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I. What this Case is About 

1.  This action is about the more than $52 million that eighteen investors, who 

comprise the Plaintiff, lost as the result of the almost $1 billion fraud that Mortgages 

Ltd. (“MLtd”), an Arizona mortgage banker, its solely owned subsidiary, Mortgages 

Ltd. Securities, LLC (“MLS”), and their officers, lawyers, accountants and auditors 

perpetrated on investors between 2004 and 2008.  

2.  To paraphrase that nursery rhyme of old: “[MLtd] sat on a wall [in this case 

a proverbial ‘Chinese Wall’]; [MLtd] had a great fall! All the [Company’s accoun-

tants] and all the [Company’s lawyers and auditors] couldn’t put [MLtd] back together 

again!” In fact, as described herein, the Company’s lawyers, accountants and auditors 

made sure that MLtd would fall, leaving investors “holding the bag” of worthless 

paper. 

II. Parties, Standing, Jurisdiction and Venue 

3.  Plaintiff Victims Recovery, L.L.C. (“VR”), is an Arizona limited liability 

company (“LLC”) with its principal place of business in Maricopa County, Arizona. 

VR’s managers are William L. Hawkins and Louis B. Murphey, and its member is 

L.L.J. Investments, LLC (“LLJ”), which is an Arizona LLC, whose member-managers 

are Louis B. Murphey and Lonnie J. Krueger, who are Arizona citizens and residents, 

and James C. Schneck, who is a Wisconsin citizen and resident.   

4.  For the sake of economy of time and money, eighteen individuals and enti-

ties (collectively, “the VR Investors”), have assigned their claims arising out of their 

separate investments, totaling more than $52 million, in the Revolving Opportunity 

(“RevOp”) Loan Program described herein, which was created and marketed by MLtd 

and MLS. 

5.  The names of the VR Investors who have assigned to VR their claims ari-

sing out of their investments in MLtd’s RevOp Loan Program and the amounts of unre-

deemed investments are listed in the following table in alphabetical order: 
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Table of VR’S ReVop Loan Program Investors 

Investor’s Name 
Unredeemed 

Amt. of RevOp 
Investments 

AJ Chandler 25 Acres, L.L.C., an Arizona LLC $ 5,243,336.88
Bear Tooth Mountain Holdings Limited Partnership, an Arizona 
limited liability partnership (“LLP”) 5,578,906.39

Yuval and Mirit Caine, husband and wife, Arizona citizens and 
residents 750,000.00

Cornerstone Realty & Development, Inc. , an Arizona corporation 75,000.00
Cornerstone Realty & Development, Inc. Defined Benefit Plan and 
Trust, an Arizona trust 525,000.00

Evertson Oil Company,  Inc., a Utah corporation 1,000,000.00
James C. Schneck Revocable Trust dated October 1, 1999, a 
Wisconsin trust, James C. Schneck, trustee1 6,820,000.00

Ronald Kohner, an unmarried Arizona citizen and resident 1,077,338.70
Lonnie Joel Krueger Family Trust, an Arizona trust, Lonnie J. 
Krueger, trustee1 2,180,000.00

Brett Michael McFadden, an Arizona citizen and resident 1,000,000.00
Michael Johnson Investments II, L.L.C. , an Arizona LLC 1,000,000.00
Louis B. Murphey, an unmarried Arizona citizen and resident1 6,000,000.00
Morley Rosenfield, M.D. P.C. Restated Profit Sharing Plan, an 
Arizona trust, Morley Rosenfield, trustee 1,639,550.00

Pueblo Sereno Mobile Home Park L.L.C., an Arizona LLC 6,907,963.58
Queen Creek XVIII, L.L.C., an Arizona LLC 6,546,458.49
Trine Holdings, L.L.C., an Arizona LLC 2,372,445.06
Weksler-Casselman Investments, an Arizona general partnership 500,000.00
William L. Hawkins Family L.L.P. , an Arizona LLP 3,165,922.43

Total Amount of Unredeemed RevOp Investments $52,381,921.53

6.  VR’s claims and the amount of damages suffered by the VR Investors as a 

result of Defendants’ wrongful acts alleged herein are comprised solely of and based on 
                                                                 

1 These investors (collectively, “the LLJ Investors”) assigned their RevOp investments to LLJ 
in 2005, and LLJ subsequently assigned its claims arising out of these RevOp investments to 
VR. See ¶ 2, supra.  
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the VR Investors’ purchases of MLtd’s RevOp Loan Program. By virtue of the VR 

Investors’ assignments of their claims to VR, VR has full authority to pursue the claims 

alleged herein and to recover compensatory damages from Defendants on behalf of the 

VR Investors for their unredeemed investments in MLtd’s RevOp Loan Program, plus 

punitive damages and interest, and attorneys’ fees and costs incurred herein. 

7.  Defendant Greenberg Traurig LLP (“GT”) is, and at the times herein was, a 

New York LLP registered as a foreign LLP in Arizona, whose partners named herein 

are, and at the times herein were, licensed to practice law in Arizona and citizens and 

residents of Arizona. GT has, and at the times herein had, offices doing business, and 

between 2006 and 2008 committed, participated in, enabled or aided and abetted, the 

acts, and provided the legal services, including the preparation of the various legal 

documents, described herein, in Maricopa County, Arizona, by and through its 

employees, who are, and at the times herein were, attorneys licensed to practice law in 

Arizona, for and on behalf of MLtd, MLS and their CEO, Scott M. Coles (“Coles”), 

who were its clients from 2006 to 2008. 

8.  Defendant Mayer Hoffman McCann P.C. (“MHM”) is, and at the times 

herein was, a Missouri professional corporation (“PC”) registered as a foreign PC in 

Arizona with offices doing business, and between 2004 and 2008 committed, participa-

ted in, enabled or aided and abetted, the acts, and provided the auditing and accounting 

consulting services, including the preparation of various reports, documents and 

accounting reviews, described herein, in Maricopa County, Arizona, by and through its 

employees, who are, and at the times herein were, licensed as certified public accoun-

tants in Arizona, for and on behalf of MLtd, MLS and Coles, who were its clients from 

1998 to 2008.  

9.  Defendant CBIZ, Inc. (fka Century Business Services, Inc.) (“CBIZ”), is a 

publicly traded (NYSE: CBZ) professional-services firm. CBIZ is, and at the times 

herein was, a Delaware corporation with offices doing business in Maricopa County, 

Arizona. CBIZ controls or is otherwise affiliated with CBIZ-MHM and MHM, and it 



 

Victims Recovery Complaint against Greenberg 
Traurig, LLP, Mayer Hoffman McCann, P.C., et al.                                   5

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

committed and performed services, participated in, enabled or aided and abetted, the 

acts and services performed by MHM and CBIZ-MHM, for MLtd, MLS and Coles 

described herein, in Maricopa County, Arizona. 

10.  Defendant CBIZ MHM, LLC (fka CBIZ Accounting, Tax & Advisory Ser-

vices, LLC) (“CBIZ-MHM”), is, and at the times herein since September 11, 2006, 

was, a Delaware LLC, which has been registered as a foreign LLC, doing business, in 

Arizona, since January 9, 2007. CBIZ-MHM is, and at the times herein was, affiliated 

with CBIZ and MHM or controlled MHM and committed and performed services, or 

participated in, enabled or aided and abetted, the acts and performance of the services 

by MHM and CBIZ, described herein for MHM, CBIZ, MLtd, MLS and Coles since 

that date in Maricopa County, Arizona. 

11.  Defendants Robert S. Kant (“Kant”) and Ellen P. Kant are husband and 

wife, who are, and at the times herein were, Arizona citizens residing in Maricopa 

County, Arizona, and trustees of the Kant Revocable Trust. Kant is, and at the times 

herein was, licensed to practice law in Arizona, subject to the Arizona Rules of Profes-

sional Conduct described herein, and a GT employee, partner or shareholder. Kant, 

who professes to specialize in securities law and public offerings in Arizona with 

approximately 40 years experience in those areas, was the primary person who com-

mitted, participated in, enabled or aided and abetted, the acts and performance of the 

services described herein since April 2006 for GT, MLtd, MLS and Coles, and for his 

own separate benefit and for the benefit of his marital community. 

12.  Defendants Jeffrey H. Verbin (“Verbin”) and Jaqueline R. Verbin are hus-

band and wife, who are, and at the times herein were, Arizona citizens residing in Mari-

copa County, Arizona. Verbin is, and at the times herein was, licensed to practice law 

in Arizona, subject to the Arizona Rules of Professional Conduct described herein, and 

a GT employee, managing partner, director or shareholder. Verbin worked with or 

supervised Kant in committing, participating in, enabling or aiding and abetting, the 

acts and the performance of the services described herein since April 2006 for GT, 
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MLtd, MLS and Coles, and his own separate benefit and for the benefit of his marital 

community. 

13.  Defendants Charles A. McLane (“McLane”) and Eileen M. McLane are hus-

band and wife, who are, and at the times herein were, Arizona citizens residing in Mari-

copa County, Arizona. McLane is, and at the times herein was, licensed as a certified 

public accountant in Arizona and an employee, shareholder, member or director of 

MHM, CBIZ and CBIZ-MHM. McLane was the primary person who committed, par-

ticipated in, enabled or aided and abetted, the acts and performance of the services 

described herein for MHM, CBIZ, CBIZ-MHM, MLtd, MLS and Coles, and for his 

own separate benefit and for the benefit of his marital community. 

14.  Defendants Joel B. Kramer (“Kramer”) and Donna L. Kramer are husband 

and wife, who are, and at the times herein were, Arizona citizens residing in Maricopa 

County, Arizona. Kramer is, and at the times herein was, licensed as a certified public 

accountant in Arizona, an employee, shareholder, partner or member of MHM, CBIZ 

and CBIZ-MHM, and president of CBIZ-MHM and managing director of the Phoenix 

offices of MHM, CBIZ or CBIZ-MHM. Kramer worked with or supervised McLane in 

committing, participating in, enabling or aiding and abetting, the acts and performance 

of the services described herein for MHM, CBIZ, CBIZ-MHM, MLtd, MLS and Coles, 

and for his own separate benefit and for the benefit of his marital community. 

15.  Defendants Michael M. Denning (“Denning”) and Donna J. Denning are 

husband and wife, who are, and at the times herein were, Arizona citizens residing in 

Maricopa County, Arizona. From early 2006 through December 31, 2007, Denning was 

MLtd’s president, and prior to that that time he was MLS’s president. Denning commit-

ted, participated in, enabled or aided and abetted, the acts described herein for MLtd, 

MLS and Coles, and for his own separate benefit and for the benefit of his marital com-

munity. 

16.  Defendants Christopher J. Olson (“Olson”) and Rachel L. Schwartz-Olson 

are husband and wife, who are, and at the times herein were, Arizona citizens residing 
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in Maricopa County Arizona. Olson is, and at the times herein was, licensed as a certi-

fied public accountant in Arizona. At the times herein, Olson intermittently was MLtd’s 

CFO and a vice president from late 2000 until June 2008, and he was also MLS’s CFO 

from about June 2003 to June 2008. Olson committed, participated in, enabled or aided 

and abetted, the acts described herein for MLtd, MLS and Coles, and for his own sepa-

rate benefit and for the benefit of his marital community. 

17.  Defendants Jeffrey A. Newman (“Newman”) and Kathleen N. Newman are 

husband and wife, who are, and at the times herein were, Arizona citizens residing in 

Maricopa County Arizona. Newman was MLS’s president and MLtd’s vice president 

from December 2006 through June 2007. Newman committed, participated in, enabled 

or aided and abetted, the acts described herein for MLtd, MLS and Coles, and for his 

own separate benefit and for the benefit of his marital community. 

18.  GT and MHM entered into binding “Tolling Agreements” on December 15, 

2009, and December 22, 2009, respectively, with the VR Investors whereby GT and 

MHM agreed to suspend the applicable statutory time limits for the VR Investors to file 

any causes of action against them, including its affiliates and partners, from December 

15, 2009, until December 15, 2010. The Tolling Agreements also provided that any 

investor could terminate the agreements upon 30 days’ written notice to GT and MHM, 

respectively, which notice the VR Investors gave to GT and MHM on April 21, 2010. 

19.  Therefore, jurisdiction over all parties and the subject matter of the claims 

alleged herein, venue are proper in this Court, the claims alleged herein have been 

timely brought, and VR has standing to bring those claims against all Defendants. 

III. MLtd’s Business and its “RevOp” Mortgage Loan Program 

20.  MLtd, which was founded in 1963 and was licensed as an Arizona mortgage 

banker, operated as a private real estate mortgage lender in Arizona until 2008. Since 

1998, including the times herein, MLtd was solely owned by the SMC Revocable Trust 

dated December 22, 1994 (“the SMC Trust”), which is or was a family trust that Coles 

created and managed as its sole trustee.  
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21.  Coles, who was the son of MLtd’s founder, was MLtd’s chairman, sole dir-

ector, CEO and chief underwriter, and he ran MLtd from 1992 and MLS from 2001 

until he committed suicide on June 2, 2008, after bankrupting and virtually running 

MLtd into the ground, which GT, Kant and Verbin (collectively, “the GT Defendants”), 

MHM, CBIZ, CBIZ-MHM, Kramer and McLane (collectively, “the MHM Defen-

dants”), and Denning, Olson and Newman (collectively, “the MLtd/MLS Defendants) 

participated in, enabled or aided and abetted, as described herein. 

22.  During the times herein while Coles ran MLtd, the company made, negoti-

ated, or offered to make or negotiate, short-term bridge loans, which were evidenced by 

promissory notes and deeds of trust, to real estate developers and builders for projects 

such as multifamily residential complexes, office buildings and undeveloped mixed-use 

properties in Arizona.  

23.  MLtd, under the direction of Coles and the MLtd/MLS Defendants, packa-

ged these loans into various programs, including its RevOp Loan Program, and sold 

investments in those programs through MLS to investors, including the VR Investors, 

as unregistered securities. Under the RevOp Loan Program, each VR Investor received 

a fractional interest in the loans’ underlying promissory notes and deeds of trust.  

24.  For the most part, MLtd raised the bulk of the money to make these loans 

from investors, like the VR Investors through the sales of its various loan programs, 

including the RevOp Loan Program. From 2004 until it filed for bankruptcy in late 

June 2008, MLtd raised close to a billion dollars from these sales of loans on approxi-

mately 66 real estate projects.  

25.  MLtd made its money from both its mortgagors and its investors by collec-

ting a virtual airline-like laundry list of fees, including property inspection fees, loan 

commitment fees, loan origination points and fees, servicing fees, rollover and reinvest-

ment fees, late payment fees and other fees, in addition to receiving the interest 

“spread,” the difference between the interest received from its borrowers and the inter-

est it paid to its investors, on the loans.  
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26.  With the advice, participation, enablement and substantial assistance of the 

GT, MHM and the MLtd/MLS Defendants, MLtd and MLS provided prospective 

investors, including the VR Investors, with legal and financial documents, which are 

described in more detail below, that contained intentionally misleading and false infor-

mation to induce them to invest in the RevOp Loan Program.  

27.  MLS, which was established in 2001 and also solely owned by the SMC 

Trust and controlled by Coles, and which was registered with the U.S. Securities and 

Exchange Commission (“SEC”) as a securities broker-dealer beginning in 2004, 

employed eight to ten registered representatives, including Coles, who sold MLtd’s 

RevOp Loan Program to investors utilizing the private placement offering and other 

documents described below, which the GT Defendants prepared, auditors’ reports, 

which the MHM Defendants prepared, and financial statements, which Olson prepared 

although in some cases the MHM Defendants actually prepared or assisted Olson in 

preparing them. 

28.  In addition to these misleading and false legal and financial materials, 

MLtd’s and MLS’s representatives, including Coles and the MLtd/MLS Defendants, 

made numerous misleading and false statements to the VR Investors with the GT and 

MHM Defendants’ knowledge and consent, along five common themes: 

a. MLtd had never failed to pay back principal to its investors in its 40-plus 

year history; 

b. the risk was low or minimal, but certainly not “high”; 

c. the rate of return was consistently above average or “higher than normal”; 

d. the VR Investors’ investments in the RevOp Loan Program were “secur-

ed” because (1) they would get their money (both interest and return of 

principal) before any other investors in any of MLtd’s other loan pro-

grams got their money, and (2) a first deed of trust provided them with 

security for the money they invested—the notes to MLtd’s financial state-

ments stated that the RevOp Loan Program was actually a “secured bor-
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rowing transaction”; and 

e. MLtd and MLS were regulated by such watchdog agencies as the ADFI, 

SEC and FINRA (Financial Industry Regulatory Authority, fka NASD 

(National Association of Securities Dealers)) so investors were assured 

that the investments they offered were legitimate and as represented. 

29.  Under various agreements entitled “Master Agency Agreement” (sample 

attached as Exhibit 1) or just “Agency Agreement” (sample attached as Exhibit 2) (col-

lectively, “Agency Agreements”), “New Investor Subscription Agreement,” “Investor 

Subscription Agreement” or “Existing Investor Account Agreement” (sample attached 

as Exhibit 3) (collectively, “Investor Agreements”), and “Revolving Opportunity Loan 

Program Purchase Agreement” (“RevOp Purchase Agreement”) (sample attached as 

Exhibit 4), which MLtd required the VR Investors to enter into with it in order to invest 

in the RevOp Loan Program, MLtd had various powers and fiduciary duties to act as 

their attorney-in-fact and agent with full discretionary authority to act on their behalf 

for administering and servicing the mortgage loans that made up the RevOp Loan Pro-

gram.  

30.  More specifically, these Agency Agreements, Investor Agreements and 

RevOp Purchase Agreements, which incorporated the Agency Agreements,  allowed 

MLtd to:  

a. receive and retain fees and charges from both the borrowers and investors 

for such services, including loan commitment and origination fees or 

points, late charges, administrative fees, property inspection fees, prepay-

ment penalties or premiums, notice fees and service fees;  

b. deduct from payments received by the investor a portion of the interest 

payments in an amount determined by MLtd at the time of the origination 

of the loan and a servicing fee; and  

c. collect and retain any interest on the principal balance of any loan above 

the normal rate set in the promissory note, including the default interest 
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rate provided for in the applicable loan documents, any interest that 

accrued on impound accounts, any assumption fees and charges, and any 

extension fees and forbearance fees. 

31.  MLtd’s RevOp Loan Program was different from its other loan programs in 

that (a) it was geared towards high net-worth investors requiring higher minimum 

investment amounts (initially $500,000.00 and later increased to $1 million) than its 

other loan programs, and (b) it was touted by MLtd and MLS, including the MLtd/ 

MLS Defendants and Coles, both verbally and in written materials that the GT and 

MHM Defendants prepared, as offering investors preferred positions, higher rates of 

return, better security, and more liquidity than MLtd’s other loan programs. 

32.  Specifically, under the RevOp Purchase Agreements that the GT Defendants 

prepared and the VR Investors signed, MLtd guaranteed that it would pay them interest 

monthly. In addition, the RevOp Loan Program purportedly afforded relatively good 

liquidity because under the RevOp Purchase Agreements, MLtd was required to, and, 

in fact, guaranteed that it would, repay each of the VR Investors the full amount each 

invested within 90 days (later unilaterally changed by MLtd to 120 days because of its 

cash flow problems).  

33.  Again, Coles, MLtd and MLS, including the MLtd/MLS Defendants repre-

sented to the VR Investors that they were “preferred” investors, i.e., they understood 

from these representations that they would get their interest payments and money back 

before any other investors. In this regard, Coles agreed to consolidate the LLJ 

Investors’ separate RevOp investments into a single $15 million RevOp investment and 

as further inducement for them to stay in the program, he also agreed to give LLJ UCC-

1 Financing Statements to perfect its security interest, as described below. 

34.  In any event, at the end of 90 (or 120) days, MLtd had the obligation to 

repay or redeem all of the VR Investors’ principal invested less any principal already 

paid back. In lieu of such repayments or redemptions, the VR Investors had the option 

to roll over their investment into other MLtd loans under the RevOp Loan Program, 
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which most of the VR Investors elected to exercise up until MLtd stopped making its 

interest payments to them and began denying their requests to return their investments. 

IV. The Demise of MLtd, Its RevOp Loan Program and MLS 

35.  From 2001 through 2006, MLtd increasingly originated significantly larger 

but fewer loans, many of which had delayed-funding terms that obligated MLtd to fund 

substantial portions of principal in stages rather than the entire amount upfront. 

36.  The concentration of MLtd’s loan portfolio in fewer but larger loans and the 

delayed-funding commitments magnified the effects of the deteriorating real estate 

market conditions in late 2006 that continued throughout 2007 and began to severely 

impact MLtd.  

37.  For example, in late 2006, MLtd agreed to make a series of loans to Osborn 

III Partners, LLC, 44th & Camelback Property, LLC, Central & Monroe, LLC, Portales 

Place Property, LLC, and 70th Street Property, LLC (collectively, “the Grace Enti-

ties”), totaling over $180 million. However, MLtd and MLS, including the MLtd/MLS 

Defendants, Coles, the GT and MHM Defendants knew or should have known that 

MLtd could not and would not have the financial ability to fully fund those loans. 

Nevertheless, neither Coles, MLtd, MLS, nor any of the MLtd/MLS, GT or MHM 

Defendants disclosed that fact to existing and prospective RevOp investors, including 

the VR Investors. Instead, Coles, MLtd, MLS and the MLtd/MLS Defendants continu-

ed soliciting new investments from the VR Investors or to move their existing invest-

ments into the Grace Entities’ loans under the RevOp Loan Program without their 

knowledge or consent.  

38.  In late March 2007, MLtd made a loan commitment to Tempe Land Compa-

ny (“TLC”) for over $150 million to develop a project next to the Tempe Town Lake in 

Tempe, Arizona. Again, at that time, Coles, MLtd, MLS, the MLtd/MLS Defendants 

and the GT and MHM Defendants knew or should have known that MLtd could not 

fully fund that loan. However, again neither Coles, MLtd, MLS nor the MLtd/MLS, GT 

or MHM Defendants disclosed that fact to existing and prospective RevOp investors, 
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including the VR Investors. Instead, Coles, MLtd, MLS and the MLtd/MLS Defendants 

still continued to solicit new investments from the VR Investors or to roll over their 

existing investments into the TLC loan under the RevOp Loan Program without their 

knowledge or consent. 

39.  At about the same time, MLtd also agreed to fund a $130 million loan to 

University & Ash, LLC (“U&A”), and a $121 million loan to Rightpath Limited Devel-

opment Group, LLC, and others (“Rightpath”) for the development of the Los Angeles 

Dodgers training facility in Glendale, Arizona. Again, Coles, MLtd, MLS, the MLtd/ 

MLS, GT and MHM Defendants knew or should have known that MLtd could not fully 

fund those loans, particularly in light of the fact that it had already made the other loan 

commitments described above. However, neither Coles, MLtd, MLS, nor the MLtd/ 

MLS, GT or MHM Defendants disclosed that fact to existing and prospective VR 

Investors, and Coles, MLtd, MLS and the MLtd/MLS Defendants continued soliciting 

new investments from the VR Investors or to roll over their existing investments into 

the U&A loan under the RevOp Loan Program without their knowledge or consent. 

40.  As a result of being so grossly overextended, MLtd and MLS pursued vari-

ous Ponzi schemes of selling even more loan programs to existing and new investors, 

including the VR Investors, to raise the money MLtd needed to pay the interest due 

investors on earlier investments and to keep the company afloat. However, these strate-

gies only increased the risks to the VR Investors. By mid-2007 MLtd stopped writing 

new loans. Not too long after that MLtd dissolved the RevOp program altogether and it 

offered the RevOp Investors the option of terminating their RevOp Purchase Agree-

ments by “transferring” their RevOp investments into other MLtd loan programs. 

Needless to say, none of the VR Investors accepted that offer—“fool me once, shame 

on you; fool me twice, shame on me!”  

41.  Beginning in 2007 and 2008, many of MLtd’s borrowers defaulted on their 

large multi-million dollar loans and by January 2008, developers had defaulted on more 

than $100 million in MLtd loans. That, in turn, coupled with the impact of having to 
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meet delayed-funding obligations, resulted in MLtd’s not having the money, or the 

ability to raise more money, to pay the VR Investors their monthly interest or to honor 

their principal redemption requests as it was required to do under the terms of the 

RevOp Purchase Agreements.  

42.  As a result, MLtd defaulted on all of its RevOp Loan Program interest and 

principal payments to the VR Investors, and MLtd’s house of cards came crashing 

down when Coles died on June 2, 2008. Just three weeks later, MLtd was forced into 

bankruptcy. 

43.  Two days after Coles’ suicide, the ADFI began an investigation into MLtd’s 

mortgage banking business. The ADFI found that in June 2008, MLtd was unable to 

pay interest in the amount of almost $1.2 million on $197 million of notes payable and 

found that MLtd had made false promises or misrepresentations to, or concealed essen-

tial or material facts from, investors in the course of its mortgage banking business in 

violation of A.R.S. § 6-947(L).2 

44.  The SEC also began an investigation into MLtd’s and MLS’s illegal securi-

ties activities, including how MLS marketed MLtd’s loan programs as unregistered 

securities and its relationship with Radical Bunny, LLC (“RB”), which was a joint ven-

turer with MLtd and their principals, including the MLtd/MLS Defendants, which was 

used to perpetrate MLtd’s fraud on its investors, including the VR Investors. 

45.  The ADFI permanently revoked MLtd’s mortgage banker license (license 

number BK-0007577) on July 28, 2009, as the result of its investigation into MLtd’s 

fraudulent and illegal activities and its findings, which are discussed in more detail 

below. 

46.  After completing its investigation into MLS’s involvement with MLtd’s and 

RB’s fraudulent and illegal activities, based on its findings discussed below, the SEC 

                                                                 

2The ADFI’s findings were promulgated in its Consent Order issued on July 28, 2009, in Case 
No. No.09F-BD058-BNK, and are incorporated herein by reference. 



 

Victims Recovery Complaint against Greenberg 
Traurig, LLP, Mayer Hoffman McCann, P.C., et al.                                   15

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

revoked MLS’s broker-dealer registration on January 19, 2010, because of its willful 

violations of federal securities laws.3  

47.  The SEC also ordered MLS to pay disgorgement of $6,973,785 and prejudg-

ment interest of $331,048, but the SEC waived payment of those amounts and did not 

impose a penalty against MLS since it was insolvent. 

V. GT’s Legal Documents and Advice 

48.  As an inducement for each of the VR Investors to invest in MLtd’s RevOp 

Loan Program or to allow MLtd to roll over their investments into other loans under the 

RevOp Loan Program, some or all of them were provided some or all of the following 

documents by MLtd or MLS, including the MLtd/MLS Defendants, which the GT 

Defendants prepared and which the VR Investors relied on to make their investments in 

the RevOp Loan Program. The GT and MLtd/ MLS Defendants knew or should have 

known that these documents contained false or misleading information or omissions 

about MLtd, MLS and MLtd’s RevOp Loan Program: 

a. “Private Offering Memorandum for Pass-Through Loan Participations in 

Loans Originated or Acquired by Mortgages Ltd.” (“POM”), dated July 

10, 2006;  

b. any other POMs relating to the RevOp Loan Program and other MLtd 

loan programs; 

c. RevOp Purchase Agreements, provided either separately or included in 

one or more of the POMs described above; 

d. Existing Investor Account Agreements, provided either separately or 

included in one or more of the POMs described above; 

e. Investor Subscription Agreements, provided either separately or included 

in one or more of the POMs described above; 

                                                                 

3The SEC’s findings were promulgated in Securities Exchange Act Release No. 61377 issued 
on January 19, 2010, and are incorporated herein by reference. 
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f. New Investor Subscription Agreements, provided either separately or 

included in one or more of the POMs described above; 

g. Subscription for Additional Interests for Existing Members Only, provi-

ded either separately or included in one or more of the above POMs; 

h. Confirmations of Direction to Extend Investment Period;  

i. “Mortgages Ltd. Securities, L.L.C. Business Continuity Plan (BCP),” 

dated December 2006;  

j. various letters to investors, some of which included what Coles referred 

to as MLtd’s “Opportunity Portfolio matrix,” which was a summary of 

the features of MLtd’s different loan programs, and a sheet entitled “Fre-

quently Asked Questions” (“FAQs”), which provided information about 

MLtd’s and MLS’s corporate structure, their regulation by regulatory 

and licensing agencies, the independent audits of their financial state-

ments, appraisals of MLtd’s loans, and the current status of its loan port-

folio, which upon information and belief, the GT Defendants drafted 

themselves or in collaboration with the MHM and MLtd/MLS Defen-

dants; and 

k. various other documents that the GT Defendants prepared either them-

selves or in collaboration with the MHM and MLtd/MLS Defendants.  

49.  As described in more detail below, all 11 POMs that the GT Defendants pre-

pared, except for the POM dated February 11, 2008, one or more of which the VR 

Investors received, including the one listed above, were materially false or misleading, 

which both the GT and MLtd/MLS Defendants knew or should have known at the time. 

50.  For example, the July 10, 2006, POM that the GT Defendants prepared, 

which adopted and incorporated MHM’s December 9, 2005, Independent Auditors’ 

Report of MLtd’s 2004 and 2005 financial statements, which Olson prepared, misrepre-

sented or failed to disclose, material facts, including, but not limited to, the following, 

which the GT and MLtd/MLS Defendants knew or should have known about: 
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a. By September 2005, MLtd was actually insolvent and, therefore, unable 

to fund its loan commitments and to honor requests from investors, inclu-

ding the VR Investors, to redeem their investments as required under the 

terms of the RevOp Purchase Agreements. 

b. By September 2005, MLtd’s ability to continue its business operations 

depended on its continuing to receive funds from RB through illegal sales 

of unregistered securities—the Arizona Corporation Commission 

(“ACC”), SEC and a federal court later shut RB and MLS down for enga-

ging in those sales, which violated both state and federal securities laws.4  

c. Kant even admitted in testimony before the SEC that he knew such sales 

were illegal and that the relationship between MLtd and RB and their 

involvement in such illegal sales would probably land both Coles and 

RB’s principals in jail. 

d. Because MLtd, MLS and RB had been involved in illegal sales of unregi-

stered securities, millions of dollars in ever-increasing contingent liabili-

ties existed regarding potential lawsuits by investors and proceedings by 

federal and state securities regulators and criminal authorities. 

e. MLtd’s operating capital, debt service and ability to honor redemption 

requests from investors, including the VR Investors, were being funded or 

paid in substantial part with proceeds received from new investors—a 

classic Ponzi scheme whereby the perpetrators (in this case, MLtd, MLS, 

the MLtd/MLS Defendants and Coles) con new investors into putting in 

new money to pay off old investors. 

f. MLtd’s real estate assets were not booked at fair market value because to 

                                                                 

4See In re Radical Bunny, L.L.C., ACC Decision No. 71682; In re Mortgages Ltd. Securities, 
LLC, SEC Administrative Proceeding No. 3-13752; SEC v. Radical Bunny, LLC, et al., U.S. 
Dist. (D. Ariz.), Case No. CIV-09-01560-PHX-SRB. The charges, findings and orders filed in 
those cases are incorporated herein by reference. 
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do so would have required millions of dollars in write-downs. Instead, to 

systematically avoid disclosing defaults by borrowers, loans on such 

properties were rewritten to extend their maturity dates and other terms. 

g. MLtd, including the MLtd/MLS Defendants, did not conduct the requisite 

due diligence relating to each loan and underlying property before com-

mitting  to fund it.  

h. MLtd had never made a principal payment on the money it borrowed 

from RB. 

51.  Rather than including disclosures about any of the above and other adverse 

facts, according to the SEC, the POMs, which the GT Defendants prepared, that were 

provided to MLtd’s investors, including the VR Investors, contained only inadequate, 

broad, general statements regarding MLtd’s loan-origination business and the risks 

associated with investing in its loan programs, including its RevOp Loan Program— 

according to the SEC, “the POMs did not address the specific practices employed by 

MLtd and related risks, and were never amended or updated to reflect these facts.” 

52.  The risk disclosures in the POMs that the GT Defendants prepared were 

actually so generic and standardized that the language used in each POM was repeated 

almost verbatim for all of the POMs they prepared for MLtd and MLS even though the 

GT and MLtd/MLS Defendants knew or should have known that MLtd’s lending prac-

tices had substantially changed as the result of its loan amounts and concentrations. 

However, as the SEC concluded, the GT Defendants never did anything to amend, 

update or make any changes to the POMs to reflect the increased risks to the VR Inves-

tors associated with that, and they continued to incorporate and adopt the MHM-audi-

ted financial statements, which also were not updated to reflect those increased risks. 

53.  Moreover, according to the SEC, Coles knew that MLtd’s borrowers were 

experiencing difficulties in obtaining permanent or takeout financing from other len-

ders to repay MLtd so that it could repay its investors. The MLtd/MLS Defendants also 

knew or should have known that fact. However, the GT Defendants, who also knew or 
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should have known that fact, did not include any disclosures about that in the POMs 

they prepared, so this heightened risk of loss to the VR Investors remained undisclosed.  

54.  Furthermore, none of the POMs that the GT Defendants prepared disclosed 

RB’s critical role in providing capital to MLtd, which was absolutely necessary for it to 

continue its lending operations, and which ultimately impacted adversely on MLtd’s 

ability to repay the VR Investors’ money.  

55.  Because that information was not disclosed in the POMs, including in 

particular the July 10, 2006, POM, which under the terms of the Agency Agreements or 

Investor Agreements that the GT Defendants drafted MLtd and MLS required the VR 

Investors to acknowledge they were relying on to invest in the RevOp Loan Program, 

or in the MHM-audited financial statements described below, which the GT Defendants 

adopted and incorporated in the POMs they prepared, the VR Investors had no way of 

knowing about that undisclosed information. If they had, they certainly would not have 

invested or continued investing in MLtd’s RevOp Loan Program, which would have 

been “throwing good money after bad,” or have allowed MLtd to roll over their invest-

ments into other loans, which would have just been putting off their inevitable losses. 

56.  Again, none of the GT-prepared POMs, including in particular, the July 10, 

2006 POM, disclosed or were updated to disclose MLtd’s, MLS’s and RB’s history of 

past and ongoing securities violations or its ongoing illegal sales, which the GT and 

MLtd/MLS Defendants knew about, enabled, participated in or aided and abetted. 

Again, in his testimony to the SEC Kant admitted that he knew that these illegal sales 

“had been going on for a long period of time” and that he had even warned Coles, Den-

ning and other MLtd, MLS and RB officers about it in at least two meetings he had 

with them at MLtd’s offices throughout 2007. 

57.  The GT Defendants also knowingly and intentionally omitted from the 

POMs, including the July 10, 2006, POM, disclosures about other matters that had been 

included in MLtd’s earlier POMs that predated the GT Defendants’ involvement with 

Coles, MLtd and MLS. The fact that the 2006 and later POMs, which the GT Defen-
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dants prepared, no longer included certain disclosures contained in the pre-2006 POMs, 

which MLtd or MLS had also provided to all or some of the VR Investors, would 

reasonably have led those investors to believe that the adverse matters previously 

disclosed no longer existed or had been satisfactorily resolved by MLtd as of 2006.  

58.  The GT and MHM Defendants and Olson also knew or should have known 

about the requirement for the disclosure of contingent liabilities from potential litiga-

tion and criminal prosecution associated with MLtd’s, RB’s and MLS’s securities vio-

lations. However, the GT Defendants continued to draft and put together POMs that 

adopted and incorporated financial statements prepared by Olson and auditors’ reports 

prepared by the MHM Defendants that did not contain such disclosures. 

59.  Because the POMs that the GT Defendants prepared, which incorporated 

and adopted the MHM-auditors’ reports and the Olson-prepared financial statements 

were so general, it was impossible for the VR Investors to know or understand facts 

about any of the following: 

a. the millions of dollars in interest expense that MLtd needed to sustain its 

business; 

b. the hundreds of millions of dollars in loans that MLtd rewrote or sold to 

hide borrower defaults; 

c. MLtd’s increasing concentration in fewer loans of larger amounts; 

d. the concerns of MLtd’s senior management, including the MLtd/MLS 

Defendants, about that and the delayed-funding problems involved; 

e. the debt burden that forced MLtd to end new loan originations and the 

RevOp Loan Program in 2007; and  

f. MLtd’s and MLS’s Ponzi schemes to get money from new investors to 

pay interest to, and to cover redemption requests from, old investors. 

60.  As a further example of the false or misleading statements made to the VR 

Investors, in his letter to investors, dated February 21, 2008, Coles falsely stated, “our 

predictable investments are providing income streams,” when in fact, as noted herein, if 
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MLtd’s financial statements had been properly prepared and audited, those so-called 

“income streams” would have been streams of red ink, but, of course, MLtd, including 

Coles and the MLtd/MLS Defendants, would never have wanted to and never did, dis-

close that to investors. 

61.  In addition, the FAQs included with Coles’ February 21, 2008, letter falsely 

stated the following, among other things: “At the present time, all of our loans are cur-

rent[,] [and] in our 45 years of business, none of our investors have lost any of their 

principal invested with us.” As noted herein, both of those statements were bald-faced 

lies because Coles and, upon information and belief, the GT, MHM and MLtd/ MLS 

Defendants knew the following: 

a. All of MLtd’s loans were not current as many were substantially delin-

quent. In fact, MLtd’s Opportunity Funds Quarterly Report for the first 

quarter of 2008, which upon information and belief, Olson or the MHM 

Defendants prepared or assisted in preparing, showed there were some 26 

loans in foreclosure during that period. 

b. Investors began losing their principal several months earlier when MLtd 

refused to redeem their investments.  

62.  In addition, when asked by MLtd whether it needed to disclose to its inves-

tors, including the VR Investors, its increasing difficulty in meeting its financial obliga-

tions to them, the GT Defendants advised MLtd that it did not have to disclose such 

information, and as a result, Coles, MLtd, MLS and the MLtd/MLS Defendants did not 

disclose such information to the VR Investors. By giving MLtd such advice, the GT 

Defendants further participated in, enabled or aided and abetted, MLtd’s, MLS’s and 

the MLtd/MLS Defendants’ perpetration of fraud on MLtd’s investors. 

63.  Upon information and belief, the GT Defendants had also made or caused or 

advised MLtd to make changes without the VR Investors’ knowledge and consent to 

various agreements they had with MLtd in order to further protect MLtd from potential 

recourse by them for borrower defaults, including but not limited to, changing the 
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redemption period from 90 to 120 days under the RevOp Purchase Agreements. 

64.  In addition, as mentioned above, Coles agreed to execute UCC-1 Financing 

Statements listing LLJ as a creditor to provide the LLJ Investors with more security. 

Those UCC-1s were recorded in both Maricopa County and with the Arizona Secretary 

of State in August and September 2005 to give LLJ perfected security interests in “all 

assets held by Mortgages Ltd. from time to time.”  

65.  However, when RB subsequently found out and objected to Coles about 

LLJ’s UCC-1s the next year, upon information and belief, the GT Defendants advised 

Coles, MLtd and one or more of the MLtd/ MLS Defendants to subordinate LLJ’s 

UCC-1s to RB’s later-filed September and October 2005 UCC-1s on the same 

collateral to facilitate MLtd’s obtaining more money from RB.  

66.  Based on that advice, Coles, MLtd, or one or more of the MLtd/MLS Defen-

dants prepared and caused terminations of LLJ’s UCC-1s to be recorded in Maricopa 

County and with the Arizona Secretary of State in October 2006. The effect of that was 

that RB’s previously recorded UCC-1s on MLtd’s assets remained in place and RB had 

the senior perfected security interests in those assets.  

67.  Coles, MLtd, and the MLtd/MLS and GT Defendants knew or should have 

known that the terminations of LLJ’s UCC-1s violated the agreement Coles had with 

the LLJ Investors, but none of these Defendants, or Coles told the LLJ Investors about 

those terminations. 

68.  Nevertheless, as the result of their own subsequent search of UCC-1 

recordings, the LLJ members found out that its UCC-1s had been terminated, so they 

confronted Coles or one or more of MLtd’s officers, including the MLtd/MLS Defen-

dants, about it and demanded that LLJ’s UCC-1s be reinstated. As a result, in the latter 

part of 2006, new UCC-1s were executed and recorded in LLJ’s favor, but RB’s pre-

viously recorded UCC-1s still remained in effect, so RB’s security interests were still 

superior to LLJ’s.  

69.  The LLJ investors confronted MLtd again about this. At first, MLtd’s offi-
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cers, including Denning and one or more other MLtd/MLS Defendants, refused to do 

anything about that because MLtd needed a lot more money from RB to stay afloat. 

However, between March 19 and 22, 2007, MLtd finally prepared and recorded 

terminations of RB’s prior UCC-1s and prepared and recorded new UCC-1s for LLJ. 

70.  Further misrepresentations included the fact that throughout the course of 

their business with the VR Investors, Coles, MLS’s brokers and one or more of the 

MLtd/MLS Defendants continually represented to these investors that MLtd and MLS 

were in complete compliance with all securities laws because all of the documents and 

information that MLtd and MLS gave them had been cleared with GT first and all sales 

were “overseen” by GT. In fact, the POMs that the GT Defendants prepared for MLtd 

even stated: “The legality of the [investments] offered hereby will be passed on for 

[MLtd] by Greenberg Traurig, LLP, Phoenix, Arizona.” 

71.  Through the incomplete, false or misleading POMs, other documents and 

statements described herein, the GT Defendants participated with, enabled or aided and 

abetted MLtd, MLS, Coles and the MLtd/MLS and MHM Defendants in not disclosing 

and concealing MLtd’s mounting deficits and other wrongful acts described herein. 

These incomplete, false or misleading documents and statements also covered up the 

GT Defendants’ own involvement in MLtd’s, MLS’s, Coles’ and the MLtd/ MLS and 

MHM Defendants’ wrongful acts described herein. 

72.  As the result of their knowledge and conduct, the GT, MLtd/MLS and 

MHM Defendants intentionally and willfully acted in concert with or participated in all 

or some of their wrongful acts and the wrongful acts of MLtd and MLS alleged herein 

pursuant to a common plan or scheme and were MLtd’s and MLS’s agents and servants 

in the performance of those acts and services. 

VI. MHM’s Audits and Olson’s Financial Statements 

73.  Because of its long history with MLtd, the MHM Defendants were intimate-

ly familiar with MLtd’s business methodology, employees, and loan programs. More-

over, in conducting its audits, the MHM Defendants had full access to MLtd’s and 
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MLS’s inside confidential information, which was not available to any investors, for 

the review and audit of MLtd’s financial statements that Olson prepared.  

74.  According to the SEC, the MHM Defendants knew that the primary reason 

for its audits was to provide independent assurances of MLtd’s financial stability and 

accuracy of its financial statements to its investors. 

75.  In this regard, in addition to the legal documents that the GT Defendants 

prepared for MLtd and MLS, described above, including those containing financial 

information audited by the MHM Defendants and prepared by Olson, the VR Investors 

also received as further inducement for investing, or rolling over their investments, in 

MLtd’s RevOp Loan Program various other documents that contained false, misleading 

or incomplete information. Those documents include but not limited to the following: 

a. MHM’s December 23, 2003, Independent Auditors’ Report of MLtd’s 

2002 and 2003 Financial Statements, and those financial statements, 

which Olson prepared and which accompanied that report; 

b. MHM’s December 2, 2004, Independent Auditors’ Report of MLtd’s 

2003 and 2004 Financial Statements, and those financial statements, 

which Olson prepared and which accompanied that report; 

c. MHM’s Dec. 9, 2005, Independent Auditors’ Report of MLtd’s 2004 and 

2005 Financial Statements, and those financial statements, which Olson 

prepared and which accompanied that report; 

d. MHM’s Mar. 26, 2007, Independent Auditors’ Report of MLtd’s 2005 

and 2006 Financial Statements, and those financial statements, which 

Olson prepared and which accompanied that report; 

e. MHM’s March 28, 2008, Independent Auditors’ Report of MLtd’s 2007 

Financial Statements, and those financial statements, which Olson pre-

pared and which accompanied that report; 

f. MLtd’s May 31, 2008, unaudited Financial Statements, which upon 

information and belief, Olson prepared; 



 

Victims Recovery Complaint against Greenberg 
Traurig, LLP, Mayer Hoffman McCann, P.C., et al.                                   25

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

g. MLtd’s Quarterly Reports for the RevOp Funds, which upon information 

and belief, Olson or the MHM Defendants prepared; 

h. various letters to investors, some of which included what Coles referred 

to as an “Opportunity Portfolio matrix,” which was a summary of the 

features of MLtd’s different loan programs, and MLtd’s Quarterly 

Reports for its different loan programs; and 

i. various other financial documents that the MHM Defendants and Olson 

prepared.  

76.  For example, the MHM Defendants stated in their December 9, 2005, Inde-

pendent Auditors’ Report about MLtd’s 2004 and 2005 financial statements, which 

report and financial statements were included in MLtd’s July 10, 2006, POM, which 

the GT Defendants prepared and which is the most recent POM that MLtd or MLS pro-

vided to the VR Investors to induce them to invest, or rollover their investments, in 

MLtd’s RevOp Loan Program: 

We have audited the accompanying balance sheets of Mortgages, Ltd. … 
and the related statements of income and retained earnings and cash flows 
…. These financial statements are the responsibility of the manage-
ment of Mortgages, Ltd. Our responsibility is to express an opinion on 
these financial statements based on our audits. 
We conducted our audits in accordance with U.S. generally accepted 
auditing standards [“GAAS”]. Those standards require that we plan and 
perform the audits to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement pre-
sentation. We believe that our audits provide a reasonable basis for our 
opinion. 
In our opinion, the financial statements referred to above present 
fairly, in all material respects, the financial position of Mortgages, 
Ltd. … , and the results of its operations and its cash flows … in confor-
mity with U.S. generally accepted accounting principles [“GAAP”]. 

(Emphasis added). 
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77.  The MHM Defendants made essentially the same, if not identical, state-

ments and opinions in all of their other Independent Auditors’ Reports listed above. 

78.  However, the MHM Defendants, Olson and the other MLtd/MLS Defen-

dants knew at the time that such statements and opinions were false or misleading for 

the following reasons:  

a. those financial statements did not present fairly in all material respects 

the results of MLtd’s financial position for the years identified; 

b. those financial statements were not prepared in conformity with GAAP; 

and 

c. MHM’s audits were not performed in conformity with GAAS. 

79.  In addition, in those Independent Auditors’ Reports, the MHM Defendants 

approved of the following statements from the “Notes to Financial Statements” to 

MLtd’s 2004 and 2005 Financial Statements, which Olson prepared, regarding MLtd’s 

accounting policies, revenue sources, accounts receivable, asset impairment, mortgages 

held for investment, contingencies and Coles’ personal guarantee of a bank loan:  

a. “The presentation of financial statements [is] in conformity with U.S. 

generally accepted accounting principles [GAAP]….” (Emphasis add-

ed). 

b. “The Company has three primary sources of income, loan origination 

fees, servicing fees and processing fees.” (In later years a fourth source of 

income was listed, “mortgage interest income.”). 

c. “Management considers accounts receivable … to be collectible in full 

and, accordingly, an allowance for doubtful accounts is not considered 

necessary.” (Emphasis added). 

d. If [long-lived] assets are considered to be impaired, the impairment to be 

recognized is measured by the amount by which the carrying amount the 

assets exceeds the fair value of the assets. Assets to be disposed of are 

reported at the lower of the carrying amount or fair value less costs to 
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sell. “Management does not believe impairment indicators are pres-

ent ….” (Emphasis added). 

e. “Mortgages held for investment represent mortgages originated by the 

Company … [and] are collateralized by real property and carried at book 

value, which management considers to approximate market value. 

The estimated fair market values are typically in excess of the loan 

balances on the mortgages held for investment.” (Emphasis added). 

f. Referring to the $3.4 million note that Coles personally guaranteed, “No 

amount has been recorded in the financial statements for the value of the 

personal guarantee as management has determined that such an amount, 

if any, is not material to the financial statements taken as a whole.” 

(Emphasis added). 

g. “The Company is subject to various proceedings and claims, either asser-

ted or unasserted, which arise in the ordinary course of business. While 

the outcome of these claims cannot be predicted with certainty, manage-

ment does not believe that the outcome of any of these matters will 

have adverse effects on the Company’s financial position, results of 

operations or cash flows.” (Emphasis added).  

80.  Except as noted below, Olson made essentially the same, if not identical, 

statements in the notes to all of MLtd’s other financial statements listed above, which 

he prepared and the MHM Defendants reviewed, audited and approved. 

81.  However, Olson knew at the time he prepared those financial statements, 

and the MHM Defendants knew at the time they reviewed and audited those financial 

statements, that such statements were false or misleading for the following reasons: 

a. Olson did not prepare MLtd’s financial statements in conformity with 

GAAP. In fact, the MHM Defendants noted after their 2006 audit, that 

Olson lacked familiarity with GAAP and audit standards because his ini-

tial draft of financial statements did not include all required disclosures, 
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certain transactions were not properly classified or presented and he need-

ed to improve his understanding of GAAP.  

b. MLtd’s primary source of income was capital borrowed from RB. 

c. MLtd’s loans were not collectible in full (or even in part for some loans). 

It was not until the March 28, 2008, audit report of MLtd’s 2007 Finan-

cial Statements that it was finally recognized that the collection of certain 

notes and accounts receivable were in doubt, but even then MLtd establi-

shed an allowance of less than $1 million for such “doubtful” accounts. 

Otherwise, it still falsely maintained that all of its other loans were collec-

tible in full.  

d. Impairment indicators clearly were present because the fair market values 

of long-lived assets were less than the values that MLtd and Defendant 

Olson recorded—in many cases MLtd’s borrowers were substantially 

upside down on their loans from MLtd. Moreover, the fact that there was 

a deep decline in real estate prices was ignored, and therefore, the values 

for loans underwritten by MLtd were impaired and the asset book values 

reported on MLtd’s balance sheet, which exceeded the fair market value 

of those properties, were substantially overstated. 

e. Coles’ personal guarantee of a $3.4 million note (later increased to two 

notes totaling $8.45 million according to MLtd’s 2007 Financial State-

ments), should have been recorded and that amount (particularly the 

increased amount) clearly was material to MLtd’s financial statements. 

f. the very likely outcome of the potential claims against MLtd and MLS, as 

well as RB, regarding their separate and collective securities violations 

and Ponzi schemes clearly would have substantial adverse effects on 

MLtd’s financial position, operations and cash flows. Moreover, the 

MHM and MLtd/MLS Defendants, particularly McLane and Olson, knew 

and failed to disclose in any of the auditors’ reports and financial state-
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ments the facts surrounding MLtd’s, MLS’s and RB’s violations of state 

and federal securities laws and that if federal authorities found out about 

that, MLtd would be shut down with no ability to honor its commitments 

to the VR Investors. 

82.  MLtd’s 2005 financial statements and MHM’s December 9, 2005, audit of 

those financial statements also failed to disclose that MLtd improperly accounted for a 

$58 million transfer of loans under its RevOp Loan Program that occurred prior to 

November 1, 2006. That resulted in a huge misstatement of the values of mortgages 

MLtd held for investment and sale and the beneficial interests in mortgage investments. 

83.  As a further example of such lies and nondisclosures, Coles’ letter to inves-

tors, dated February 21, 2008, referred to above, which upon information and belief, 

the MHM Defendants or Olson drafted or assisted drafting, stated as previously noted, 

that “our predictable investments are providing income streams,” “[a]t the present time, 

all of our loans are current[,] [and] in our 45 years of business, none of our investors 

have lost any of their principal invested with us.” Again, both of those statements were 

false for the reasons previously stated.  

84.  In addition, the MHM Defendants and Olson knew or should have known 

that MLtd’s internal controls were deficient. For example, Olson and the MHM Defen-

dants knew or should have known that MLtd’s loan files and records demonstrated that 

it did not have any commonly recognized procedure for periodic valuation reviews of 

its mortgage assets, that MLtd’s extrapolating real property values from loan collec-

tions was not a recognized valuation methodology, and that MLtd carelessly evaluated 

the creditworthiness of its borrowers and guarantors and did not follow industry stan-

dards in making its loan underwriting decisions. 

85.  In short, MHM’s auditors’ reports and financial statements prepared by 

Olson, in some cases with help from the MHM Defendants, provided incomplete, 

misleading or false information about MLtd’s financial position or condition, market 

risk and loan funding practices. Such information obviously became increasingly 



 

Victims Recovery Complaint against Greenberg 
Traurig, LLP, Mayer Hoffman McCann, P.C., et al.                                   30

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

important to the VR Investors, as MLtd resorted to purchasing non-performing loans to 

maintain the illusion that its loans were all “performing.”  

86.  According to the SEC, MLtd’s “impound accounts [also] masked nonperfor-

ming loans because interest payments continued to be made to investors from these 

prefunded accounts.” Upon information and belief, the MHM Defendants also advised 

MLtd to change its fiscal year end and to change how it recorded its assets and liabili-

ties to further mask and downplay its deteriorating financial condition. 

87.  In its 2005, 2006 and 2007 auditors’ reports and MLtd’s financial statements 

MHM and Olson also misrepresented to the VR Investors that those financial state-

ments complied with GAAP even though they did not consolidate statements of the 

LLCs through which MLtd securitized and sold its loan participations and for which 

MLtd was their manager. Under GAAP, the fact that MLtd was the manager of those 

LLCs and had control over various business decisions of those LLCs required that 

MLtd’s and those LLCs’ financial statements be prepared as consolidated statements. 

88.  As a result of not being consolidated, MLtd’s financial statements and 

MHM’s auditors’ reports substantially misrepresented MLtd’s debt, leverage of assets 

and equity, interest expense, and lack of liquidity because if the financial statements 

had been consolidated to include the LLCs, MLtd would have been insolvent—a fact 

that a reasonable auditor and accountant should have disclosed. 

89.  Moreover, in spite of MLtd’s financial problems discussed above regarding 

its operations, none of the auditors’ reports that the MHM Defendants prepared or 

MLtd’s financial statements that Olson prepared for 2005 through 2008 included 

GAAP-required “going-concern” qualifications or disclosures. Even MHM’s 2007 

auditors’ report, which was issued after MLtd had stopped originating new loans, failed 

to include such a disclosure despite the fact that Olson knew and had informed the 

MHM Defendants that MLtd’s core business had ended, that because of liquidity 

issues, MLtd had ended its profit-sharing plan and had stopped honoring investors’ 

redemption requests, and that MLtd was experiencing delays in meeting its loan com-
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mitments, which exceeded $130 million for 2008. 

90.  As auditors, the MHM Defendants were required to evaluate and disclose 

that there was substantial doubt about MLtd’s ability to continue as a going concern for 

a reasonable period of time based on its deficient working capital, negative cash flows, 

adverse financial ratios and other indications of its financial difficulties. 

91.  MLtd’s other adverse capitalization, debt-service and cash ratios also requi-

red going-concern qualifications or disclosures, but none were made in the audit reports 

that Olson and the MHM Defendants knew would be used by investors to evaluate 

MLtd’s financial condition.  

92.  The lack of such qualifications or disclosures not only made MHM’s 

representation that it had audited MLtd in accordance with GAAS false, but also misled 

investors about MLtd’s financial stability. 

93.  According to the ADFI, MLtd’s May 31, 2008, unaudited financial state-

ments, which upon information and belief, Olson prepared and knew or should have 

known were also false, misleading and inaccurate because MLtd did not: 

a. accrue and record various items; 

b. record reserves for loan impairment or the decline in value of its owned 

real estate portfolio; 

c. accrue a reserve for a $6 million loan from RB to the SMC Trust, whose 

collectability was uncertain; 

d. disclose that it had guaranteed a $12 million loan from RB to SM Coles 

LLC; and 

e. MLtd’s equity on May 31, 2008, should have been minus $47.7 million 

instead of $9.8 million because relevant adjustments had been improperly 

recorded in violation of A.R.S. § 6-946(A), and the MHM Defendants 

should have disclosed the lack of those adjustments. 

94.  Further, according to the ADFI, MLtd’s May 31, 2008, unaudited financial 

statements, which upon information belief, Olson prepared, showed that MLtd violated 
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A.R.S. § 6-946(B) and A.A.C. R20-4-102, because:  

a. mortgages held for investment and sale were not recorded at the lower of 

cost or fair market value;  

b. the collectability of the $6 million note receivable from a related party 

was not assessed, and an allowance against the note was not recorded; and 

c. a $900,000 demand made for the $12 million dollar loan guaranteed for 

another related party was not recorded. 

95.  With the MHM Defendants’ and Olson’s knowledge and consent, MLtd’s 

and MLS’s representatives, including the MLtd/MLS Defendants, used the above false 

or misleading auditors’ reports and financial statements to recommend investments in 

MLtd’s RevOp Loan Program to the VR Investors. 

96.  The MHM Defendants also violated their duties to remain independent in 

performing their audits as required under GAAS by actively assisting Olson in the 

preparation of MLtd’s 2006 financial statements as the result of the deficiencies they 

found in his preparation of MLtd’s 2005 financial statements described above, which 

required restatements of those statements.  

97.  MHM’s auditing, and assisting in the preparation, of MLtd’s 2006 financial 

statements also clearly contradicted its statement in its auditors’ report about the sepa-

ration of responsibilities between MHM and MLtd. 

98.  Through the incomplete, false or misleading accounting, financial and other 

documents and statements described herein, the MHM Defendants participated with, 

enabled or aided and abetted MLtd, MLS, Coles and the MLtd/MLS and GT Defen-

dants in not disclosing and concealing MLtd’s mounting deficits and other wrongful 

acts described herein. These incomplete, false or misleading documents and statements 

also covered up the MHM Defendants’ own involvement in MLtd’s, MLS’s, Coles’ 

and the MLtd/MLS and GT Defendants’ wrongful acts described herein. 

99.  As the result of their knowledge and conduct, the MHM, GT and MLtd/ 

MLS Defendants intentionally and willfully acted in concert with or participated in all 
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or some of their wrongful acts and MLtd’s and MLS’s wrongful acts alleged herein 

pursuant to a common plan or scheme and were MLtd’s and MLS’s agents and servants 

in the performance of those acts and services. 

VII. Causes of Action 

COUNT ONE 

(Common Law and Statutory Fraud) 

100.  The preceding paragraphs are incorporated by reference. 

101.  As set forth above, the GT, MHM and MLtd/MLS Defendants acting sepa-

rately or in concert with each other, Coles or other MLtd and MLS principals and rep-

resentatives, knowingly, intentionally, maliciously, wantonly and with reckless dis-

regard of the rights of the VR Investors, made, failed to disclose, or aided and abetted 

the making of, or failure to disclose, the material, false representations described herein 

to the VR Investors. 

102.  When these Defendants made or failed to disclose, or participated in, or 

aided and abetted the making or failure to disclose such representations, they knew they 

were false, and they intended for the VR Investors to rely thereon to invest in or to con-

tinue rolling over their investments in MLtd’s RevOp Loan Program. However, at that 

time, the VR Investors did not know those representations and nondisclosures were 

false, and they did not learn the truth about those representations and nondisclosures 

until sometime after Coles’ death during the course of MLtd’s bankruptcy proceedings. 

103.  As set forth above, the VR Investors reasonably believed that those repre-

sentations and nondisclosures were true and correct, and they reasonably relied thereon 

to their detriment, including the loss of the money they invested in MLtd’s RevOp 

Loan Purchase Program. 

104.  These Defendants’ separate or collective false pretenses, fraudulent mis-

representations and omissions, or participation in or aiding and abetting such false pre-

tenses, fraudulent misrepresentations and omissions constitute common law fraud or 

aiding and abetting MLtd’s, MLS’s and Coles’ common law fraud. 
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105.  These Defendants’ separate or collective false pretenses, fraudulent mis-

representations and omissions described above, or participating in, facilitating, enabling 

or aiding and abetting such false pretenses, fraudulent misrepresentations and omis-

sions also constitute statutory fraud or aiding and abetting statutory fraud as (a) 

schemes or artifices to defraud in violation of A.R.S. § 13-2310, and/or (b) consumer 

fraud in violation of A.R.S. §§ 44-1521 and 44-1522, regardless of whether or not the 

VR Investors’ reliance on any of these Defendants’ making or aiding and abetting false 

pretenses, fraudulent misrepresentations and omissions was reasonable. 

106.  As a proximate result of these Defendants’ intentional, willful, malicious, 

wanton and reckless disregard of the rights of the VR Investors, common law and/or 

statutory fraud described above, the VR Investors collectively suffered damages in an 

amounts to be proven at trial, but not less than $52,381,921.53, plus consequential and 

incidental damages, which VR is entitled to recover, plus punitive damages. 

COUNT TWO 

(The GT, MHM and MLtd/MLS Defendants’ Negligence) 

107.  The preceding paragraphs are incorporated by reference. 

108.  Under Restatement (Second) of Torts § 552(1) (1979), which has been 

adopted as the law in Arizona:  

a. “One who, in the course of his business, profession or employment, or in 

any other transaction in which he has a pecuniary interest, supplies false 

information for the guidance of others in their business transactions, is 

subject to liability for pecuniary loss caused to them by their justifiable 

reliance upon the information, if he fails to exercise reasonable care or 

competence in obtaining or communicating the information.” 

b. “[I]t is not required that the person [to whom the information is commu-

nicated] be identified or known to the defendant as an individual when 

the information is supplied. It is enough that the maker of the represen-

tation intends it to reach and influence either a particular person or per-
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sons, known to him, or a group or class of persons ….” Id., cmt. h. 

109.  Accordingly, the GT, MHM and MLtd/MLS Defendants owed the follow-

ing duties to the VR Investors, as members of the class of persons these Defendants 

intended the representations and information described above to reach and influence:  

a. to not supply false information for the VR Investors’ guidance for their 

investment decisions and transactions; and 

b. to exercise reasonable care in making those representations and provi-

ding the VR Investors with that information. 

110.  Regarding the acts and omissions of the GT Defendants, the Arizona Rules 

of Professional Conduct for lawyers further provide:  

a. “A lawyer shall not counsel a client to engage, or assist a client, in con-

duct that the lawyer knows is criminal or fraudulent ….” Rule 42, Ariz. 

Sup. Ct. Rules, E.R. 1.2(d), 17A A.R.S. 

b. “In the course of representing a client a lawyer shall not knowingly: (a) 

make a false statement of material fact or law to a third person; or (b) 

fail to disclose a material fact when disclosure is necessary to avoid 

assisting a criminal or fraudulent act by a client ….” Id. E.R. 4.1 

c. “It is professional misconduct for a lawyer to: (a) violate or attempt to 

violate the Rules of Professional Conduct, knowingly assist or induce 

another to do so, or do so through the acts of another; (b) commit a cri-

minal act that reflects adversely on the lawyer’s honesty, trustworthiness 

or fitness as a lawyer in other respects; (c) engage in conduct involving 

dishonesty, fraud, deceit or misrepresentation.” Id. E.R. 8.4. 

111.  As licensed attorneys, although the GT Defendants did not have an attor-

ney-client or fiduciary relationship with the VR Investors, they did owe certain duties 

to them as third-party non-clients, in addition to those described under Restatement § 

552, which include, but are not limited to, the following:  

a. to adhere to and comply with the Rules of Professional Conduct stated 
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above in regard to the documents they prepared for and advice given to 

Coles, MLtd and MLS described above, which were relied on by, and 

which adversely impacted, the VR Investors; 

b. to properly and adequately advise Coles, MLtd and MLS about the 

adverse consequences of preparing legal documents that contained false 

or misleading information or omissions, as described above; 

c. to act with scrupulous care, honesty and diligence in connection with 

their respective dealings with Coles, MLtd and MLS that directly or 

indirectly affected the rights and interests of the VR Investors; and 

d. to otherwise properly and adequately protect the rights and interests of 

the VR Investors from the wrongful acts of their clients. 

112.  Regarding the acts and omissions of Olson and the MHM Defendants, as 

licensed accountants and auditors, respectively, they had the additional duty to exercise 

the professional care and skill required and expected of such professionals to the VR 

Investors as third-party non-clients, including, but not limited to, the following:  

a. to properly prepare MLtd’s financial statements in conformity with 

GAAP and to conduct reviews and audits of MLtd’s financial statements 

in conformity with GAAS;  

b. to perform the necessary due diligence to insure that MLtd’s financial 

statements fairly represented its financial condition; and 

c. to properly and adequately protect the interests of the VR Investors, parti-

cularly because they knew their audits and financial statements would 

form the basis for the POMs that the GT Defendants prepared for the 

offerings of MLtd’s RevOp Loan Program and that such would be relied 

upon by the VR Investors to make their investments. 

113.  The GT, MHM and MLtd/MLS Defendants, respectively, breached the 

duties described above by failing to exercise reasonable care in the performance of the 

acts described herein for, and providing the services, incomplete, false or misleading 
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documents, information and advice described herein to, Coles, MLtd and MLS, know-

ing that those acts, services, documents, information and advice would adversely affect, 

and be directed towards, the VR Investors and reasonably relied on by them for their 

RevOp investment decisions and transactions. 

114.  By their respective separate or collective acts and omissions or aiding and 

abetting such acts and omissions described herein, these Defendants, acting separately 

or in concert with others negligently or intentionally, willfully, maliciously, wantonly 

and recklessly disregarded the rights of the VR Investors, committed, enabled, partici-

pated in or aided and abetted, the acts and omissions described herein. 

115.  As a proximate result of these Defendants’ breaches of duties to the VR 

Investors, they collectively suffered damages in amounts to be proven at trial, but not 

less than $52,381,921.53, plus consequential and incidental damages, which VR is enti-

tled to recover, plus punitive damages. 

COUNT THREE 

(Aiding and Abetting Coles’ and MLtd’s Breaches of Contract) 

116.  The preceding paragraphs are incorporated by reference. 

117.  The RevOp Purchase, Agency and Investor Agreements that the VR Inves-

tors entered into with MLtd constituted enforceable contracts up until the time that 

MLtd and MLS defrauded the VR Investors as described above and breached those 

agreements as described in ¶ 119. 

118.  As described above, under the terms of the RevOp Program Purchase, 

Agency or Investor Agreements, MLtd was required and obligated to collect and pay 

interest monthly to the VR Investors on their RevOp Loan Program investments, and to 

return or redeem the principal amounts of those investments to the VR Investors upon 

their requests within 90 (or 120) days. 

119.  By not collecting and paying the VR Investors the monthly interest due and 

by not paying back to them the moneys they invested in MLtd’s RevOp Loan Program, 

MLtd breached the RevOp Purchase, Agency and Investor Agreements. 
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120.  By their acts, conduct or omissions described above, the GT, MHM and 

MLtd/MLS Defendants facilitated, enabled or aided and abetted MLtd’s breaches of its 

RevOp Purchase, Agency and Investor Agreements with the VR Investors. 

121.  As a proximate result of these Defendants’ facilitating, enabling or aiding 

and abetting MLtd’s breaches of contract described above, the VR Investors collective-

ly suffered damages in amounts to be proven at trial, but not less than $52,381,921.53, 

plus consequential and incidental damages, which VR is entitled to recover plus attor-

neys’ fees and costs. 

COUNT FOUR 

(Aiding and Abetting MLtd’s Bad Faith) 

122.  The preceding paragraphs are incorporated by reference. 

123.  The RevOp Purchase, Agency and Investor Agreements contained the 

implied covenants of fair dealing and good faith. 

124.  By its conduct described above, MLtd breached its implied covenants of 

fair dealing and good faith to the VR and LLJ Investors. 

125.  By their conduct described above, the GT, MHM and MLtd/MLS Defen-

dants intentionally, willfully, maliciously, wantonly and recklessly disregarded the 

rights of the VR Investors, participated in, facilitated, enabled or aided and abetted 

MLtd’s breaches of its implied covenants of fair dealing and good faith. 

126.  As a proximate result of these Defendants’ participation in, facilitating, 

enabling or aiding and abetting MLtd’s breaches of its implied covenants of fair deal-

ing and good faith described above, the VR Investors collectively suffered damages in 

amounts to be proven at trial, but not less than $52,381,921.53, plus consequential and 

incidental damages, which VR is entitled to recover, plus attorneys’ fees and costs. 

COUNT FIVE 

(Aiding and Abetting MLtd’s Breaches of Fiduciary Duty) 

127.  The preceding paragraphs are incorporated by reference. 

128.  Under the POMs, in particular the July 10, 2006, POM, and the RevOp 
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Purchase, Agency and Investor Agreements that MLtd entered into with the VR Inves-

tors, MLtd owed the VR Investors certain fiduciary duties arising out of its acting as 

their attorney-in-fact and agent and in exercising discretion on their behalf in regard to 

the RevOp Loan Program. Such fiduciary duties, included without limitation MLtd’s 

duties of disclosure, loyalty, good faith and fairness. 

129.  MLtd breached those fiduciary duties by breaching those agreements and 

duties of good faith and fair dealing and by committing the fraudulent and unlawful 

acts described herein, including conducting a Ponzi scheme and failing to disclose to 

the VR Investors, among other things, the materially adverse, deceptive and unfair acts 

and course of business described herein. 

130.  By their wrongful conduct described herein, the GT, MHM and MLtd/ 

MLS Defendants intentionally, willfully, maliciously, wantonly and recklessly disre-

garded the rights of the VR Investors, participated in, facilitated, enabled or aided and 

abetted MLtd’s breaches of its fiduciary duties. 

131.  As a proximate result of these Defendants’ participating in, facilitating, 

enabling or aiding and abetting MLtd’s breaches of its fiduciary duties, the VR Inves-

tors collectively suffered damages in amounts to be proven at trial, but not less than 

$52,381,921.53, plus consequential and incidental damages, which VR is entitled to 

recover, plus punitive damages, attorneys’ fees and costs incurred herein. 

COUNT SIX 

(Civil Conspiracy) 

132.  The preceding paragraphs are incorporated by reference. 

133.  Upon information and belief, for their own individual benefit and purpose, 

each of the GT, MHM and MLtd/MLS Defendants intentionally, willfully, maliciously, 

wantonly and with reckless disregard of the rights of the VR Investors, conspired and 

acted in concert with two or more persons or entities, or they participated in, facilitated, 

enabled or aided and abetted such conspiracies, to commit all or some of the fraudulent, 

unlawful and wrongful acts described above pursuant to a common plan or scheme, and 
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