IN THE UNITED STATES DlSTRICT 4COURT
FOR THE EASTERN DISTRICT OF PENNSYLVANIA

SECURJTIES AND EXCHANGE COMMISSION,
Plaintiff,

Civil Action No.

v.
FALCON RIDGE DEVELOPMENT, INC. and
FRED M. MONTANO,
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Defendants.

COMPLAINT
Plaintiff Securities and Exchange Commission (the "Commission") alleges as follows:

SUMMARY

1.

This matter involves the market manipulation of the 'common stock of Falcon Ridge

Development, Inc. ("Falcon Ridge"), a micro-cap company.
2.

From at least August 2008 through November 2008, Falcon Ridge and its President

and Chief Executive Officer, Fred M. Montano, engaged in a fraudulent scheme to manipulate the
market for Falcon Ridge' s conunon stock.
3.

Specifically, Montano paid a kickback to the Cooperating Witness ("CW"), an

individual whom he believed had connections to cotrupt registered r1epresentatives, in exchange for
generating or causing purchases of Falcon Ridge common stock. In reality, the CW was, at all
times, cooperating with the Federal Bureau of Investigation ("FBI").
4.

In furtherance of the scheme, Montano paid $1,000 to cause the purchase of 625,000

shares of Falcon Ridge common stock by the CW, in part, through a matched trade- a trade
arranged and designed to be executed between the CW and Montano (but to falsely appear to the
public as a market driven transaction) that would ensure that Monta111o received proceeds from the

CW' s directed purchase. Montano made the payment to generate stock purchases and to create the
false appearance of market interest in Falcon Ridge, induce public purchases of its stock, and
ultimately increase the stock's trading price.

VIOLATIONS
5.

As a result of the conduct described in this Complaint, Defendants Falcon Ridge and

Montano violated, and unless restrained and enjoined by the Court will continue to violate, Section
17(a) of the Securities Act of 1933 ("Securities Act") [15 U.S.C. § 77q(a)(1)], Section lO(b) of the
Securities Exchange Act of 1934 ("Exchange Act") [15 U.S.C. § 78j(b)], and Rule lOb-S [17 C.F.R.
§ 240.1 Ob-5], thereunder.

JURISDICTION AND VENUE
6.

The Commission brings this action pursuant to the authority conferred upon it by

Section 20(b) of the Securities Act [15 U.S.C. § 77t(b)] and Section 21(d) of the Exchange Act [15
U.S.C. § 78u(d)], seeking permanently to enjoin Defendants from engaging in the acts, transactions,
practices and courses of business alleged in this Complaint.
7.

The Commission seeks a final judgment ordering Falcon Ridge and Montano to

disgorge all ill-gotten gains, together with prejudgment interest thereon.
8.

The Commission seeks a final judgment ordering Falcon Ridge and Montano to pay

civil money penalties pursuant to Section 20(d) of the Securities Act [15 U.S.C. §77t(d)], and
Section 2l(d)(3) of the Exchange Act [15 U.S.C. § 78u(d)(3)].
9.

The Commission seeks a penny stock bar pursuant to Section 20(g) of the· Securities

Act [15 U.S.C. § 77t(g)] and Section 2l(d)(6) of the Exchange Act [15 U.S.C. § 78u(d)(6)] against
Montano.
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10.

The Commission seeks a fmal judgment barring Montano from acting as an officer

or director of any issuer that has a class of securities registered pursuant to Section 12 of the
Exchange Act [15 U.S.C. § 781] or that is required to file reports pursuant to Section 15(d) of the
Exchange Act [15 U.S.C. § 78o(d)], pursuant to Section 20(e) of the Securities Act, and Section
21 (d)(2) of the Exchange Act.
11.

This Court has jurisdiction over this action pursuant to Sections 20(b), 20(d) and

22(a) of the Securities Act [15 U.S.C. §§ 77t(b), 77t(d) and 77v(a)], and Sections 21(d) and 27 of
the Exchange Act [15 U.S.C. §§ 78u(d) and 78aa].
12.

Venue in this District is proper pursuant to Section 22(a) of the Securities Act and

Section 27 of the Exchange Act, because certain of the transactions, acts, practices, and courses of
business constituting the violations alleged herein occurred within the Eastern District of
Pennsylvania. For example, the CW was present within the Eastern District of Pennsylvania for
some, if not all of the telephone calls described below, and Montano wired a kickback payment to a
bank account within the Eastern District of Pennsylvania.
13.

The Defendants, directly or indirectly, have made use of the means or instruments of

transportation or communication in interstate commerce, or of a means or instrumentality of
interstate commerce, or of the mails, or of the facilities of a national s~curities exchange, in
connection with the transactions, acts, practices and courses of business alleged in this Complaint.
DEFENDANTS

14.

Falcon Ridge Development, Inc. is a New Mexico real estate company, with its

headquarters in Albuquerque, New Mexico.
15.

Fred M. Montano, age 60, is a resident of Albuquerque, New Mexico. He is the

Chairman, CEO and President of Falcon Ridge.
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FACTS
Falcon Ridge
16.

At all times relevant to the facts alleged in this Complaint, Falcon Ridge acted by

and through Montano.
17.

Falcon Ridge describes itself as a "new breed" real estate company that builds

environmentally-responsible communities. At all times relevant to the Complaint, Falcon Ridge's
securitic::s publicly traded on the OTC Link under the symbol "FCNR." Its common stock is
registered with the Commission pursuant to Section 12(g) of the Exchange Act.
18.

At all times relevant to the facts alleged in the Complaint, Falcon Ridge qualified as

a penny stock as defined by Rule 3a51-1 of the Exchange Act, and did not meet any exceptions to
that rule.

The Manipulative Scheme
19.

Beginning at least as early as August 2008, Defendant Montano orchestrated and

directed a scheme to manipulate the market for Falcqn Ridge stock. He did this in various ways,
including: a) entering into an illegal agreement to orchestrate trading activity to create the false
impression of increased legitimate market activity and demand for Falcon Ridge stock; b) engaging
in, directing, or causing manipulative and deceptive securities transactions, through the payment of
·an illicit kickback, to artificially increase Falcon Ridge's stock price and volume; c) by directing or
executing a matched trade; and d) causing Falcon Ridge to issue press releases coordinated with the
fraudulent trading activity to provide a false pretext for the increased trading volume and to induce
public investors to also make purchases of Falcon Ridge stock.
20.

A "matched trade" is an order to buy or sell securities that is entered with knowledge

that a matching order on the opposite side of the transaction has been or will be entered for the
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purpose of (1) creating a false or misleading appearance of active trading in any publicly traded
security or (2) creating a false or misleading appearance with respect to the market for any such
security.
21.

Through these activities, Montano created artificial trading activity, injected

artificial information into the marketplace, and created a false impression of supply and demand for
Falcon Ridge stock.
22.

Between August 2008 and November 2008, Defendant Montano participated in

several telephone conversations with the CW in which he described his intent and confirmed his
involvement in orchestrating the manipulation ofFalcon Ridge's common stock through the
payment of illegal kickbacks in exchange for the purchase of shares on the open market.
23.

Specifically, on or about August 30, 2008, the CW and Montano had a conversation

discussing the details of the proposed illegal "buying campaign." The CW told Montano that he
could arrange for the manipulation of Falcon Ridge's stock through his nationwide network of
corrupt brokers who could purchase and hold stock for an extended period of time in exchange for a
20 percent fee. The CW told Montano that he would collect the 20 percent fee from Montano after
the purchases were completed.
24.

On or about September 24, 2008, the CW and Montano again discussed the scheme

to manipulate the market for Falcon Ridge's stock. The CW told Montano that he was prepared to
conduct a $5,000 test buy of Falcon Ridge's stock in exchange for the payment of$1,000. In order
to maximize the effectiveness of the buying program, Montano told the CW he wanted the CW to
coordinate his buying program with the implementation of Falcon Ridge's employee stock option
plan. Montano explained that once the CW's buying program started, he intended to have Falcon
Ridge's employees exercise their employee options and then sell the stock through a designated

5

broker. Montano wanted the CW, through his network of brokers, to purchase these shares on the
open market. According to Montano, the Falcon Ridge employees who exercised their options
would be required to pay Montano 85 percent of the proceeds realized from the stock they sold to
the CW's purported network of brokers as part of the buying program.
25.

On or about October I 0, 2008, Montano emailed the CW a list of shareholder

positions in Falcon Ridge. The report contained information regarding ownership positions and
outstanding shares of Falcon Ridge's stock as of September 30,2008. The purpose in providing this
report to the CW was to demonstrate that Montano knew where the outstanding shares were held
and that he could exercise control over the unrestricted, publicly tradable shares of Falcon Ridge.
26.

On or about October 13, 2008, Montano confirmed to the CW that Falcon Ridge

would orchestrate a "directed buy" or matched trade, as the test trade. Montano explained that by
matching the trade to an account with stock under his control, it would ensure that Montano would
receive the proceeds from the test purchase made by the CW, enabling Montano to use the proceeds
to then pay the CW his ''well-deserved fee."
27.

As part of the scheme, Montano and the CW also discussed the need to issue press

releases to provide a false pretext to explain the higher than normal trading volume that would result
from the illegal scheme. Accordingly, on or about October 23, 2008, Montano emailed the CW an
unreleased advance copy of a press release describing how Falcon Ridge was well-positioned to
take advance of the recent downturn in the housing market. In the email, Montano stated his
intention to publish the release on the day of the test trade.
Execution of the Test Trades

.,
28.

Leading up to the execution of the test trades, on October 24, 2008, the CW sent an

email to Montano stating that he had received the press release, and would conduct the test buy on
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October 27, 2008. Montano responded, "[g]reat," and told the CW that he would provide him with
the information the CW needed to arrange the matched trade of Falcon Ridge's stock.
29.

On or about October 27, 2008, Montano sent the CW a second nonpublic news

release, which claimed that Falcon Ridge was poised to benefit from the anticipated influx of new
employees to Southern New Mexico.
30.

On or about October 28, 2008, at 6:19 p.m., Montano sent the CW an email stating

that the news would be released the next morning.
31.

On or about October 29, 2008, Montano called the CW and told him to purchase

Falcon Ridge stock at $ .008 per share. The CW then confirmed with Montano that, at 2:00p.m., he
would execute a $5,000 purchase at$ .008 per share.
32.

In accordance with the prearranged agreement, on or about October 29, 2008, the

FBI purchased 625,000 shares of Falcon Ridge stock at $0.0076 per share, for a total of$4,750.
Montano successfully matched 100,000 out of the 625,000 shares purchased by the FBI and realized
approximately $800 in proceeds. Montano accomplished this by arranging for the sale of the Falcon
Ridge shares through a brokerage account held in the name of an employee. Montano, however,_
was unsuccessful in his attempt to match the remaining shares that were part of the test trade. The
625,000 shares traded represented 97 percent of that day's trading volume.
33.

On or about October 31,2008, the CW emailed Montano the wire instructions for

his $1,000 payment. During a telephone call on or about October 31,2008, Montano told the CWthat he would wire the funds as soon as possible. During the same call, Montano expressed his
frustration to the CW about being unable to match the entire t~st purchase, but confirmed that he
had realized $800 in profits from the FBI's $5,000 purchase. Montano also asked the CW when the
buying campaign would begin because he needed to ensure that enough stock was available for the
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sale. Montano also told the CW that he remained undecided whether the CW should conduct a $4
million or $8 million buying program.
34.

During a telephone call on or about November 3, 2008, Montano told the CW that

the wire payment for the Falcon Ridge test buy was on its way. As promised, shortly thereafter,
Falcon Ridge's vice president wired $1,000 from an account held at Bank of the West to an FBI
controlled bank account in Philadelphia. The description on the $1,000 wire transfer referenced
"TRADES-FALCON RIDGE."

FIRST CLAIM FOR RELIEF
Violations of Section 17(a)(l) of the Securities Act
35.

The Commission realleges and incorporates by reference each and every allegation

in paragraphs 1 through 34, inclusive, as if the same were fully set forth herein.
36.

As described in this Comp~aint, Defendants Falcon Ridge and Montano, knowingly

or recklessly, directly or indirectly, in the offer and sale of securities, by the use of any means or
instruments of transportation or communication in interstate commerce, or by the use of the mails,
employed devices, schemes or artifices to defraud.
37.

By engaging in the foregoing conduct, Defendants Falcon Ridge and Montano

violated, and unless restrained and enjoined will continue to violate, Section 17(a) of the Securities
Act [15 U.S.C. § 77q(a)].

SECOND CLAIM FOR RELIEF
Violations of Section lO(b) of the Exchange Act and Rule lOb-S, thereunder
3 8.

The Commission realleges and incorporates by reference each and every allegation

in paragraphs 1 through 37, inclusive, as if the same were fully set forth herein.
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39.

From at least August 2008 through November 2008, Defendants Falcon Ridge and

Montano knowingly or recklessly, in connection with the purchase or sale of securities, directly or
indirectly, by the use of any means or instrumentality of interstate commerce, or of the mails, or of
any facility of a national securities exchange:
(a)

employed devices, schemes or artifices to defraud; and/or

(b)

engaged in acts, practices, or courses of business which operated or would

operate as a fraud or deceit upon any person in connection with the purchase or sale of any
security.
40.

By engaging in the foregoing conduct, Defendants Falcon Ridge and Montano

violated, and unless restrained and enjoined will continue to violate, Section I O(b) of the Exchange
Act [15 U.S.C. § 78j(b)] and Rule IOb-5 [17 C.F.R.§ 240.10b-5], thereunder.

WHEREFORE, the Commission respectfully requests that this Court enter a final
judgment:
I.
Permanently restraining and enjoining Defendants Falcon Ridge and Montano from
violating Section 17(a) of the Securities Act [15 U.S.C. § 77q(a)] and Section IO(b) of the
Exchange Act [15 U.S.C. § 78j(b)], and Rule IOb-5 [17 C.F.R.§ 240.10b-5], thereunder.
II.
Ordering Falcon Ridge and Montano to disgorge any and all ill-gotten gains, together
with prejudgment interest, derived from the activities set forth in this Complaint.
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III.
Ordering Falcon Ridge and Montano to pay civil money penalties pursuant to Section
20(d) of the Securities Act [15 U.S.C. § 77t(d)] and Section 21(d)(3) of the Exchange Act [15
U.S.C.§ 78u(d)(3)].

IV.
Prohibiting Montano, pursuant to Section 20(e) of the Securities Act [15 U.S.C. § 77t(e)]
and Section 21(d)(2) of the Exchange Act [15 U.S.C. § 78u(d)(2}], from acting as an officer or
director of any issuer that has a class of securities registered pursuant to Section 12 of the
Exchange Act [15 U.S.C. § 781] or that is required to file

repo~s

pursuant to Section 15(d) of the

Exchange Act [15 U.S.C. § 78o(d)].

v.
Prohibiting Montano from participating in any offering of penny stock pursuant to
Section 20(g) of the Securities Act [15 U.S.C. § 77t(g)] and Section 21(d)(6) of the Exchange
Act [15 U.S.C. § 78u(d)(6)].
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I

VI.
Granting such other and further relief as the Court may deem just and appropriate.

Respectfully submitted,

Daniel M. Hawke
Elaine C. Greenberg
Brendan P. McGlynn (#77271)
Scott A. Thompson (#90779)
Lisa M. Candera
Attorneys for Plaintiff:

SECURITIES AND EXCHANGE COMMISSION
Philadelphia Regional Office
701 Market Street, Suite 2000
Philadelphia, PA 19106
Telephone: (215) 597-3100
Facsimile: (215) 597-2740

Dated: March 1, 2013
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