
Case 3:11-cv-00078-JBA   Document 122    Filed 03/07/11   Page 1 of 16

UNITED STATES DISTRICT COURT
DISTRICT OF CONNECTICUT

SECURITIES AND EXCHANGE
COMMISSION, .

Plaintiff,

v.

FRANCISCO ILLARRAMENDI, and
MICHAEL KENWOOD CAPITAL

MANAGEMENT, LLC,

Defendants,

and

MICHAEL KENWOOD ASSET
MANAGEMENT, LLC,

MK ENERGY AND INFRASTRUCTURE,
LLC, and

MKEI SOLAR, LP,

Relief Defendants.

)
)
)
)
)
)
)

. )
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)

Civil Action No.

mRY TRIAL DEMANDED

FIRST AMENDED COMPLAINT

Plaintiff Securities and Exchange Commission (the "Commission") alleges the following

against Defendants Francisco Illarramendi ("Illarramendi") and Michael Kenwood Capital

Management, LLC ("MK Capital Management") and Relief Defendants Michael Kenwood Asset

Management, LLC ("MK Asset Management"), MK Energy and Infrastructure, LLC ("MK

Energy") and MKEI Solar, LP ("MKEI Solar"):

SUMMARY

1. This case involves the misappropriation and misuse of investor assets by an

unregistered investment adviser located in Stamford, Connecticut. Illarramendi is the majority
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owner and control person of a group of affiliated entities (the "MK Entities") organized under

the name The Michael Kenwood Group, LLC (the "MK Group"), a Stamford, Connecticut-based

holding company. Through one of the MK Entities, namely MK Capital Management,

Illarramendi advises several hedge funds, which include the Short Term Liquidity Fund, I, Ltd.

(the "Short Term Liquidity Fund") and the MK Venezuela, Ltd. (the "MK Venezuela Fund")

(collectively, the "Funds"). The investors in the Funds are off-shore individuals and entities,

including a pension fund for a foreign corporation (the "Pension Fund").

2. Beginning as early as 2006, Illarramendi and MK Capital Management have

misappropriated investor assets and have used bothFunds as vehicles for Ponzi activity; that is,

they have used new investors' money to payoff earlier investors. For example, according to

Illarramendi, as of the end of201O, the purported value ofthe Short Term Liquidity Fund was

$540 million. In fact, however, the assets of the Short Term Liquidity Fund at that time were

substantially less than that because many ofits assets were used during 2010 to pay redemptions

to investors in the MK Venezuela Fund. This use of investor assets was not disclosed to

investors and was fraudulent.

3. In December 2010 and January 2011, during the course ofthe Commission's

investigation in this matter, Illarramendi attempted to hide the missing assets of the Short Term

Liquidity Fund by providing the Commission staff with a false letter from an accountant in

Venezuela, purporting to verify the existence of at least $275 million in assets held there by the

Short Term Liquidity Fund. In fact, those assets do not exist.

4. In addition, Illarramendi and MK Capital Management have directly

misappropriated at least $53 million from the Funds by fIrst transferring monies from the Funds'

accounts into bank accounts that Illarramendi personally controlled, and then making
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unauthorized investments of the monies in long-term private equity investments. Illarramendi

misappropriated the Funds' assets by causing MK Capital Management to use the Funds' assets

to purchase interests in private companies for the benefit of Illarramendi and other entities that

he controls. This self-dealing created an undisclosed conflict of interest and was in breach of

Illarramendi's fiduciary duty to the Funds.

5. Moreover, Illarramendi and MK Capital Management have taken substantial

compensation directly from the Funds, in the form ofmanagement fees which were purportedly

based on a percentage of assets under management and on fund performance. These fees were

fraudulentbecause Illarramendi and MK Capital Management fraudulently manufactured both

the assets under management and the performance figures for the Funds.

6. By engaging in the conduct alleged herein, Defendants violated Sections 206(1),

(2) and (4) of the Investment Advisers Act of 1940 ("Advisers Act") and Rule 206(4)-8

thereunder.

7. Based on these violations, the Commission seeks: (l) entry of a permanent

injunction prohibiting Defendants from further violations of the relevant provisions of the federal

securities laws; (2) disgorgement ofDefendants' ill-gotten gains, plus pre-judgment interest; (3)

disgorgement by the Relief Defendants of all unjust enrichment and/or ill-gotten gain received

from Defendants, plus prejudgment interest; and (4) the imposition of a civil monetary penalty

due to the egregious nature ofDefendants' violations. In addition, because ofthe risk that

Defendants will continue violating the federal securities laws and the danger that any remaining

investor funds will be dissipated or concealed before entry of a final judgment, the Commission

seeks preliminary equitable relief, to wit, a temporary restraining order and upon notice a
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preliminary injunction, to prohibit Defendants from continuing to violate the relevant provisions

of the federal securities laws.

JURISDICTION AND VENUE

8. The Commission brings this action pursuant to the enforcement authority

conferred upon it by Section 209(d) of the Advisers Act [15 U.S.C. §80b-9(d)]. This Court has

jurisdiction over this action pursuant to 28 U.S.C. §1331 and Section 214 of the Advisers Act [15

U.S.C. §80b-14].

9. Venue is proper in this district pursuant to 28 U.S.C. §1391(b)(2) and Section 214

of the Advisers Act [15 U.S.C. §§ 77v(a), 78aa, and 80b-14], because a substantial part of the

acts constituting the alleged violations occurred in the District of Connecticut and because

Illarramendi's primary residence is in the District of Connecticut and the principal place of

business ofall of the entities named as defendants is Connecticut.

10. In connection with the conduct alleged in this Complaint, Defendants directly or

indirectly made use of the means or instruments of transportation or communication in interstate

commerce, the facilities of a national s~curities exchange, or the mails.

11. Defendants' conduct involved fraud, deceit, or deliberate or reckless disregard of

regulatory requirements, and resulted in substantial loss, or significant risk of substantial loss, to

other persons.

12. Unless enjoined, Defendants will continue to engage in the securities law

violations alleged herein, or in similar conduct that would violate the federal securities laws.
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DEFENDANTS

13. Illarramendi, age 42, is a resident ofNew Canaan, Connecticut. Illarramendi is not

registered with the Commission in any capacity. Illarramendi is the majority owner ofthe MK.

Group, and was previously associated with a U.S.-based registered investment adviser.

14. MK. Capital Management was incorporated in Delaware in 2006 and its principal

place ofbusiness is in Stamford, Connecticut. It is wholly owned by the MK. Group and is

therefore controlled by Illarramendi. It is not registered with the Commission in any capacity.

RELIEF DEFENDANTS

15. MK. Asset Management was incorporated in Delaware in 2006 and its principal

place ofbusiness is in Stamford, Connecticut. It is wholly-owned by the MK. Group and

controlled by Illarramendi. It is not registered with the Commission in any capacity. MK. Asset

Management is the record owner of shares of the Nuclear Energy Company, which were

purchased using the Funds' assets.

16. MK. Energy was incorporated in 2010 in Delaware and its principal place of

business is Stamford, Connecticut. The precise ownership ofMK Energy is currently unknown,

but it is controlled by Illarramendi either as a direct owner or as the owner ofMK Group. On

information and belief, MK Energy may be partially owned by a relative of Illarramendi. MK

Energy is the record owner of shares of atleast two private companies -- which shares were

purchased with investor assets, and thus rightfully constitute the property of the Funds.

17. MKEI Solar is the record owner of certain shares in a private company, which

were purchased using the investor money from the Funds.
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FACTUAL ALLEGATIONS

A. Illarramendi and MK Capital Management Used Investor Funds from the
Short Term Liquidity Fund to Pay Investors in the MK Venezuela Fund

18. Beginning at least as early as 2008, Illarramendi and MK Capital Management

have used money raised from new investors in the Funds to payoff, or redeem, earlier investors

in the Funds. For example, according to Illarramendi, as of the end of2010, the purported value

of the Short Term Liquidity Fund was $540 million. In fact, however, the assets of the Short

Term Liquidity Fund were worth substantially less than that, in part because some of its assets

were used during 2010 to pay redemptions to investors in the MK Venezuela Fund.

19. This use of "Ponzi-like" payments was designed to hide the fact that over the

previous several years, Illarramendi and MK Capital Management had misappropriated

substantial assets from the Funds. The payments were also designed to hide the fact that, over

the previous several years, the Funds had experienced substantial investment losses. As a result

of the hidden misappropriation and investment losses, the liabilities of the Funds (the purported

value of investor subscriptions and money owed other creditors) now vastly exceed the actual

assets held by the Funds. As of the date of this action, the "gap" between the liabilities of the

Funds and their actual assets is as much as hundreds ofmillions of dollars.

20. As an example of the Ponzi payments, beginning in July 2010, Illarramendi and

MK Capital Management attempted to hide the gap in the MK Venezuela Fund by redeeming its

investors and winding up the fund. They did this by using assets from the Pension Fund to pay

off (or redeem) the investors in the MK Venezuela Fund, and then by using assets from the Short

Term Liquidity Fund to repay the Pension Fund.

21. Through an extremely complex series of transactions, apparently designed to hide

the true nature of the scheme, Illarramendi and MK Capital Management used at least $57
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million from the Short Tenn Liquidity Fund to partially fund the redemption ofthe MK

Venezuela Fund investors.

22. Illarramendi initiated the transaction by offering the Pension Fund the opportunity

to engage in an even exchange of certain bonds maturing in 2027 and 2037 for bonds maturing in

2014. The Pension Fund then transferred the 2027 and 2037 bonds to an entity with which

Illarramendi was associated, without receiving the 2014 bonds in exchange. On July 1, 2010,

Illarramendi caused the bonds to be transferred to the MK Venezuela Fund. In early July 2010,

the MK Venezuela Fund sold the 2027 and 2037 bonds to a third party for approximately $149

million. Ofthat $149 million, Illarramendi used $89 million to redeem MK Venezuela Fund

investors, and caused approximately $52 million to be transferred to the Short Tenn Liquidity

Fund between July 7 and July 14,2010.

23. The Short Tenn Liquidity Fund then used $109 million of its own investor funds to

purchase the bonds with a maturity date of2014. In August 2010, Illarramendi caused the Short

Tenn Liquidity Fund to transfer those bonds, without payment being made in exchange, to the

Pension Fund, to complete the even exchange of the 2027/2037 bonds for the 2014 bonds'- The

result was the Short Tenn Liquidity Fund paid out $57 million more than it received from the

MK Venezuela Fund. Illarramendi and MK Capital Management used that money to redeem the

investors in the MK Venezuela Fund, in a classic POllZi payment which used one set of investors'

money to payoff another set of investors.

B. Illarramendi and MK Capital Management Attempt to Hide Missing Assets
By Obtaining a False Letter Verifying Non-Existent Assets

24. During the investigation which led to the filing of this action, the Defendants

attempted to hide the fact that the Funds were missing assets by obtaining a fraudulent letter

from a Venezuelan accountant, which purported to verify the existence of loans due to the Funds
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from entities in Venezuela. The letter, dated December 6, 2010, purported to verify that the

value ofthe assets was at least $275 million.

25. During December 2010 and January 2011, in response to requests from the

Commission staff for documentation to verifY the existence ofFund assets, the Defendants

provided the false letter to Commission staff. During the same time period, the Defendants also

misled the Commission staff by falsely asserting that the assets purportedly verified in the letter

were part of the consideration transferred from the MK Venezuela Fund to the Short Term

Liquidity Fund in the above-described transaction between the two Funds.

26. In fact, the assets described in the letter do not exist at all.

C. Illarramendi Misappropriates $53 Million in Investor Funds to Make Private
Equity Investments in the Names of Entities That He Personally Controlled

27. Beginning in or around late 2009, Illarramendi made numerous multi-million

dollar investments in private equity deals using the investor monies from two ofthe Funds:

namely, the MK Venezuela Fund and the Short Term Liquidity Fund. The investors in the Funds

are off-shore individuals and entities, including the Pension Fund.

28. The largest of Illarramendi's private equity investments was in a West Coast-based

Nuclear EnergyCompany. From approximately April 22, 2010 to approximately November 23,

2010, Illarramendi invested almost $23 million from the Funds into the Nuclear Energy

Company. Specifically, in or about April 2010, approximately $10.5 million in investor funds

were transferred from an MK Venezuela Fund account to Relief Defendant MK Asset

Management, and $7 million of which was wired from MK Asset Management to the Nuclear

Energy Company the next day. From August 2010 through November 2010, approximately $13

million was wired from a Short Term Liquidity Fund account to MK Asset Management, which

then made five transfers totaling approximately $16 million from its account to the Nuclear
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