIP at 4; Ans. at 9. Lux and Main did
not know the reason for the transfer of services to MacKenzie. Tr. 221-22,
953. Because MacKenzie assumed CBI’s role, I will refer to both companies
as MacKenzie unless the distinction is relevant.



MacKenzie was to receive a $25,000 fee for negotiating transactions and
contracts with regional promoters, advertisers, television networks, vendors,
investors, and other third parties. Div. Exs. 55A at 2, 369 at 2.

Lux considered the consulting agreement to be an impediment to
fundraising because institutional investors and venture capitalists wanted
funds spent on projects going forward. Tr. 499, 703-04, 706. Moreover, he
and others could do the things that MacKenzie was being paid to do; Lux
acknowledged Daspin’s skill as a fundraiser but he and the other board
members had fundraising experience and could have recruited staff. Tr. 99,
703-07. Lux thought that payments to MacKenzie were very large as a
percentage of overall expenditures. Tr. 492.

By December 15, 2011, MacKenzie had invoiced WMMA for $827,018.10
in fees earned under the consulting contract and calculated an outstanding
balance of over $2 million. Div. Ex. 94; see Tr. 1019-20. From December
2010 through August 31, 2012, the WMMA companies paid CBI and
MacKenzie a total of $383,488.95. Div. Ex. 495.

International Marketing Corp. Contract

In December 2010, WMMA and WMMA Holdings signed an agreement
and resolution to enter a strategic alliance with Beryl Wolk’s International
Marketing Corp. (IMC), for use of its database of some 840 million email
addresses. Div. Exs. 207 at 1, 520 at 1; see Tr. 106-112. Daspin considered
Wolk a successful direct mail marketer and was eager to enter into the
agreement. Tr. 243-44, 3099-100. The letter agreement provided that
MacKenzie was authorized to negotiate on behalf of the WMMA companies
and would receive a fee of $250,000 for each ten percent downward reduction
of IMC’s request for fifty percent profit sharing. Div. Ex. 520 at 1. Lux, who
signed the agreement on behalf of the WMMA companies, had no knowledge
about why the agreement assumed that IMC would receive fifty percent of
WMMA'’s profits and did not understand the business rationale for
compensating MacKenzie for negotiating down from that number. Tr. 106-
10.

On February 3, 2011, WMMA signed a “Partially-Exclusive Strategic
Alliance Agreement” with IMC. Div. Ex. 12; see also Div. Ex.12A
(unexecuted, but more legible, copy). WMMA agreed to pay IMC a ten
percent fee, instead of the fifty percent fee originally contemplated. Div.
Ex. 12 at LA 7011. In the agreement, IMC represented that it owned or has
available assets including a “worldwide email list with Eight Hundred and
Forty Million double opt-in addresses of which _ million are U.S. email
addresses,” but Wolk never filled in the number of U.S. email addresses. Div.



12 at LA 7015; see Tr.256-57. Double opt-in lists filter out incorrect
addresses and confirm that each recipient wants to receive emails from the
list by requiring that he or she follow a confirmation link sent in an email
following his or her first request to receive emails. Div. Ex. 487 at 10;
Tr. 260, 1409-10. Wolk eliminated a provision in the agreement
guaranteeing a two percent response rate. Div. Ex. 12 at LA 7010; Tr. 254-
55. Wolk and IMC never provided WMMA with information to confirm that
it actually had 840 million email addresses and never provided any
demographic breakdown of the list. Tr. 250-53, 257, 3023. The WMMA
companies did not do a test run using the data before entering into the
contract. Tr. 254. The WMMA board resolution, nevertheless, valued the
arrangement at approximately $5 million and stated that a portion of this
amount should be reflected in WMMA’s and WMMA USA’s financial
statements. Div. Ex. 20; Tr. 198-99.

Daspin was the driving force on the intercompany relationships and the
IMC contract. Tr.926. He took credit for negotiating the contract and
believed the strategic alliance with IMC would result in substantial business
for the WMMA companies. Tr. 243-46. Lux, the CEO, was not involved in
negotiating or approving the strategic alliance. Tr. 243.

MacKenzie later charged WMMA $1 million for negotiating the
agreement, claiming that it persuaded IMC to settle for ten percent, rather
than fifty percent, of any profits. Div. Ex. 94 at EMD 5733; see Tr. 110.
WMMA never paid; MacKenzie reinvested the $1 million in WMMA by taking
equity in the company in lieu of cash. Tr. 1025; Div. Ex. 94 at EMD 5733.

The WMMA companies used the database twice and it had no positive
effect. Tr. 259-60. Lux testified that marketing MMA events had “[z]ero
effect.” Tr. 259.

The WMMA Private Placement Memoranda

The WMMA companies produced four private placement memoranda
(PPMs): dJuly 2011 PPMs for WMMA and WMMA Distribution and January

2012 PPMs for the same two companies. Div. Exs. 1-4; see Tr. 310.

Daspin dictated the contents of the PPMs to Mike Nwogugu and Andrew
Young.? Tr. 309-12, 1082, 1234-37, 1256; see, e.g., Div. Ex. 450; Tr. 997-98.

5 According to the PPMs, Nwogugu was either a senior or executive vice
president of WMMA and WMMA Distribution who earned a bachelor’s degree
from the City University of New York and an MBA from Columbia
University, attended Suffolk University Law School, and was a CPA in



Persons at the WMMA companies tried to re-write or edit the PPMs but
Daspin told them that he was controlling everything the company was
putting out. E.g., Tr. 1006-08, 1014-17, 1236-1238; Div. Exs. 517at 1, 524 at
1. Draft PPMs were circulated with instructions, such as “do not make any
changes to the document without getting clearance from Ed Michael.”
Tr. 3410 (capitalization altered); see also Tr. 3412-13.

According to Daspin, he relied on Nwogugu’s advice that the securities
were exempt from registration even though he knew that Nwogugu was not a
lawyer. Tr. 3051-54, 3378. Daspin testified further that he relied on a law
firm and an accounting firm to approve draft PPMs, even though that was
expressly not within the scope of agreements with those firms. Tr. 3052-53,
3374-T17.

The PPMs listed as many as twenty-four persons as members of
WMMA’s and WMMA Distribution’s management teams. Div. Exs. 1 at 54-
58, 2 at 15-18, 3 at 56-61, 4 at 14-17; see Tr. 957-67. Among those listed in
the PPMs, MacKenzie is identified as the entity providing human resources,
negotiations, M&A, and financial advisory services to both companies. Div.
Exs. 1 at 58, 3 at 61. But Daspin’s name does not appear in any of the PPMs
despite his role in the WMMA companies. See Div. Exs. 1 at 54-58, 2 at 15-
19, 3 at 56-61, 4 at 14-18; Tr. 226, 956-57. By contrast, Main testified that
many of those listed were not involved in managing the WMMA companies.
Tr. 957-67. For example, Main did not really know Craig Eaton, described as
general counsel, or Joseph P. Pryzhocki, labeled controller and treasurer, and
believed that they were Daspin’s friends. Tr. 962-63. Main testified that
WMMA never retained outside counsel and never had certified or audited
financials. Tr. 962-63. Others, such as Wolk, were not part of WMMA.
Tr. 961. The evidence is that the management team lists included many
people who were either not actually part of the WMMA companies or were
only tangentially involved, while omitting the central figure behind the
companies: Daspin.

Maryland and a certified management accountant in New Jersey. Div. Exs. 1
at 56, 2 at 17, 3 at 58-59, 4 at 16. Main thought Nwogugu was associated
with Daspin, rather than the WMMA companies. Tr. 991.

Young graduated from Rutgers in 2009, and worked at WMMA and
WMMA Distribution for approximately eighteen months as vice president of
communications and public relations. Div. Exs. 1 at 57, 2 at 17, 3 at 60, 4 at
15; Tr. 1222-23.
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The WMMA PPMs each listed over thirty completed or possible related
party transactions. Div. Exs. 1 at 30-36, 3 at 29-35. At least thirty of them
did not originate with the WMMA board or were not discussed by the board.
Tr. 235, 969.

The WMMA PPMs included forecasted financial statements, including
projected consolidated balance sheets, as appendices. E.g., Div. Ex. 1 at 70-
80. All of the financial statements contained a boilerplate disclaimer that the
pro forma financial statement was based on estimates, the numbers were
contingent on assumptions, and there was no guarantee or assurance that
the forecasted sales, assets, and cash flow would be achieved. E.g., id. at 78.
Investors were urged to conduct due diligence and consult an adviser. E.g.,

id.

Both WMMA PPMs featured the IMC agreement as a substantial asset.
They stated that IMC’s database contained over 130 million U.S. mobile
phone numbers, four million user websites, and over 840 million “opt-in e-
mail addresses.” Div. Exs. 1 at 30, 3 at 28. However, as noted, IMC never
provided WMMA with any support for these numbers and WMMA made no
independent efforts to confirm that they were accurate. Tr.250-53, 257,
3023. Nevertheless, the July 2011 WMMA PPM states that the value of the
strategic alliance agreement to the WMMA companies was $5 million, with
$1.25 million attributed to the United States and $3.75 million “arbitrarily”
allotted to WMMA entities in other countries. Div. Ex. 1 at 31; Tr. 266-67;
see also Div. Ex. 1 at 77-78 (showing that IMC contract made up entirely of
“WMMA Contract Rights” in forecasted consolidated balance sheet). Lux and
Main did not agree with the valuation. Tr. 199-200, 204-08, 926-303. Daspin
claims without any corroborating documentation that he originally valued
the database at $1 million, but Nwogugu raised the value to $5 million.
Tr. 2873-75. But Daspin, through MacKenzie, was responsible for the $5
million valuation. Div. Ex. 96 at 1; Tr. 283-84; see Div. Ex. 1 at 78. And
Daspin admits that he was responsible for further inflating the valuation just
a few months later. Tr. 2875-77.

The January 2012 PPM represented that the IMC contract, a long-term
intangible asset, was worth $82 million based on appraised value by
MacKenzie. Div. Ex. 3 at 28, 45-46; Tr. 373-34.6 The PPM represented that
WMMA'’s remaining assets were worth only $9.281 million combined. Div.

6  The forecasted consolidated balance sheet from the July 2011 PPM,
which valued the IMC contract at $5 million, was still attached as an
appendix. Div. Ex. 3 at 78-79.
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Ex. 3 at 45. As with the original $5 million valuation, Daspin generated the
$82 million valuation. Div. Ex. 481A at 64-66, 70-71, 75.

Although Daspin testified that only Nwogugu disagreed with the
assessment, Tr. 3140, WMMA'’s board did not agree with Daspin’s valuations
at the time and aired their concerns. Lux stated that “there literally was no
way” to justify the original $5 million valuation. Tr. 268. And he testified
that he and others at a board meeting voiced concerns about how the value of
the email database went from $5 million in July 2011 to $82 million in
January 2012, but Daspin made clear that the subject was not up for
discussion. Tr. 375-77. Daspin told Lux and the others that the higher
valuation was necessary to “get further investment.” Tr. 376. Similarly,
Main had found that it would cost WMMA about $300 to purchase email lists
with one million names that were targeted by age, location, and income—
unlike the IMC database. Div. Ex. 608 at 1; Tr. 974-79. Main told Daspin
early on that the value of the email database was “zero,” and Daspin told him
not to ever say that again. Tr. 1052-53.

The forecasted consolidated balance sheet in the July 2011 PPM for
WMMA showed Daspin’s cash projections for stub-period 2011 of $33 million;
for 2012 1t was $148 million; for 2013 it was $373 million; for 2014 it was
$980; for 2015 1t was $2.38 billion; and for 2016 it was $4.69 billion. Div.
Ex.1 at 77; Tr. 315, 317-19. The $33 million cash—based on Daspin’s
estimates of the profit on $130 million in revenue from a charitable event in
Ghana—constituted all of the projected current assets for 2011. Div. Ex. 1 at
71, 77, Tr.325-26, 334-35. Lux considered these cash projections
implausible. Tr. 318-20. Also implausible were the revenue projections in
the billions, which would require every person in the United States to pay
enormous amounts of money on pay-per-view WMMA fights. Tr. 315. In fact,
the WMMA companies had no net business income in 2011. Tr. 1629.

The January 2012 PPM included the same forecasted consolidated
balance sheets from July 2011 even though they were out-of-date on their
face. Div. Ex. 3 at 78-79. The balance sheets still represented that the
companies had $33 million in cash for the stub-period 2011. Id. at 78. But
the charitable event in Ghana never happened. Tr. 379. Lux testified that as
of January 2012, the companies did not have $33 million in cash. Tr. 378.
He believed that the implausible revenue projections in the PPMs, the
description of numerous intercompany transactions, and the use of funds to
pay off accrued debts would be a red flag to investors. Tr. 313-16, 319-20.
Lux considered that no legitimate investor would be able to understand the
convoluted language in the January 2012 PPM, and the financial projections
were unreasonable on their face. Tr. 541-42.

12



Employee Solicitation

Starting as early as December 2010, but in earnest after the July 2011
WMMA PPM was completed, MacKenzie advertised for employees for the
WMMA companies on internet sites that offered high salaried professional
positions, such as Sixfigurejobs.com and Ladders. Tr. 290-92, 315, 638, 1265.
Young sent out more than a thousand emails to people who responded to the
advertisements. Tr. 1271. Daspin drafted the emails, which stated that the
person had been recommended by a consulting company for positions at
WMMA and WMMA Distribution paying between $125,000 and $250,000 a
year, plus performance compensation of the same amount. Tr. 1271, 1562;
see, e.g., Div. Ex. 157 at SEC-TP-583—-84; Div. Exs. 336, 422. The emails
described the WMMA companies as athletic entertainment marketing and
distribution companies focused on mixed martial arts telecasting and
branded products worldwide. E.g., Div. Exs. 336, 422. Some of the emails
represented that the WMMA companies intended to have a public offering by
2017 when their revenue was projected to be $3.5 billion with a thirty-three
percent after tax profit. E.g., Div. Ex. 336; Tr. 1554.

Hundreds of people who signed and returned a non-disclosure agreement
were sent a company overview and an invitation for an initial interview by
phone or videoconference. Tr.1264-66, 1268-69; see Tr. 3394-95. Young
would schedule interviews before the applicants’ resumes were reviewed.
Tr. 1274. Daspin or Rich Burnham, vice president of human resources,
conducted the initial interviews. Tr. 1277. During these interviews Daspin
introduced himself as Ed Michael because, as he told Young, his last name
was “poison” and he did not “want anyone to turn away.” Tr.1278; see
Tr. 298-99.

Daspin decided who should be called in for interviews and introduced
himself as an outside consultant who provided services to the company.
Tr. 297-99, 1037-39. According to Daspin, 250 applicants visited the WMMA
companies for in-person interviews after the screener interviews. Tr. 3394-
95. Daspin and Burnham conducted in-person interviews with a board
member. Tr. 1092-93, 1289. Young did not participate in in-person
interviews but he gave the person being interviewed a copy of the PPM;
Young estimates he distributed between 100 and 150 copies of the PPMs.
Tr. 1287-90, 1317. Young testified that Daspin regularly disclosed his prior
criminal history at the end of the in-person interview, but that he would “try
to tell” applicants traveling by plane before they bought their airfare.
Tr. 1285-86. Daspin referred to job seekers as prospective joint venture
investment operators. Tr. 1260. During the in-person interviews, he would
pressure applicants to invest $250,000 or more to secure the positions for
which they applied, with more senior positions explicitly tied to more
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substantial investments. E.g., Tr. 1582, 1595, 1598, 2232, 2235, 2372; Div.
Ex. 238 at 2-3. If applicants did not have liquid funds, Daspin would
encourage them to use funds in their retirement accounts. FE.g., Tr. 1594,
2373. Above all, Daspin emphasized that senior executives who want to be
hired make their investment at the time of contract execution because the
leaders of any WMMA company need to have “skin in the game.” Div.
Ex. 296 at LA 22607; Tr. 1280-81, 2838-40. The subscription agreement for
shares described the investment as risky and noted that investors could lose
their investment. Tr. 1999, 2005-08. The WMMA board signed the
employment contracts. Tr. 1095.

Because the WMMA companies had no funds, salaries for all employees
were accrued until there was a profit. Tr. 467. The job seekers that invested
funds to obtain positions agreed to allow the WMMA companies to
repurchase a small percent of their shares each month in lieu of salary.
Tr. 640, 2258-59. For example, Thomas Sullivan understood that instead of
salaries, investors sold “a portion of the shares that [they] purchased forward
In an agreed-upon amount and then [they] would receive the cash from that
forward sale on a monthly basis.” Tr. 1828.

From at least January 2011 until August 2012, seven people invested
$2.4 million in unregistered offerings of WMMA company securities. Ans. at
6; Tr. 711-12. The evidence shows that persons were hired because they were
investors and not because they were necessary members of the management
team for the WMMA companies. After July 2011, for example, Daspin
negotiated the hiring of Ara Bederjikian, Theresa Puccio, and Sullivan as
three high-level financial people. Tr. 337-40, 1039-40. Lux and Main saw no
need for a pre-revenue company to have made these duplicative hires and
believed it was because they were investors. Tr. 340-41, 1039-41.

Daspin and others were compensated based on the investments made by
job seekers, who invested funds to get a job. MacKenzie billed for thousands
of dollars depending on whether job applicants were hired and invested. See
Div. Exs. 55A at 1-2, 369 at 1-2; see Tr. 288, 679, 1229. Of the money that
MacKenzie was paid, including that for recruitment fees, the vast majority
was directed to Daspin. See Div. Ex. 497 at 1-3; Tr. 1182-83. As for others,
Young, for example, received approximately $500 for each person who
invested. Tr. 1283-84. By contrast, the investors were repaid only
$188,741.53 through the stock repurchases. Div. Ex. 494 at 4.

Operations

In the fall of 2011, WMMA expected its first event to be a combination
fight and concert in Ghana in December 2011. Div. Ex. 1 at 12; Tr. 321,
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1566-67. As with all of its events, WMMA characterized the Ghana event as
charitable because it intended that some portion of the proceeds would go to
charity. Tr. 326. The event never happened. Tr. 1026, 1628. The site was
chosen because someone at WMMA knew someone in Ghana with alleged
connections to the country’s leader. Tr. 321-22. WMMA told at least one job
prospect that WMMA would be the guest of the Ghanaian government and it
expected the event at the Accra National Stadium to be sold out and its share
of the profits to be $30 million. Div. Ex. 157 at SEC-TP-579-80; Tr. 1566-69.
The WMMA PPM for July 2011 projected that the event would produce pay-
per-view revenues of almost $100 million based on the subscription of 8.3
million people and an additional $30 million through product sales,
sponsorships, and gate receipts. Div. Ex. 1 at 71, 76; Tr. 325-26. However, at
the time WMMA did not have arrangements in place to offer pay-per-view.
Tr. 327-28, 331. Nor did it have any products to sell. Tr. 328, 333-34. No
fighters had been chosen for the event. Tr. 324, 331. Lux never expected the
event in Ghana to occur. Tr. 336-37. And Main objected to the event because
the WMMA companies did not yet have a footprint in the business and it
would be ridiculously expensive. Tr.1028. The event failed because the
alleged promoters were not positioned to carry out the proposal. Tr. 323; see
Tr. 3105-08.

The WMMA companies next planned a March 31, 2012, event in El Paso
with professional martial arts fighters which it referred to as the Wounded
Warrior event. Tr. 359-61, 1776. An unaudited, non-GAAP balance sheet as
of October 30, 2011, was prepared internally for submission to Texas boxing
authorities in connection with the event. Tr. 1146-47. Sullivan refused to
agree with Daspin when the financial team was preparing the pro forma
balance sheet to submit because Daspin wanted to show the asset value of
the IMC contract as $82 million. Tr. 1702-10. After arguing with Sullivan
for a week, Daspin went directly to the board for approval of the $82 million
valuation for the database, “dressing it up” with footnotes and warning
legends, but Sullivan never agreed with the valuation. Tr. 1709-10, 2213-14.

Main opposed having the event because the fighters were not top-of-the-
line and he did not think pay-per-view would be successful. Tr. 1055-56.
Daspin decided to proceed and to offer pay-per-view, which Gregg Lange,
senior vice president of broadcasting and communications for WMMA and
WMMA Distribution, considered a blunder. Tr. 2238, 2324, 2331.

IMC was supposed to assist with marketing, but according to Lange, Lux
could not get them to do so. Tr.2325-26. Based on the results, WMMA’s
chief technology officer concluded that the database was either worthless or
IMC did not send out emails. Tr. 363-64, 959-60.
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Daspin testified that he did not want to do the El Paso event, the web
site was not functioning at the time, and others caused the loss of over a
million dollars. Tr. 3133-34. He claims that others planned the event
because he was touring Brazil and the United Kingdom signing up
international promoters. Tr. 3108-11.

Following a loss of approximately $800,000 on the El Paso event, the
WMMA companies’ financial condition was dire, and things came to an
essentially dead halt because there was no cash. Tr. 1053, 2280.

Other than the event at El Paso, it is not clear that the WMMA
companies held any further events. The company only entered four or five
contracts with regional promoters, not the 130 that it projected. Tr. 1001-02;
see Div. Ex. 450 at LA 46435. There was testimony that WMMA’s logo was
present at events in Arizona, London, and Brazil. Tr.593. Daspin also
claimed that he had reached agreements with two of the largest bookies in
England to make book on the WMMA companies’ fights. Tr. 2878. In sum,
the primary source of revenue for the WMMA companies was their investors.
See Div. Exs. 499-503; Tr. 3298.

WMMA’s Bankruptcy

On November 14, 2013, certain creditors of WMMA filed an involuntary
bankruptcy petition under 11 U.S.C. § 303(a). See Involuntary Petition, In re
Worldwide Martial Arts Sports, Inc., No. 13-35006-RG (Bankr. D.N.J.).
Alfred T. Giuliano, a graduate of Widener University and a certified public
accountant, certified fraud examiner, certified insolvency and restructuring
advisor, and certified distressed business evaluator, was appointed
bankruptcy trustee and tasked with determining whether the company had
any assets of value following filing. Tr. 1781-82. He found that the debtor
ceased operations in 2012 and operated at a loss of more than $1.3 million
during the first half of that year. Div. Ex. 456 at SEC-Exh-5-6; Tr. 1748. He
was not provided any documents that evidenced a source of revenue, profits
from events, or assets of any value. Div. Ex. 456 at SEC-Exh-6; Tr. 1748-49.
Giuliano reported that Daspin exercised significant control over the debtor,
there were not many financial records, and no documents showed revenue
from the IMC contract. Div. Ex. 456 at SEC-Exh-7; Tr. 1747, 1749. Daspin
made filings claiming that the IMC contract had a value of $80 million, but
Giuliano determined it had no value. Tr. 1751-53. The creditors who made
the filing ultimately asked that it be dismissed and Giuliano concurred.
Tr. 1752.
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Investors and a Prospective Investor
Ara Bederjikian

Bederjikian invested $360,000 in the WMMA companies. Div. Ex. 494 at
2. He recouped only $47,250 through the share repurchase program; he lost
the remainder of his investment. Id.

Michael Diamond

Diamond is a Maryland public high school teacher with a bachelor’s
degree in marketing and distribution management from Syracuse University
and two master’s degrees from Johns Hopkins University. Tr. 2650-53. Prior
to full time teaching, Diamond’s career included eighteen years with Ringling
Brothers Barnum and Bailey Circus, where he was vice president of the
merchandising and concessions division. Id. Ringling’s motto was “There’s a
sucker born every minute.” Tr.2666-67 (capitalization altered). After
posting a resume online in late 2011 or early 2012 on Monster.com for
positions that paid $250,000 and up, Diamond received a phone message from
Daspin saying that Diamond was perfect for the position in that salary range
with the WMMA companies. Tr. 2654-57. Daspin did not mention making
an investment. Tr. 58, 2707.

Sometime before January 9, 2012, Diamond drove to New Jersey and
was interviewed by Daspin and a large group of people. Tr. 2661-65. Daspin
was engaging, warm, and personable, but after a few hours, Diamond felt
uncomfortable because Daspin was the only one who was excited, and
everyone was trying too hard to get him to join the company. Tr. 2665-67,
2693. That day, Diamond sat in on a call during which Daspin said that
Diamond was going to join the company and that he knew how to do
contracts and bookings, neither of which was true. Tr.2671-72. Diamond
was concerned that company executives did not seem qualified for their
positions. Tr. 2672-73. For example, Diamond was introduced to a former
liquor salesman who was the vice president of marketing. Tr. 2672-73.

Diamond’s discomfort increased when Daspin began asking how much
money he had to invest and that investing would result in an executive
position. Tr. 2668-69. It was clear to Diamond that an investment was
required to become associated with the company in any capacity. Tr. 2702.
Diamond came to believe he was wanted for his money, not his skills and
experience. Tr. 2675-76. Diamond admits to being intimidated by a group of
men who he sensed were tough individuals, so he negotiated an exit by telling
Daspin what he wanted to hear—that he would invest when he had no
intention of doing so. Tr. 2669, 2694-95. But Diamond did not sign the
contract that had been prepared. Tr.2693. If Diamond had known an
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investment was required, he would not have taken a day off and driven to
New Jersey for the interview. Tr. 2681-82.

Later, after he saw warnings online about dealing with Daspin, Diamond
emailed Daspin that he was not interested and there was no need for further
contact. Tr.2676. Daspin and Burnham continued to call and email
Diamond; they tried to intimidate him to change his mind in communications
that became aggressive and unprofessional. Tr. 2677-81, 2683-88, 3228-32;
Div. Ex. 631.

Darin Heisterkamp

Heisterkamp has undergraduate degrees in German language and
literature and in international studies and a graduate degree in international
business management. Tr.2360-61. He has worked as a business
development and marketing sales professional since 1990. Tr. 2361, 2377.

On December 9, 2011, Heisterkamp received an email from Young in
response to a job resume he had posted online. Div. Ex. 422. Heisterkamp
understood from the email that WMMA was an established, global integrated
entertainment media company and he found the proposed salaries of between
$125,000 and $250,000 a year plus $250,000 in performance compensation to
be very attractive. Tr.2364-65; see Div. Ex. 422. Heisterkamp signed a
nondisclosure agreement on December 12, 2011. Div. Ex. 337. During the
initial telephonic interview that followed, Burnham mentioned that there
might be an opportunity for equity in the company. Tr. 2366.

At the in-person interview in January 2012, Daspin, who Heisterkamp
only knew as “Ed,” a consultant, suggested using funds in Heisterkamp’s
401(k) for a $250,000 or $350,000 investment, and Puccio described the
benefits of each investment level. Tr. 2368-73, 2475. Heisterkamp found it
meaningful that Daspin represented that the WMMA companies had already
signed on partners in the United Kingdom and Brazil and had solid prospects
in Ireland and Germany. Tr. 2557. Daspin told Heisterkamp that everything
about the WMMA companies’ financial situation was in the copy of the
January 2012 WMMA PPM, including its out-of-date appendices, which
Heisterkamp received at the in-person interview. Div. Exs. 154, 154A;
Tr. 2374-76, 2391, 2490-91. Daspin said the financial statements were
unaudited, but represented that the WMMA companies were well funded.
Tr. 2558. Heisterkamp understood the PPM’s forecasted consolidated
balance sheet to mean that WMMA had over $33 million in cash to fund
current operations. Div. Ex. 154A at 78; Tr.2392-94, 2433, 2545.
Heisterkamp acknowledges reading warnings about future business risks in
the PPM b