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I Introduction
This is the liability portion of a hearing under secsidi1(1) and 162 of the
Securities AGtRSBC 1996, c. 418.

In a notice of hearing issued June 20, 2007 and amended June 2ihe2008

executive director alleges that, starting in January 2085gdpondents

contravened the Act by:

= trading and distributing securities without being registened without filing a
prospectus,

= making misrepresentations, and

= perpetrating a fraud.

The executive director’s June 20, 2007 notice of hearing veasrgganied by
temporary orders (see 2007 BCSECCOM 349). The temporarysostgrired
that the respondents comply with or cease contravehegdt and cease all
investor relations activities on behalf of any issueine @rders also required that
all persons cease trading securities of Manna Tradimg Qd., Manna
Humanitarian Foundation, Legacy Capital Inc., and LegaagtTinc. and in any
issuer directed, managed or promoted by Hal (Mick) Alferheod, David John
Vaughan, and Dianne Sharon Rosiek. On July 4, 2007 the Ceimmeésxtended
the temporary orders.

On July 27, 2007 the Commission extended the temporary ttedseorder, and
extended the other temporary orders against all of tpemdents, except
Kenneth Robert McMordie and Robert Murray Perkinson] artearing is held
and a decision rendered. The Commission also setfdatée hearing in April
through June 2008.
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The Commission adjourned the hearing twice at the eixeadirector’s request.
None of the respondents opposed either of the exedlitegtor’s adjournment
requests.

Perkinson was represented by counsel at the hearingekRuapeared on her own
behalf. Vaughan appeared only once, a brief appeararite dirst day. None of
the other respondents appeared or was represented by counsel.

McLeod appears to be known primarily by his nickname, Mc &iones seen in
the evidence as Mic or Mick). During the relevant piNicMordie used the
pseudonym Byrun Fox. Since this is the name by which invelsters him and
that appears on most of the relevant documents, wetoelldcMordie as Fox.

All dollar amounts are in US dollars.

[ Synopsis

Manna was a fraud into which more than 800 investors depaditad $16
million. They received as little as $3 million, andmore than $5.6 million,
back. There is no apparent hope of recovering the rest.

McLeod created the Manna scheme and, with Vaughan'sasss expanded it.
The expansion became more aggressive when Fox and Ruiset jhe scheme
later.

The Manna scheme’s form changed in minor ways and usedisantities to
perpetrate the fraud: Manna Trading Corp, the Manna Foungdatidrthe two
Legacy entities, Legacy Capital, and Legacy Trust.oAthese entities (which
we refer to collectively as “Manna”) were in realdysingle sham investment
scheme which, in these Findings, we refer to as the Msaireme.

Manna induced investors to loan it money and told thetrthlea funds would be
placed with experienced traders who had a long history oiugnog double-digit
monthly returns through foreign currency trading. Manitditovestors that it

had “an annualized trading history of profit returns not tkaa 20% per month
(240% per year),” and that Manna'’s profits enabled it to pagistently high
rates of return. Manna said it had historically paidrmres to investors of 125.22%
per year.

Manna promised investors 7% monthly returns (later reduced Yos6¥hetimes
compounded. (A 7% monthly compounded return works out to 125.20% pe
year.) Investors who became “affiliates” or “coltants” could bring in new
investors. When they did so, they earned a commissidhe amount invested
and a continuing share of the return on the new investmen
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Some investors invested through a “private common lawsgitrust.” The trust
was a mechanism Fox concocted ostensibly to avoid tHeatmn of tax and
securities laws to investments in the Manna scheme.

Manna told investors that some of the returns Mannaeddram its foreign
exchange trading profits would be used for humanitarian causes

All of these statements were misrepresentationsreliseno evidence that Manna
placed investors’ funds with foreign currency tradershat the investors’ funds
earned returns from any other source. Manna had nogradofits. Manna
investors did not experience the historical returns MaaitbtBey did. Manna
had no source of revenue other than investor contritwitid he trust structure
was a sham. There is no evidence that any Manna fugalstavhumanitarian
causes.

The reality is that Manna was a Ponzi scheme. Maman@dlently used the
investments of later investors to fund the promised rstiarearlier investors, to
pay commissions to the affiliates and consultantg)test in an online gaming
business, and to buy real estate in Costa Rica.

McLeod, Vaughan, Fox and Rosiek fraudulently used invedtand's to enrich
themselves.

[ Background

A Creation and development of the Manna scheme

Manna Trading Corp.

Manna promotional material from 2005 says that the Manmanse started out in
2001 as Manna Trading Corp., which the material describas mvestment club
limited to the founders’ friends and family members vaitthaximum
membership of 50.

McLeod founded the Manna scheme, possibly with others, buwgvidence is
clear that he was the directing mind and will of the Masctheme. He created
and operated the scheme from its inception to its calapke held the ultimate
authority in the scheme.

McLeod hired Vaughan in 2004 to improve and run the scheme. Wégghan
was hired, there were only “a handful” of Manna investofaybe five or six.”
By July 2005 there had been what Vaughan described ireatethvestors as “a
tidal wave of participation.” A barbecue that montheatted 72 investors.
Despite this rapid growth, Vaughan believed that the fidastfor Manna was
“slow controlled growth.”
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Manna Humanitarian Foundation

Rosiek heard of Manna from an acquaintance, who approachetdw holding
a Manna event at her house. Rosiek agreed. At the Resigk met Susan
Cameron-Block, who eventually introduced her to Fox.

Rosiek understood that Manna was looking for a diffeopetating structure. In
fact it was. Vaughan, who mistakenly believed Mannaiwasmpliance with
securities legislation as long is its membership stagém\b50, could see that it
was surpassing that. Rosiek thought Fox might be abldgpdre introduced
Fox to Vaughan. Ensuing discussions involving Fox, McLeodgan, and
Rosiek resulted in McLeod'’s decision to adopt for Mattaastructure devised by
Fox — the “private common law spiritual trust.” Theusture, Fox believed,
would allow Manna to distribute securities outside then&aork of the Act.

The Manna Humanitarian Foundation was established asedysander the laws
of the State of Washington, which required five persongtoits articles of
incorporation as directors. At a Grey Cup party at Résiekuse in November
2005, McLeod and Fox asked some of those present to siggdi#, including
Vaughan and Perkinson. Fox registered the Manna Foundatidovember 30,
2005. As of January 1, 2006, all of the first directorsreaa@ned.

In December 2005, Vaughan sent a message to Manna invebirmgsiem that
the original version of Manna would be replaced by the steucture:

As most of you are aware, when [McLeod] and | desighed
Manna programme, we set out to create an ethical bustrasture
that would be as safe and secure as possible for attipartis. The
first phase of the Club has served its purpose, and cwwevto our
continued solid growth, it must be updated to keep up wiinging
securities law. . . . We are finally ready to unvied second phase of
our Clubtoyou. ..

The only thing that will be different is you will becoraélrustee of
your own private common law Trust. Manna Trading Corg. wil
absorbed by a Private Non-Profit Foundation; MANNA
HUMANITARIAN FOUNDATION.

We have retained the services of a specialist iniefe ¢f trusts.
Along with his team, they have created a unique trust spaityfi
suited to the needs of our Members.



2009 BCSECCOM 426

126

127

128

129

130

131

132

133

134

135

The message went on to say that existing members weulkebired to make a
one-time purchase of a trust for $250. In order to entid&jpation by new
members, that price was offered to new members wheddbefore the end of
2005. Beginning January 1, 2006, the fee was $450. Vaughan told msvesto
send their application and payment directly to the CeAtreerican Relief Trust,
an entity controlled by Fox.

By February 2006 there were 275 investors in the scheme.

In March 2006, Manna reduced the monthly return for new inv@ftom 7% to
5%.

Legacy

Through their work with Manna, Rosiek and Fox got a gook &dhe scheme,
and began to think about how they could become involvedat appeared to
them to be a money-making opportunity. They came uptivithdea of
developing a parallel program, essentially identical e, but with the
objective of growing it aggressively, rather than the pbjiy of slow,
controlled growth espoused by Vaughan.

They pitched their idea to McLeod, who also believednraggressive growth
plan for Manna. In April 2006 Fox and Rosiek reached areaggat with
McLeod to form Legacy. The intent was that Legacy wanirror and co-exist
with Manna. Fox and Rosiek agreed not to solicit Mannalmees to leave
Manna. As with Manna, McLeod was in charge.

In an addendum to the agreement, McLeod agreed “to prokmbeand Rosiek
“‘common shares in Tropical Poker at the rate of 10th@fimount raised at
$1.00 per share.” We discuss the Tropical Poker projeubie detail below.

As things turned out, Legacy became dieefactoreplacement of the Manna
Foundation in the Manna scheme. The scheme was promatiedively through
Legacy soon after Legacy’s formation.

In August 2006, Vaughan resigned from Manna.

Under the Legacy version of the scheme, McLeod, FdxXRosiek increased the
trust fee to $650 and imposed a $100 administration fee (waivéldefinvestor’s
first investment). Early withdrawals were subject @0& penalty and the
forfeiture of any gains, if the investment was less thgear old.

These changes were part of a trend that developed E&atitea scheme evolved.
As Manna grew, and found it more challenging to pay intecesnmissions, and
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principal, it changed the loan terms and adopted admatiisd measures to make
it more difficult for investors to remove their capiteom the scheme.

As 2006 wore on, Manna’s ability to pay investors worsened. Mamsled
investors who asked why they were not receiving statemamigere not being
paid, by telling them that the delays were caused by problethe payment
system or regulations in foreign countries. This wasugntManna'’s obligations
were outstripping its ability to raise funds from new stees to meet them.

By January 2007 the Manna scheme was out of money. Imgaitations to
investors, McLeod blamed banks for creating payment ddsaysn a panicky-
sounding email to Rosiek he made it clear that thenselveas simply
overextended and was doomed unless she could raise arlonhef/ quickly:

... there will be little need for administrationyégthere, or
anywhere unless you and Legacy continue to keep hew money
rolling in. We all take our roles seriously . . . andkmew you
take your money raising role very seriously as well. t&€fankly,
at this juncture, your role and the new money you brings ithe
most important role in our entire organization, becaviteout it,
we not only grind to a halt, we risk losing what has bemriributed
to this point. . . . yikes, we have a $460K payment due in Rayee
and another $250 due 30 days after that. And close to amillio
due in monthly overrides and payments. That’s the minimal
requirements just to keep what we’ve worked hard fdris $ays
nothing for the additional several millions of dollaggsjuired over
the next year or so for the development of land, polesth cards,
payment solutions, not to mention gains and overrides peaimi
to the Legacy group. . . . we don’t have any money to spgaak o
our account.

In February 2007 Fox left the scheme.
Collapse

In May 2007 Legacy sent a letter to investors advising thigime wind down of
the program as a result of the Commission staff inyason.

1 40 Rosiek attempted a new incarnation of the scheme, d@ltlednix. Legacy

investors were offered the choice of restitution dirrglover their funds into the
new scheme. Rosiek told investors that if they partieghat the new scheme,
there would be “no interruptions in gains” and the “Legdates would be
honoured.” Investors who chose restitution would lobac@rued gains.
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Legacy consultants generally discouraged investors fraepaiag restitution,
and only a few accepted. There is no evidence that aoyhdse restitution
were paid.

The whole scheme collapsed in June 2007 with the isstilne obtice of hearing
and the temporary orders.

B How the M anna scheme wor ked

Confidentiality

Confidentiality, and its importance, was a constaninéhé all forms of the
Manna scheme. No one could attend any presentation ¢ing)es be provided
with any information or promotional material by a Maraffiliate or consultant,
without signing a non-disclosure agreement.

The non-disclosure agreements used by Manna in its vdoious varied
somewhat, but all required prospects to keep absolutelydemital any and all
information about Manna for a five-year period. The agrents also purported
to make the signatory financially liable to Manna forhbiotentional and
inadvertent disclosure.

Investors testified that Manna told them that the nigolaisure agreements were
intended to prevent disclosure of any information to regidat®ne effect of the
non-disclosure agreement was that some investors failseek advice about an
investment in the Manna scheme, even from trusted frignfésnily members,
because it was prohibited by the agreement.

Investors testified that the non-disclosure agreenveaits not merely presented
for signature as part of a package. Rather, Manna repagses drew their
attention specifically to the obligations in the agreamand emphasized the
importance of confidentiality.

One investor recounted his experience when attemptingeo &Manna
presentation at the invitation of his consultant. Tiwestor was late, and was
physically barred from entering until his consultant, alyeaside, vouched for
him.

Affiliates and consultants

Manna used existing investors, called affiliates (under thadyephase,
consultants) to find new investors. It paid affiliates emdsultants a one-time
bonus of between 10% and 15% of the amount invested by thennestor, as
well as a monthly “override” equal to 2% of the amounested by the new
investor, as well as a monthly 1% override on the ammwested by any investor
brought in by the new investor.
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This multi-level marketing structure was the primary mdanahich Manna
attracted new investors from its inception until itdagede in June 2007,
especially once Legacy was established in April 2006.

Investors in Manna came in through the affiliates amglvants, and each
affiliate and consultant served as the contact reptaisee for Manna for each of
their investors. Fox was concerned about the nedtiddvianna affiliates to
deliver a consistent message about the Manna schemaskeld Rosiek for her
feedback on a memo he proposed to send Vaughan:

... some type of training is needed for all Affiliates. The
others are saying some strange things, | had one lady sag/
today . . . that she thought all the money put in Manratha
use pic] to buy silver. We can’t blame the affiliates, blhihk
we, perhaps more Di and myself, owe them an education i
the product and procedure. Hence, we would like to put on
an Affiliate training in about two weeks.

Manna conducted extensive training sessions for affil@tdsconsultants. Fox
and Rosiek wrote the contents of Manna’s training progoard affiliates and
consultants, administered the program, and did trainingpssgsersonally. Fox
and Rosiek spent many hours on this endeavour. AccomiRggiek, during one
period during the scheme, they were kept busy for 70 to 80 houegk,
preparing and delivering training sessions while keeping up witr etork
associated with the Manna scheme.

In the training sessions, Fox and Rosiek stressed the emgerbf consistency of
message, and the use of uniform language in dealing with imsestothat all
investors would hear the same information about the Machen®e from every
affiliate and consultant.

It appears that the training program succeeded in ensuringlierylef a

uniform message to investors. The investors who edtdealt with several
different Manna affiliates or consultants, yet thiera high degree of consistency
in their evidence about what they were told.

In the Legacy phase, Fox and Rosiek put restrictiorth@process of becoming a
consultant. Investors who wished to become congsltad to apply. If
accepted, the candidate was required to attend a threestgrsat the
candidate’s expense, and there was no guarantee tluandhdate would
ultimately be accepted as a consultant after conmgléhie training.

10
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What Manna told investors
Manna told its early investors that its objectives inclutieag-term and secure”
returns, and “a safe, secure infrastructure” to proteatngmabers’ investment.

Through websites and promotional material, Manna told ioveshat it earned
returns through investment in financial markets. FangXde, the Manna
Foundation website stated the following:

Manna Humanitarian Foundation deals in the most liquid and
lucrative market in the history of time: the trillionlido a day
stock market. Manna has aligned itself with a teaseatoned
market professionals that make highly skilled and profitabigng
and selling decisions that make above average daily, wesakdy
monthly returns.

Manna Humanitarian Foundation deals in many aspects of the
business and financial markets, including the Chicago Meleanti
Exchange S&P futures trading market . . . high yield daveat
trading, and the Forex markets. . . . We maintain apdiised
approach that has rewarded us with years of success, yet
continually mindful of capital preservation.

Manna Humanitarian Foundation has an annualized tradirgnhist
of profit returns not less than 20% per month (240% pel).year

During the early phase of the Manna scheme, investers promised a return on
their investment of 7% per month. Later, the promigtdrn was 5% per month.

Investors testified consistently that it was represgid them that Manna earned
its profits through trading in foreign exchange marketsipegenced and skilled
traders managed by McLeod. They were told that it wagtbfits achieved
through this trading that enabled Manna to offer consigtaigh returns. Manna
representatives told them that investors had historicadlgived annual returns of
125.22%.

In January 2006, Vaughan told affiliates that in the faR@d5 “we shifted our
focus from higher-risk, higher-return strategies to a nsoreservative, more
secure approach.”

Manna’s marketing tools included charts comparing an investimé/lanna to an

investment in savings accounts, GICs, term deposits, muin@d fand RRSPs.
The chart showed cumulative five-year returns on a $5,008tme&t ranging

11
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from about $1,600 to $6,000 for conventional investments, caupa about
$180,000 for an investment in Manna.

Manna also used a “Power of Compound Interest Chart” sigoan investment
of $10,000 in Manna at 5% compounded monthly growing to about $ichm
at the end of 10 years. At investor presentations, Megprasentatives
sometimes put up a poster with four lines: “End of YeardtQhe top, then
showing three large red dollar signs, then “In Your Ao, and at the bottom,
in green, “$3,570,465.00".

The investors heard these representations from McLeagyhéa, Fox and
Rosiek, and from Manna affiliates and consultantayastor presentation
meetings in hotels and restaurants and at Rosiek’s house

Investors identified McLeod, Vaughan, Fox and Rosiek aggahts in one or
more investor presentations. They testified that MdLaxd Vaughan made
representations to investors individually and in groups aeptasons.

Investors also testified that Fox and Rosiek made remtigg®ens about Manna’'s
trading program, its returns, and the trust structuree Méanna Foundation loan
agreements describe the trust as “a simple procedsahdieen arranged in order
to meet legal requirements. The result will be 100%pd@amce with securities
laws with no effect on your financial outcome.” Selenvestors testified that
they would not have invested in Manna had they not beeneaisthat the scheme
did not contravene securities laws.

Manna told investors that some of its profits were sparttumanitarian and
charitable causes. For many investors, this was an famdactor in their
decision to invest.

The “private common law spiritual trusts”

The trust structure was concocted by Fox in hopedatialg the Manna scheme
to operate outside the framework of the Act. Undessthecture, each investor
would have a trust that would make the investment, insiete investor
investing as an individual.

The trust documents Fox created required the investtatethat he or she
believed “in a God pursuant to the preamble of the Candslil of Rights.” Fox
and Rosiek told investors that the Canadian Bill of Bigilowed them to
“steward the gifts of the creator” in any way thewd#, as a practice of their
religion.

12
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Vaughan, Fox and Rosiek explained to investors that tisemdar establishing
the Foundation and the accompanying trust-based structure wasammodate
securities laws.

The documents purporting to create the trust identified Glefstnerican as the
trust grantor and the investor as the trustee. The origust property was a
silver dollar provided by Central American, mounted in a pbaticontaining the
trust document.

The beneficiaries of the trust were named by the invastde loan agreement
with Manna (in its Manna Foundation and Legacy fornManna told investors
that the beneficiaries would get the benefit of thisttonly if the investor died; as
long as the investor was alive, he or she retaineddulirol over, and the right to
use, the trust’s funds. Manna told investors they coldaigd the name of the
beneficiaries any time, and that the beneficiaries me¢ know that they were
beneficiaries.

Documentation, statements, and payments

Manna described investments in Manna Trading Corp. ass’laa “notes”. In
the Manna Foundation and Legacy forms, an investment vgasilkd as
“stewarding the gifts of the Creator”. The amounthaf investment was
described as the amount “stewarded”, although the agreeowained a
paragraph stating that “this document comprises a prorgiasée pursuant to
Canadian law.”

The so-called loan agreements or notes varied in soradsdcest the Manna
scheme evolved through its various forms, but all had éatufes in common:
the investor provided a principal amount to Manna for a pefad least a year,
and Manna promised to pay a return of 5% or 7%. In sosesc8&lanna offered
investors the option of receiving monthly payments or leathegnterest to
compound in their accounts.

Although Manna sometimes described the investments as, ho¢éeagreements
investors signed contained no unconditional promise tograyjn many cases
were not signed by any of the Manna entities.

When Manna first started, investors made their investnigngsving Vaughan,
directly or through an affiliate, cash, gold, draftg] aertified cheques made out,
because Manna had no bank accounts, to third party enttasyhan forwarded
the deposits to McLeod.

13
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Vaughan used contributions from new investors to pay hisysatepay
commissions to affiliates, and to pay existing investioeg returns and principal
repayments.

Initially investors were paid their monthly returns, cossions and overrides by
cash or by draft. As the number of investors grebedame a challenge to
manage the volume of payments. Manna eventually adepdedit card system,
involving the services of World Money Online, World Credaw, and
hyperWallet.

hyperWallet has a global payments platform that esdgnénables its customers
to wire a lump sum payment and have it loaded onto pre-phiticdeds. World
Money On-line was a hyperWallet customer that had relecdhyperWallet's
technology. World Credit Now had a merchant agreenvéhtWorld Money
On-line, and was the ultimate interface with Manna aeghlcy.

Through the use of these entities, Manna established plesoand opaque
payments process that allowed it to move large amoumigstf undetected.

Manna sent statements of accounts to investors sholamgéturns. The return
information was fictional and not based on Manna’s acttalns. The returns
shown on the statements were generated simply by adspes formula based
on the promised return.

C Online gaming and real estate

Tropical Poker

In 2005 Perkinson was seeking financing for an online gaming basiaed
Tropical Poker that was being developed through a company ¢xdlens
Entertainment Group, S.A. in Costa Rica.

In 2003 and 2004 Perkinson had been involved in a previous projestabbigh
an online gambling venture. That project failed, and Troplokler was an
attempt to restart the project. Perkinson was workirlyg avJason Wilkes.
Perkinson had a dormant British Columbia company fronegiqus business,
and they used that as the management company for Tr&okat, changing the
company’s name to Dragon Interactive Media Inc. in K@@5. Dragon was the
company that employed the technical staff for the project

A Vancouver businessman agreed to help Wilkes and Perkiogorance the
project, and an investor from California committed finagci However, during
the spring and summer of 2005, these sources of financlray@y. All of a
sudden, Wilkes and Perkinson had no financing for the project

14
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One of Perkinson’s former employees was Cameron-Bl&tie knew Perkinson
was looking for financing for Tropical Poker. In OctoB&05 Cameron-Block
put Perkinson in touch with Rosiek and McLeod. McLeod \Widites and
Perkinson a number of times, starting with a dinnegting at Rosiek’s attended
by them, Rosiek, and Cameron-Block. By the end of thetimd/icLeod had
agreed to invest in Tropical Poker. Rosiek must have hawma in the outcome.
In an email, Perkinson thanked her “for all the helpringing Mick to a place of
comfort in our project.”

In October 2005, McLeod provided the project with $150,000 in fimapeind
another $150,000 in December. He told Wilkes that he wéagMib invest
another $500,000 if the terms were right.

By the end of 2005, Tropical Poker was in beta testing ped @r free play. In
January 2006, McLeod told Perkinson that Manna had decidedaisifivinto
other businesses, and that he had identified online gamingasrdial source of
good returns.

McLeod told Perkinson that Manna would invest in Tropickd? through
Dragon, which Manna would control. Manna would purchasg@rdy the end
of January 2006, and in the meantime Perkinson would stag signing
authority on Dragon’s bank accounts. Dragon would digbfunsds as instructed
by Wilkes and McLeod.

Perkinson agreed. He says he was the finder, and Ma@mavestor.

Manna bought Dragon as of January 31, 2006 as agreed and nfaige its
investment in Tropical Poker with a deposit of $100,000. Mclmothised
another $600,000 within a week. The funds did not comeketiluary, when
Manna transferred $100,000, and March, when the remaining $500,000 was
deposited. Inthe meantime, Tropical Poker had runfozdsh, and Perkinson
deposited funds to Dragon from his personal brokerage actmm#et Tropical
Poker’s cash requirements.

McLeod told Perkinson that to avoid future delays, Mannalgvimstruct
investors to deposit funds directly to Dragon. He altr ldirected Perkinson to
transfer funds to debit card providers and to other recipigmisiding a Costa
Rica real estate lawyer.

Beginning in late February 2006, Manna instructed investors to pakaents to
Dragon. Perkinson deposited those payments into Dragoceosiats and
continued to pay Tropical Poker expenses out of those asconithe
instructions, he says, of Wilkes and McLeod.
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On March 13, 2006 Tropical Poker announced its official openfitegkinson
emailed Rosiek on March 11 to tell her about it.

Manna spent at least $3.4 million of investor funds apital Poker, which
ultimately failed.

Costa Rica real estate
While Tropical Poker was underway, Perkinson was algwasted in investing in
Costa Rica real estate and was seeking financing for that

Perkinson told Rosiek that if she were able to lofiagacing for his real estate
ventures, he would pay her a finders fee.

In May 2006 McLeod and Perkinson were in Costa Rica. éddLhad come to
meet Wilkes and inspect the Tropical Poker operationkifdem had talked
previously to McLeod about real estate opportunitiesast& Rica and McLeod
was interested in looking into them.

Perkinson showed McLeod a property and introduced hinCtosga Rica realtor
and developer. McLeod became interested in purchasingpesgerties for
development as an investment opportunity for Manna. Mspeat at least $1.4
million of investor funds on real estate in CostaaRRiacluding two large
development properties.

D Reality of the scheme

The Manna scheme was a sham. A few investors receiveitiad payments
they expected. Some received a few monthly paymentsduabtiget their
principal back. Many received nothing.

There is no evidence that the currency traders existefttioey did, that they
were given any Manna funds. There is no evidence thatlanya funds were
invested in any of the markets described in the Manna promadimaterial.

We received a report from Dr. Peter Klein, who alstfied. In addition to a law
degree and a Masters in Business Administration fronutireersity of Western
Ontario, Dr. Klein has a doctorate in finance fromtmaversity of Toronto. He
is a Chartered Financial Analyst, a Chartered BusiNaduator, and a Certified
General Accountant. He was an investment bankesefeen years and is
currently the portfolio manager for an investment furat gpecializes in hedge
fund investments. He has over 11 years of teaching aedneh in finance and
has published extensively on finance and other subjects.
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9 100We accepted Dr. Klein as an expert in the areas ahatienal banking and
trading for the purpose of providing opinion evidence in tlaihg.

1 101The following summarizes Dr. Klein’s report and his aestimony:

It is not possible to generate returns to investors obb6%ore per month in
Canadian or US currency on a consistent basis thrisadimg or investing in
any financial market. He bases this conclusion both imgiptes of financial
theory and empirical studies.

Financial theory includes the principle of the tradebeffveen expected
return and risk — investors seeking stable returns accemrhigk only if
compensated by higher expected return. Financial thésmrysays that
although very high returns are possible for brief perieffgient markets that
reflect in prices all relevant public information precludturns that will “beat
the market” on a risk-adjusted basis over the long term.

In short, financial theory would say that as the retocreases, the incidence
of consistency of those returns decreases.

This was borne out by his empirical research of thame of 277 hedge funds
with active trading strategies in futures and foreign argle markets over the
three-year period 2005 through 2007 and over the 15-year period 1994-2008.
During the three-year period, 146 of those funds generatezhthly return of
more than 7% at least once; during the 15-year period, 206.did s

During both periods, only 2 produced six consecutive monthlyngtfrmore
than 7%, and none produced 12.

Dr. Klein concludes, “I am not aware of any legal tngdor investment
opportunity which would have been able to generate astensireturn of 5%
or more per month in Canadian or US currency during the 202607 period

”

1 102In other words, not only did Manna fail to pay the returpsomised investors, it
is impossible to earn consistent returns on that skkedegh legal means.

E

Where the money went

9 103The evidence includes a Commission staff analysis dfidmena scheme’s
financial activity and cash flows. The objective lnd tanalysis was to account for
the $16 million investors placed with Manna.

1 104Commission staff reviewed thousands of bank records, cheduadts, wire
confirmations, and investment documents. The analysschallenging:

Manna did not keep proper accounting systems or financiatds

Instead of establishing proper banking arrangements foches®’s financial
activity, Manna used accounts owned by other individual®gaocations
Manna and the individual respondents conducted a signifocation of their
business transactions in cash
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= Many relevant records were located in Costa Rica, dritsi the
Commission’s jurisdiction

= Many investors were reluctant to cooperate with the inyatstin because of
the non-disclosure agreements.

1 105During the relevant period, more than 80@estors participated in the Manna
scheme, investing about $16 million, including at least $2001000st fees.
Manna received cash from no other source.

9 106Commission staff were able to trace the movement of 80#vestor funds
through numerous bank accounts in British Columbia anteé@isa, but could
trace only 58% of the investor funds to identified recifse

1 107We have summarized the key results from the Commissadhanalysis into the

table below:

($000's)
Funds provided by investors 16,075
Disbursement of funds
To trading losses 26
To investors 3,045
To Tropical Poker 3,396
To real estate 1,414
To respondents 932
To miscellaneous 438
To unidentified recipients 3,624
Untraced 3,202
Total disbursements 16,075

Trading Losses

1 108In July 2005 McLeod transferred $60,000 of Manna funds into Insopal
trading account. The funds were used to buy and sell0S&pmini S&P 500
Globex” contracts, resulting in a net trading loss of 826, McLeod transferred
the balance of funds remaining in his personal accagok to Manna in August
2005.

Payments to Investors

1 109Commission staff traced about $3 million that was paiflanna investors,
primarily through debit cards. This amount excludes any patgtkat were
made in cash. Itis unclear from the evidence what podfidhe payments
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covered monthly returns, commissions, or repayments gipal. This amount
also includes payments to some investors who provided admivstservices to
Manna.

1 110Payments were often made directly from incoming cadlected from new
investors. A few payments were also made from Ros@kis&aughan’s personal
accounts.

Payments to Tropical Poker

7 111The largest portion of investor funds, $3.4 million, wentards the development
of Tropical Poker to cover administration, staff, andwgafe development
expenses.

Payments for real estate
1 112Manna paid at least $1.4 million for real estate developsria Costa Rica as
described above.

Payments to the respondents
1 113Commission staff traced payments from Manna totallingia$632,000 to the
individual respondents as follows:

($000's) Debit Card Trust Total
/Other Fees
McLeod 110 - 110
Fox 142 60 202
Rosiek 402 111 513
Vaughan 40 - 40
Perkinson 67 - 67
Total 761 171 932

1 114Rosiek claims that funds she received through her dabit che used to pay staff
salaries, consultants, and other investors whose wands not work. She also
claims that the trust fees paid to her include reimbursefoethe scheme’s debit
card fees.

1 115The payments to Perkinson appear to be reimbursements$onpkfunds
invested in or expended on behalf of Tropical Poker.

9 116The amount in the table is not necessarily a compéetard of the payments
Manna made to the individual respondents. It is possiblkea portion of the
untraced cash transactions, mentioned below, wergajsuents to the
respondents.
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Miscellaneous payments
1 117Manna spent $438,000 on credit card balances, yacht chaebitscard
processing fees, and other expenses.

Payments to unidentified recipients

1 118Manna spent $3.6 million, mostly from its Costa Ricecamts, to unknown
recipients. It is likely these funds went to Tropaker and Costa Rica real
estate.

Untraced

9 119Commission could not trace $3.2 million, of which $2.6imil represent cash
transactions. It is possible that some of these fwaie paid back to investors as
monthly returns or commissions — Manna often paid investarash. If all of
this cash was returned to investors, then the amount Maddo investors
would total $5.6 million.

F Activitiesand conduct of theindividual respondents
9 120During the relevant period, none of the respondents egistered, nor did any of
them file a prospectus, under the Act.

McLeod
Role

9 121McLeod created the Manna scheme. Vaughan described Malseihe “central
figure” and “mastermind” of both the Manna and Legacy vessaf the scheme.
This is consistent with the evidence.

1 122McLeod set the terms of the loans throughout the operafithe scheme.
McLeod ostensibly had the connection to the fictitiousency traders.

1 123Nothing happened in the Manna scheme without McLeod’s knowlzalde
consent. He directed Vaughan's work. He was the oné#tbato be convinced
to adopt Fox’s trust structure for the Foundation. Whexand Rosiek wished to
form the Legacy version of the scheme, they had twhragreement with
McLeod.

Representations to investors

1 124McLeod told investors, individually and in groups at Mannaguegions, that
Manna promised monthly returns, sometimes compounded, of 5% cand
explained how Manna’s enormous profits from foreign awydrading made
those returns possible. He also made representations ldlanna’s historical
trading profits and investment returns through the Mannaiteebs
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1 125The Commission issued an investigation order in March 28§a@November,
McLeod was aware of it. In December 2006, he wrote tcstove telling them
that their funds “are safe and working hard. Mannaadareeand solid. The
future is bright for all Trustees involved in our program.”

1 126McLeod told investors that the Manna scheme was conplitim the Act, and
referred to the exemption described in section 46(d). lderteestors that the
Commission had no jurisdiction in the matter, and imatstors could not talk to
Commission investigators because it would violate thedhsriosure agreement,
and would be contrary to the “British Columbia Privamt.” [sic]

Fundraising; handling of Manna funds; enrichment

1 127McLeod participated in raising funds from investors by appeamagspeaking at
Manna presentations to investors.

1 128McLeod and Rosiek directed the disbursement of all@fuhds investors placed
with Manna, other than the trust fees investors paid tar@leAmerican. All of
the proceeds from investors went to him, or to entitiecoounts that he or
Rosiek controlled.

1 129McLeod invested the Manna funds in Tropical Poker andtspen Costa Rica
real estate. He took Manna funds for his own personddyisettling his personal
trading account at a brokerage firm and by paying his persapahses.

9 130McLeod received at least $110,000 in direct payments fronmisla

Vaughan
Role

1 131in late 2004 McLeod hired Vaughan as Managing Director, Mei@bgevices.
Vaughan drafted much of the Manna scheme’s promotionalialsded investor
documentation. He assisted with the non-technical aspéthe Manna scheme’s
website design and improved its content. Vaughan processgestor loan
agreements (sometimes signing them on behalf of Manna).

1 132Vaughan decided whether an investor qualified as “friend oityfanHe received
funds from investors, gave the funds to McLeod, kept investmrds, and sent
out account statements to investors. Vaughan also mattegeslationships
between Manna and the affiliates and directed prospeantrestors to the Manna
website.

1 133Vaughan was also responsible for Manna’s accounting. Mtkkowed

Vaughan what purported to be reports from the tradEnge. names of the trading
firm and the individual traders were blacked out. Tip@res showed returns from
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trading that supported McLeod’s claim that Manna was egmaturns of 20%
per month, but Vaughan says he never saw any bankingesrfiotéincial records
that reflected Manna’s investments, its returns, orciigad profits, nor did he ask
to see them.

9 134Iin August 2006, Vaughan resigned from Manna. He objected fortimation of
Legacy, in part because he disagreed with that strategpntinuing to grow the
business. He says his approach from the start of hitvemment is that growth
should be slow and controlled. He was also of the Wew Fox and Rosiek were
not complying with their agreement and that Manna investers being moved
to Legacy. When he confronted McLeod with his concerrd,ddd became
“irate”. “I've never seen him quite like that,” heysa

Representations to investors

1 135Vaughan told investors that Manna’s objectives were &r ¢dhg-term, secure
returns and to create a safe secure infrastructure to piloéeovestments. He
told affiliates that Manna had switched from a high-riggh-return philosophy to
a more conservative, more secure approach.

1 136Vaughan helped create the promotional material that deddvieena’s trading
business, its history of profits, and the returns itsstores had experienced.

1 137Vaughan promised investors returns of 5% or 7% per month.

Fundraising; handling of Manna funds; enrichment

1 1380ne of Vaughan's primary responsibilities was fund-raisiHg. arranged
presentations, followed up with prospects, signed up investodstook their
deposits. He gave investor contributions to McLeod.

1 139Vaughan used contributions from new investors to pay hisy§$2r000 per
month at the start, later $8,000), to pay commissionfitiatas, and to pay
existing investors their returns. Vaughan received at #&%0,000 in direct
payments from Manna.

Requlatory history

1 140Vaughan has a regulatory history with the Commissiont-elbruary 1999
Vaughan entered into a settlement agreement with g@uaxe director in which
he admitted to trading and distributing securities with@inidregistered or filing
a prospectus under the Act. He agreed to an order denying hireetlud the
exemptions under the Act until the later of one yeamfthe date of the order and
the date on which he paid penalties and costs of $5,000.sélaradertook to
comply with the Act. He has not yet paid all of femalties and costs, so the
order remains in force.
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Fox
Role

9 141Fox concocted the so-called “private spiritual comnawn trusts”. He did so in
order to bring Manna’s distribution of loan agreementsoimpliance through the
exemption in section 46(d). Once the trust structureinvpice, Fox told
investors, directly and through affiliates and consultahtg it made the Manna
scheme compliant with securities laws.

1 142Fox, who was concerned about the need for the Manitiate# to deliver a
consistent message about the Manna scheme, proposed atoediac affiliates
“in the product and procedure.” With Rosiek he created andeded the training
programs for affiliates and consultants.

9 143Fox worked with Rosiek to create the Legacy versiomefscheme. In late 2005
Rosiek sent a note to Fox:

Are you still considering offering to be the front man ftéanna?
If so, what is that worth?

For $70,000 and an ongoing $500 per new member, we have
given them longevity and the opportunity to bring in unkedit
clients. Cheap at the price. Now to take it a stefhdurand allow
them to basically sit back and collect the fruitsrirtheir labours
with no risk, to me this is priceless. Give it someutght . . .

1 144lt appears that Fox agreed with Rosiek’s idea that sheyld be more

aggressively engaged in the Manna scheme. In a December 28i0%oeRosiek,
he said:

Thanks for email. How did you feel about our meetindnwit
[McLeod]. . . . Let's ramp this puppy up, high octane, sixrghem.

9 145In April 2006 Fox wrote to Vaughan about the use of an “agagogement” to
establish the Legacy program:

As we discussed, the lineage of Manna traces back tm&/farading
Corp. in the British Isles, which takes the wholeghio another
continent of origin. This is very good and can be useit@ntage
in the process of creating the isolation of all partia this continent.
If everyone is operating only by “Agency Agreement” thenhave
effectively severed responsibility. . . . It's a vetgver way to cover
your arse.
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There are two elements which must be proven in ordex fiaud
conviction to be found. They aractus red[sic] and mens rea

The first is a guilty act, and the second, (actuallyerggnificant)
is a guilty mind.

... If something happened with the program and you weraliet
to meet obligations, you would hagetus rea but if you could
effectively show due diligence, you would not be guiltgdese

of the lack of thenens reacomponent. . . .

... lam proposing a parallel or ‘shadow’ program. sThi. affects
you in a number of ways, which I think you will find pog:i

2. Should any legal issues arise within the current pnogyau

will have a fall back position with everything in place tontinuity
and distribution of funds, i.e., reduced likelihood olushappy client
pressing charges, and of courseehs rea

1 146Fox knew about Manna’s investments in Tropical PokerGosta Rica real
estate. Under the April 2006 agreement with McLeod tlestted Legacy, he and
Rosiek obtained the right to acquire shares in Tropioakr.

9 147He and Rosiek travelled to Costa Rica three times in 280@larch 2006 Manna
Foundation directors’ resolution certified by Fox (in KieMordie persona)
purports to approve an investment of $500,000, and to ratify astiment of
$100,000, in Tropical Poker in exchange for shares in a Hahtestainment
holding company. The resolution is in an unsignedfaate from Fox (in his
McMordie persona) that the resolution was passedeiphione meeting of the
directors held on March 6.

91 148This resolution is consistent with the investments &t made in Tropical Poker
in February and March 2006. The inescapable conclusibatiox knew about
Manna’s investment in Tropical Poker in March 2006.

9 149In September 2006, Fox and Rosiek sent an email to McLend abtivities in
Costa Rica and Perkinson’s role. This is an excerpt:

Our direct responsibilities are to the flow of funds .we are
fully on board with this project and need everyone pteseall
times so that when opportunities come up we can act tineom
immediately . . . would you be able to . . . find out tia¢us of all
accounts: DIM, LCI, LTI, and any others.
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9 1501t is clear from McLeod’s response that this relatecetd estate:

| think that we should insist that . . . Robb . . .unld us as
shareholders of each corporation holding land, anaf. the
new corp being formed to hold all the land corporations.

1 151In October 2006 McLeod, Fox and Rosiek entered into anggraent with a
Costa Rica law firm to receive and disburse fund®mmection with real estate
transactions, among other things.

1 152Fox left the scheme in March 2007. By then the Comansavestigation had
been underway for over a year, and the scheme wad mgney. He says he left
because his relationship with Rosiek had deteriorated, ledaysart, she was “a
very fiery person” with “a lot of anger in her.” Haid he was also “not too clear
on how straight she was handling the money.”

Representations to investors
1 153Fox was an affiliate and brought investors into the s&heln doing so, he made
representations about Manna'’s business and the returffesréd.

1 154In creating and delivering the training programs for afésaand consultants, he
indirectly made representations to investors who hearnd &fdiliates and
consultants what Fox had taught them to say.

1 155At almost the same time that Legacy was formed, tivere problems paying the
Manna investors. By late May 2006 Rosiek was, she sayg) her own funds to
make payments to investors. Rosiek emailed McLeod askinmgdoey, saying
“If we don't keep the home act together it's going to lgegsbblems for all.”

1 156Yet in July 2006 Fox sent a message to Legacy investdnsg tislem that “the
final little pieces are now in place and we are haamgry successful quarter, far
beyond our expectations.”

Fundraising; handling of Manna funds; enrichment
1 157Fox assisted in the fundraising process by his participatiowvestor
presentations and by training affiliates and consultants.

1 158Fox became a Manna affiliate, apparently at Rosiek’s stigge He brought in
$235,000 in investor funds. Rosiek says that she and Foxgtihthe
consultants, raised about $10 million through the Legaayrpro in 15 months.
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1 159Investors paid Fox fees for the trusts. Original Mamwastors paid $250 when
the Foundation was established. The fee then went tq $48Qhen to $650 in
the Legacy phase. Fox split the fees with Rosiek.

9 160Fox received at least $202,000 in direct payments from Mamziading $60,000
in trust fees.

Rosiek
Role

1 161Rosiek played a central role in the Manna scheme.oAdth in her interviews
and affidavit evidence she attempts to portray her rofeeasly administrative,
the evidence as a whole shows that she played a sagttificle in the scheme.

1 162Rosiek hosted many Manna events at her house. Shdaptvecipated in
presentations at investor meetings. After an invesgmting in December 2005
about the creation of the Manna Foundation, Vaugharese@email to Manna
investors, saying, “Last night’s special Club event wemnded by over 120
Members. Many stayed well after the official ending aantinued to glean
information from Byrun and Dianne.” Later in the rimrvVaughan sent another
email to investors telling them that they should canfax and Rosiek for
information about “any aspects of the trusts, i.e.,iegpbdns, procedural and
philosophical questions, payments, etc.” and provided contactriafion for Fox
and Rosiek.

1 163Rosiek played an important role in the formation ofManna Foundation. Fox
paid Rosiek a finder’s fee for introducing him to Manna. 8@&ameron-Block,
who introduced Fox to Rosiek got wind of it and asked felnae. In replying to
this request, Fox said:

In my opinion, | actually owe the finders fee to the parthat
made it happen, and that was definitely Dianne. Shelveas t
driving force that pushed it through. As a result, theigmrt
involved have benefited greatly from the energy she invested.

1 164The fees investors paid Fox for the trusts he sharedReitiek because, he said,
they had “partnered up” on the trust business. He saiblegewas to market the
trusts.

1 165t seems Rosiek was always thinking about ways to maxingz@nd Fox’s profit
from Manna. In January 2006 she emailed Fox:

We need to make you an affiliate with Manna. In ordeeteive
commissions you must have an active contract. he.clirrent
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amount is $5000.00 but David might allow a lesser amount. You
will have to negotiate that with him. As | am your k#fe that
introduced you to Manna, | (we) will receive 10% (15%) oninftel
investment and 2% per month (and a potential 1% per mongéh onc
the dust settles with our relationship with Mc).

If you (we) have to invest the $5000.00 it won't be a tatss| | (we)
will receive $500 ($750) up front and $100.00 per month for the life
of the contract. You (we) will also receive 7% pemiioas per

the fee structure currently in place with Manna.

This will in the long run serve us as we will put all ttants through
you and hopefully be able to capitalize on the 1% override

1 166Rosiek got the ball rolling on the formation of Legacyasking Fox about his
continuing as a “front man” for Manna, and suggesting %e tiie circumstances
some thought. She was equally involved with Fox in the meguts with
McLeod that led to the creation Legacy.

1 167Rosiek apparently wielded some authority in the scheaftdgs. Before sending
his note to Vaughan about the need for affiliate traingsgi®ns, Fox sought her
feedback. Once the training project was a go, Rosiek,Reixih planned the
content of the affiliate and consultant training s&ssj and participated in the
delivery of the training sessions.

1 168Near the end of April 2007 “Legacy Administration” senietéer to its
consultants telling them about the Commission investigatThe letter asks
them, if contacted by Commission investigators not tarnetnessages or, if
contacted directly to refuse to talk to them. A dréthe letter was sent to
Rosiek, as well as McLeod, for approval.

1 169The experience that Keith Young had in dealing with Rogie&s an insight into
her role in the scheme.

1 170Young is a Calgary business consultant on matters rafrgingsystems
integration to general business issues. He has computgapnming and public
company experience, having been the chief financial ofitarTSX Venture
listed company for three years.

9 171In 2006, Young’s largest client was a Craig McMorran, @&l businessman.

McMorran heard about Manna from Perkinson, a friendtMifran asked Young
to check it out.
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1 172Young attended a Manna promotional meeting in Calgary atd/aughan, Fox,
and Rosiek. He listened to the presentation and askedaqsestie did some
research and discovered that Vaughan admitted to cenirgvthe Act in a 1999
settlement with the executive director.

1 173Young concluded that Manna was a Ponzi scheme and advidédrian not to
invest. McMorran ignored his advice and invested $40,000 in Manna.

9 174McMorran was soon frustrated with his investment. ikkgstment in Manna was
arbitrarily transferred to Legacy and it seemed that Lyygaald not produce a
statement showing the status of his investment. He a&&kawlg to assist Legacy
in setting up an account statement system.

9 175Despite his reluctance to be involved with the Manna seh&imung agreed to do
so, for McMorran’s sake.

1 176Shortly afterwards, Young received instructions by emarhfRosiek and Fox.

1 177In carrying out his work, Young took his instructions priryafiom Rosiek and
worked at Rosiek’s house in an area adjacent to st déoung says she had
files with all the signed investor contracts in tharher desk. She also kept
binders with records of the investors, their investmemtisraaturity dates, and
who their affiliate was. He described Rosiek as ‘i3 veell-organized
individual.” She had also prepared an Excel spreadsheet eayydigding
imported into the database he was creating to generagedbant statements.

1 178Young’s discomfort in working on the Manna scheme castthand he put off
working on the project. Rosiek called McMorran to put gues on Young to
finish the job.

1 179Ultimately, Young designed an Excel spreadsheet and dbstatement for
Legacy’s use. Investors’ funds were on one-year tetfrtbe investor failed to
redeem their funds, the investment automaticallydodiver for another year.
Rosiek told Young to design the form so that the redempinoing and procedure
would not be obvious to investors. Like Vaughan’'s statésnéime Legacy
statements calculated returns simply by multiplyingatpeed return by the
amount invested, on a compounding basis.

1 180Rosiek knew about Manna’s investments in Tropical PokeCarstia Rica real
estate.
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1 181Rosiek knew about McLeod’s initial investments in Tropicaké& in October and
December 2005 — Perkinson was grateful to her for herrrgdersuading
McLeod to invest.

1 182In February 2006, on McLeod’s instructions, investors wetldnggayment
directly to Dragon. As a Manna affiliate Rosiek woulawn as a result of those
instructions, that that investor funds were being funnetiedTropical Poker.

1 183Given how closely Fox, Rosiek and McLeod were workirggetber in March
2006 (the formation of Legacy was imminent), it is incovedele that Rosiek did
not know about the $600,000 Manna Foundation investment icBld?oker.

1 184Fox’s and Rosiek’s knowledge that Manna was investingapical Poker could
explain why the April 2006 agreement with McLeod that @édtegacy gave Fox
and Rosiek the right to acquire shares in Tropical Poker.

1 185In September 2006, Rosiek directed Wilkes to disburse fuadsliegacy’s
account to Dragon and to real estate deals. In OcRili¥ she sent funds from
the Legacy account to a Costa Rica law firm in conoaatiith a real estate deal.

9 186An October 17, 2006 to-do list of Rosiek’s relating to Mabnsiness includes
the signing of one real estate transaction and the payh&456,000 toward
another.

Representations to investors
1 187Rosiek was an affiliate and brought investors into thes®. In doing so, she
made representations about Manna’s business and the rietffased.

1 188In creating and delivering the training programs for afésadnd consultants with
Fox, Rosiek indirectly made representations to investocshelard from affiliates
and consultants what she and Fox had taught them to say.

Fundraising; handling of Manna funds; enrichment
9 189It is clear from communications among Fox, Rosiek antdédd that she took her
fund-raising responsibilities with Manna seriously.

1 190In McLeod’s panicky email to Rosiek for funds at the ehdanuary 2007, he
said:

We are all aware of and are proud of what you (Legacyg ha
accomplished over the past year. Not only have you picked up
the ball where Manna dropped it, but you have continued (@ kee
the wheels of our vehicles (poker, cash cards, paymértioss,
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and land projects) on track. A job well done, and weesily
thank you. Without your efforts and accomplishments,lohg
term picture of what | had in mind 3 years ago would beiderably
different from what it is today.

1 191Rosiek personally brought $17,000 of investor funds into Mannasgsdisat she
and Fox, through the consultants, raised about $10 milimugh the Legacy
program in 15 months.

1 192Legacy investors gave their funds to Rosiek, who deposatew® of them in a
bank account in Vancouver. Rosiek also bundled drafts lfiegacy investors
and couriered them to McLeod in Costa Rica for depoRibsiek kept investor
records, issued account statements, and made paymentsstonisveShe also
controlled the cash flows in the Legacy account. éxample, she sent $675,000
to hyperWallet, and sent $578,000 to a Costa Rican law diriomid a real estate
project. Rosiek also kept track of due dates for Mannalsdspg commitments
and directed McLeod to make payments as they came due.

1 193At almost the same time that Legacy was formed, tivere problems paying the
Manna investors. Rosiek emailed McLeod asking for moseying “If we don'’t
keep the home act together it’s going to be big problemdlifor a

9 194In 2007 Rosiek sent Manna records to Costa Rica.

1 195Ro0siek split the fees investors paid Fox for the tru€isginal Manna investors
paid $250 when the Foundation was established. The fee g@rriov$450, and
then to $650 in the Legacy phase.

7 196Rosiek received at least $513,000 in direct payments from Mamhaging
$111,000 in trust fees.

Perkinson

1 197Perkinson became involved with Manna through a friend wé® avManna
investor and affiliate. At the friend’s invitation, Person attended a Manna
presentation and decided to invest. He understood that Manrsness was
foreign currency trading. He says he invested $15,000 in &fmrhis own
account in three instalments, two in August and or@citmber, 2005. He has
received no interest payments and his principal has eot flepaid.

1 198Perkinson, although named as a Manna affiliate, sage&dh®ot act as one and did
not bring anyone into the scheme.
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1 199In November 2005 Perkinson heard about the creatioredfdlindation from Fox
at a dinner at Rosiek’s house. Over the next few wieekseard more about it
from Vaughan, Fox and McLeod, and understood a major Vaecdaw firm
was involved in setting up the structure. By the timRadiek’s Grey Cup party
on November 27, when Fox and McLeod asked him to sighdbadation’s
articles of incorporation as a director, he believeda$ legitimate. He was
nevertheless uneasy about acting as a director, ah&d&lhe wanted to be able
to resign soon. The Foundation accepted his resigragion January 1, 2006.

9 200In late March 2006 Perkinson was with McLeod when McL&dadl him he had to
meet Fox in Langley to open a bank account for the FdiemdaMcLeod told
him this account would replace the Dragon banking arrangtsraad once
opened, Perkinson would no longer be signing officer f@agbn, as they had
previously agreed.

1 201Fox didn’t show, and McLeod asked Perkinson to sign instekdagreed on
condition that Fox replace him within a few days.uhed out that the account
was open only about month and was mostly inactive. ®Rskidid not sign any
transactions.

9 202Perkinson incorporated companies in Costa Rica and ogenedal bank
accounts in Canada and Costa Rica for various entgiated to Tropical Poker
and Legacy. He facilitated millions of dollars of dejp® and payments through
the accounts, which he says he did on McLeod'’s instngtidVilkes’ assistant
admits to having conducted transactions in some of thesei@s without his
instructions while he was absent due to illness. Thetassslso admits to
having forged Perkinson’s signature to open a Dragon bank adodbosta Rica
with Perkinson as the sole authorized signatory.

1 203Perkinson says that in 2006 he attended several meetitiggax and McLeod at
a major Vancouver law firm relating to the formatidrianna.

1 204In September 2006 Wilkes and Perkinson met McLeod. McLepeessed
dissatisfaction with Wilkes’ running of Tropical Poker, aaid he wanted more
shares and control. He demanded that they keep Fox arek Rappy by giving
them shares in Tropical Poker. He upbraided Perkinsaelfmg Fox and
Rosiek about Manna’s real estate investments becaeygevdre now demanding
a share in them. Perkinson says he ended his redaijowith McLeod then and
there.

9 205Perkinson says that until McLeod’s involvement in 2005 umeléd Tropical

Poker’s expenses from his own resources and with fundsdrCalifornia
investor. Even after Manna funds became a source of @i funded
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expenses. Perkinson estimates he paid over $260,000 in expdatabsto
Tropical Poker between March 2005 and October 2006. He doésspute the
executive director’s allegation that he was paid $85,000 durinipVolvement
with the projects between October 2005 and July 2006. ffiisvat includes an
itemized list of the amounts he was paid. They arexpénse reimbursement,
except a $3,000 finders fee he paid to Cameron-Block fordatiag him to
McLeod.

G Investor witnesses

1 206Eleven Manna investors, all residents of British Coliantestified at the hearing.
They described how McLeod, Vaughan and Fox structured tkestiment, how
McLeod, Vaughan, Fox and Rosiek represented the investontrg investors,
and the roles played by each of them.

Investor A

1 207Investor A is a 69-year-old retired widow. She and herdmgslinvested $5,000
in Manna in November 2005 after attending an investor pras@miput on by
McLeod and Vaughan. They told the couple that they weald 7% per month
on their investment. Investor A and her husband invesiether $15,000 in
March 2006.

1 208Investor A’s husband became ill, and Fox, who knew hinh walled her daily to
inquire about his condition.

1 209The husband died. Fox let Investor A know that he imaslved with the Legacy
phase of the scheme. Knowing her husband had believetth¢hslanna
investment was safe and was going to provide for heene¢int, she asked Fox if
she could invest in Legacy. He initially demurred, thinkirgt g#he would be
taking money out of the Manna phase to do so. Howeveg, ghreadvised him to
the contrary and that her investment would be new fumelagreed to take her
money. Fox told her she would earn 5% per month omkestment. In July
2006 she invested $12,000, and in September another $8,000.

1 210Investor A received only a few interest payments. $4€),000 in principal has
not been repaid.

1 211investor A is devastated by her loss. She thinks of lemwhusband would have
felt, having invested their money in a way that he thoughtld provide for her.
She is embarrassed about having invested.

Investor B

1 212Investor B is 72 years old and retired, having run a dry-aiganiisiness for
many years.
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1 213Investor B incurred significant expenses in caring for iols wife before she
died, in February 2006. He was introduced to Manna by atlerng member of
his church. She told Investor B that an investmentamihé would be “high
interest, very safe, and never lose money, make gooéyrreturn.”

1 214In March 2006 Investor B invested a total of $80,000 in Mannastaliments of
$20,000, $50,000 and $10,000. After statements from Manna showe thexd
made $1,400 in one month on his first $20,000, he invested th®addi
$60,000. Based on the Manna “Power of Compound Interest”ttleakianna
consultant gave him, he thought that after five yeass&®0,000 would be worth
over $2 million.

1 215To pay for his Manna investments, Investor B, who alreadyttvo mortgages on
his house, mortgaged it three more times.

1 216Investor B received monthly payments from Manna for origmamonths before
they stopped. His principal has not been paid.

1 217To settle his mortgages, Investor B was forced to selidusse. The proceeds
were insufficient to pay off all of the outstandingotieHe describes himself as an
“empty pocket. No money. | owe bank credit card $70,0@Q.the time he
testified, Investor B was trying to find an “old pensioneuse,” but had not yet
found a home.

Investor C
1 218Investor C is a 52-year-old entrepreneur who works insiteldevelopment.

1 219Investor C learned about the Legacy version of Manna &omcquaintance who
was a Manna consultant. He signed a non-disclosueemgnt and attended a
meeting at Rosiek’s residence, where, he says, shiecandid most of the
talking. He says that they played equal roles in thegptation.

1 220They told the people at the meeting that Legacy fundddamiinvested in
foreign exchange and the return on an investmentgatywould be 5% per
month. Fox and Rosiek distributed documents to thoserdriisstrating the
effect of 5% per month compounded monthly.

1 221investor C was also impressed by the apparent professionalithe Legacy

organization. He took the training to become a consultdatattended at least
three consultant training meetings, where Fox and Rakiemost of the training.
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1 222Investor C invested a little over $10,000 in the schemeowvehhber 2006. He
received no payments, although he did receive $2,000 as @taah$or
introducing an investor into the scheme. His principalitaseen repaid.

Investors D and E

9 223Investor D is a 48-year-old film and television productiomagger. He invested
in Manna and, with his friend Investor E, in the Legaession of Manna.
Investor E is a 39-year-old film and television transpodrdinator.

9 224Investor D’s landlord was a Manna affiliate. He tookdstor D to a Manna
presentation in Surrey by McLeod and Vaughan, Vaughan beangyitnary
speaker. Vaughan said Manna had long-standing ties to thawaty, was
limited to family and friends, and required a minimum irtweent of $10,000.
Vaughan said that Manna put investors’ funds into a propyi&eeign exchange
trading system and they could expect to receive compoundathly returns of
7%. Neither Vaughan nor McLeod gave any details of tadirig system, other
than that there were supposedly four traders in New Yeostseen by McLeod.

1 225About a week after the presentation, Vaughan called InvBsémd asked if he
was interested in investing. The two met and Investgai® Vaughan $10,000
in cash. Vaughan said he would send Investor D paperwadrknaestor D could
expect monthly statements. Investor D received no papevanionthly
statements, but took comfort from knowing that his Marfhsase and his
brother were receiving monthly payments.

1 226After about a year, Investor D received his promisearneta little over $20,000,
in cash from Vaughan.

9 227After Investor D invested in Manna, the Manna affiliatiel thim about the Legacy
version of Manna, mentioning that the minimum investmead $5,000. Investor
D asked if he could partner on the investment with heétj Investor E.

1 228Investor D told Investor E about how his $10,000 Manna invedthae doubled
in about a year. Investor E decided to co-invest gakg with Investor D. They
each invested $2,500.

1 229Investors D and E met the affiliate at a shopping mdllecember 2006 and gave
him bank drafts for the investment.

1 230In June 2007 Investors D and E attended a presentationtabdiggacy version
of Manna by Fox and Rosiek at Rosiek’s house. Rosiek dgl af the talking at
the presentation, with Fox providing examples of thead@mount of return
produced by a specific amount invested. Rosiek describedysgese of
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foreign currency traders in Ireland who worked under McLepdoprietary
system.

1 231investors D and E both declined Legacy'’s restitution affethe affiliate’s
advice, who said if they did so they would lose any gaansesl on their
investment.

1 232Investor D and E received no payments on their $5,000 meast Their
principal has not been repaid.

1 233Investor D feels he betrayed the trust of two friehaggstors E and F, and that he
has been robbed by “a collection of thieves.”

Investor F
1 234Investor F is a 45-year-old production coordinator in the fildustry. She
invested in the Legacy version of Manna after hearingtabrom her friend and

colleague, Investor D.

1 235Investor D put Investor F in touch with his Manna &fdi, who met with her at
her office in December 2006. She signed the paperwork andlgaadfiliate a
bank draft for $7,000.

1 236Investor F did not at first receive her monthly stagata. After contacting her
affiliate, she began to receive statements showingaéns generated.” The
gains showed on the statements were consistent wibrédmised return 5%
compounded monthly return.

1 237Investor F declined Legacy’s offer of restitution. Séeeived no payments on
her investment and her principal has not been repaid.lo$kevas a hardship as
it coincided with a slump in the film industry, and she e¢gthat her investment
“basically ruined my friendship and working relationshipthwinvestor D.

Investor G
1 238Investor G is a 36-year-old mother of three who works{oae as a fundraiser

for non-profit organizations.

1 239Investor G learned about Manna from her father, whoirhagsted in the Legacy
version of Manna and was happy with the results.

1 240Investor G and her husband attended several presentatifiox layyd Rosiek at
Rosiek’s house. Fox and Rosiek talked about the Legaslydiructure and that
the funds would be invested in foreign exchange througletsaassociated with
an old high school friend of McLeod’s. They said invesfands would be safe
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because they were divided among multiple traders, anditiadod had
purchased land — “hard assets” — to safeguard the initial meest

1 241Investor G and her husband invested a total of $80,000 in they egesion of
Manna: $20,000 in September 2006, $40,000 in November 2006, and $20,000 in
February 2007. To raise the funds, they collapsed theiPRRSd an educational
trust fund.

1 242Rosiek encouraged Investor G to become a consultatiiddregacy version of
Manna. Investor G took the consultant training, whichiékoand Fox provided.
Fox focused on the trust structure and Rosiek on the lsssaspects of the
operation.

1 243Investor G declined Legacy'’s restitution offer, becatesg would not be able to
“roll over” their investment into Phoenix, and would Idkeir accrued gains. She
feels particularly betrayed by Rosiek, who used InvesteohGme for a meeting
to promote Phoenix.

1 244Investor G and her husband received payments of about $5,@08ion
investment in Manna. None of their principal has begaid.

Investor H

1 245Investor H is 70 and works part-time in a camera stAr&iend introduced him
to the Legacy version of Manna. Based on the Legacyqiional material,
including the “Power of Compound Interest” chart and thensed 5%
compounded monthly return, Investor H invested $10,000 in April 2007.

1 246Investor H declined Legacy’s restitution offer. He hexeived no payments and
his principal has not been repaid.

Investor |
1 247Investor | is a 50-year-old software designer. He kdhabout the Legacy
version of Manna from a member of his choir.

1 248Investor | attended a presentation by Rosiek and Foxs¢lRe house, where
they said that the funds would be invested in foreiginamge trading. Investor |
borrowed funds on a line of credit and invested $6,000 in Beyete2006.

1 249Investor | declined Legacy’s restitution offer. He haseived no payments and
his principal has not been repaid.
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Investor J

1 250Investor J is a 72-year-old retired contractor. Henledwabout Manna from his
daughter’s father-in-law, who told him that Manna had p&dtastic” returns
over several years, and that it operated under exemgtamshe requirements of
securities legislation.

1 251investor J invested $3,000 in Manna in October 2005. Foretktefew months he
received $210 per month in cash. Seeing the first investpagy off, he invested
another $4,000 in January 2006.

1 252Investor J received payments totalling about $1,800. Hisipaihlas not been
repaid

Investor K
9 253Investor K is a 60-year-old nurse. She learned aboutdagacy version of Manna
from friends in Alberta.

1 254Attracted by the promised 5% compounded monthly return asnsimothe
Legacy promotional material, her understanding thatnghdd never lose her
initial investment, and that the funds were invested mdnitarian projects,
Investor K invested $10,000 in October 2006, using funds borrowedione of
credit.

1 255Investor K accepted Legacy'’s restitution offer, but waispaid. She has received
no payments and her principal has not been repaid. oBehbs affected her
emotionally and financially.

Y Analysisand Findings
A The evidence of Rosiek and Perkinson

1 256Commission staff interviewed Rosiek in March 2007 and aigditarch 2008.
She was not represented by counsel at either intervidw.evidence includes a
transcript of those interviews.

1 257Commission staff interviewed Perkinson in July 2006.wds represented by
counsel at the interview. During the hearing, Perkiragaplied to have the
interview transcript excluded from the record. We deniecppdication and the
evidence includes the transcript.

1 258At the hearing, Perkinson entered his evidence almoseny affidavit. He

gave briefviva voceevidence in chief and made himself available for cross-
examination on his affidavit.
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1 259Ro0siek entered her evidence exclusively by affidavit adchdt make herself
available for cross-examination. The panel chairaxpt to her that if she did
not make herself available for cross-examinatioogitld affect the weight the
panel gave her affidavit evidence.

1 260At the hearing, counsel for the executive director cotetlia very limited cross-
examination of Perkinson.

1 261In the affidavit Perkinson entered at the hearing, irathéavit he swore in July
2007 (in connection with the hearing of the executivectbres application to
extend the temporary orders), and in the affidavit he swodanuary 2009 (in
support of his application to exclude the interview trapsgriPerkinson says that
some of the information he gave at his interview isdneate. He repeats this
statement in his submissions, but nowhere does he ygémiinformation that he
says is inaccurate.

1 262We have considered the evidence Rosiek and Perkinsonmgthear affidavits.
Where their affidavit evidence is inconsistent with thaterviews, the
documentary evidence, or the testimony of other witrsesge have weighed their
evidence against the inconsistent evidence in making alingis.

B Illegal trading and distribution
1 263The executive director alleges that the respondentsac@med sections 34(1) and
61(1).

1 264Section 34(1) says “a person must not . . . trade icw@ise. . . unless the person
is registered in accordance with the regulations . . .

1 265Section 61(1) says “. . . a person must not distribuezargy unless . .. a
preliminary prospectus and a prospectus respecting the gdtawé been filed
with the executive director” and the Executive Direc¢tas issued receipts for
them.

1 266If we are to find that a respondent contravened secBéfiy and 61(1), we must
first find that:

1. the Manna loan contracts agreements and notes weng itgs”
2. the respondents traded those securities in British Goéyrand
3. for section 61(1), those trades were a distribution.

Are the Manna loan contracts “securities”?

1 267Section 1(1) defines security to include, among other thfagsond, debenture,
note, or other evidence of indebtedness” and “an investcoatract.”
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1 268The Manna investments were evidences of indebtednessstdny gave principal
amounts to Manna with an expectation of the repaymethiose amounts, and the
payment of interest for the term of the loan.

1 269The Manna investments were also investment contracedl-knbwn common
law defines an investment contract as an investmamboky in a common
enterprise with profits to come from the efforts ofesth (Se&SEC v. W. J.
Howey C0.328 U.S. 293 (1946%5EC v. Glen W. Turner Enterprises, 144 F.
2d 476 (1973)Pacific Coast Coin Exchange v. Ontario Securities Commission
[1978] 2 S.C.R. 112))

1 270Participation in the Manna scheme required an investofanbney. The
investors’ profits were to come from the efforts ofgoers other than themselves —
the evidence is clear that once they deposited theadsfunvestors were not
required to do anything else to earn their returns. Theramnality that is
required by the cases cited above existed between fhendents and the
investors.

1 271We find that the Manna loan agreements and notes weunat&ss.

Did the respondents trade securities in British Columbia?
1 272Section 1(1) defines trade:

“trade” includes
(a) a disposition of a security for valuable considenatvhether
the terms of payment be on margin, installment orratise . . .

(H any act, advertisement, solicitation, conduct ayat@ation
directly or indirectly in furtherance of any of thetiaties
specified in paragraphs (a) to (e);

McLeod, Vaughan, Fox and Rosiek

9 273Manna was based in British Columbia. It produced itsnotanal materials here,
raised funds here from persons inside and outside the peovihkept records
and handled funds here.

1 274McLeod created the Manna scheme and had ultimate aytbwet its operations
throughout the relevant period. He told investors about Blarpromised
monthly returns, and explained how Manna’s profits froreifn currency
trading made those returns possible.
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1 275McLeod was the one who set the terms of the Mannaises throughout the
operation of the scheme. He directed Vaughan’s wordliaiting investors and
administering the paperwork and payments. He signed k@meagreements on
behalf of Manna.

1 276Vaughan drafted investor documents and worked on Manna'’s pomabt
material. He solicited investors and signed loan corsti@ac behalf of Manna. He
made presentations at investor meetings. He managefliliateaelationships
and directed investors to the Manna website.

1 277Fox concocted the trust structure that led to the estabént of the Manna
Foundation version of the scheme. He was an actinEipant at investor
presentations. Along with Rosiek, he created the Legexsion of the scheme.
He and Rosiek also developed and administered the &ffdiad consultant
training program.

1 278Fox was a Manna affiliate and raised $235,000 in that capagiong with
Rosiek, he managed the Legacy program and raised anothemil§i:0.

1 279Rosiek was an active participant at investor presentat®long with Fox, she
developed the Legacy version of the Manna scheme. $hecxmalso developed
and administered the affiliate and consultant trainimeg@am.

1 280Rosiek was a Manna affiliate and raised $17,000 in that ¢gpaong with
Fox, she managed the Legacy program and raised another 0. mi

1 281All of these activities fall within paragraphs (a) andoffthe definition of trade.
We find that McLeod, Vaughan, Fox, and Rosiek traded the Waecurities in
British Columbia.

Perkinson

1 282Perkinson had no role in promoting or selling the Mancargges or making
representations about them. The executive directortkay®erkinson facilitated
the investments of three other investors but his involvenvas at most
peripheral. There is no evidence that Perkinson wag fwiManna’s affairs or
operations, or had knowledge of its true financial situmatisle was documented
as a founding director of the Manna Foundation but redigmaonth later.

1 283In these circumstances, his activities in moving fuhdsugh the Dragon
accounts, incorporating companies, and opening bank acco@nsta Rica were
too remote from the sale of the Manna securities to bsidered acts or conduct
in furtherance of those trades.
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9 284We do not find that Perkinson traded the Manna securities.

Were these trades “distributions™?
9 285Section 1(1) defines distribution as “a trade in a secaofian issuer that has not
been previously issued.”

1 286The Manna loan contracts were securities not previosshed. We find that the
trading by McLeod, Vaughan, Fox, and Rosiek in these sesuvere
distributions.

Contraventions of sections 34(1) and 61(1)

1 287We have found that the Manna loan contracts were siesyiand that McLeod,
Vaughan, Fox, and Rosiek traded and distributed those sesunitiBritish
Columbia.

1 288None of McLeod, Vaughan, Fox, and Rosiek was registereeruhe Act. None
has filed a prospectus. Therefore, in the absence etemption, these
respondents contravened sections 34(1) and 61(1) when tteg ttee Manna
securities.

1 289Implicit in McLeod’s, Vaughan'’s, Fox’s, and Rosiek’s condisdhat they
believed that they were trading and distributing secaribecause they were
conscious of the Act’s application to the Manna distidhut They attempted to
operate outside the framework of the Act by designing eardion of Manna to
fit an exemption under the Act.

1 290The legislation provides exemptions from sections 34(d)&dri1l). The onus of
showing that any of those exemptions applies restseopdtson who seeks to
rely on the exemptiorB(linski 2002 BCSECCOM 102).

9 291From its inception until the formation of the Manna Fouiatie Manna
distributed its securities ostensibly in reliance angb-called “friends and
family” exemption. There is no evidence that the exemnpapplied to those
distributions. To the contrary, it is clear fronetbvidence that the exemption did
not apply to several of those distributions.

1 292Beginning in 2006, the scheme purported to rely on the exempticestions
46(d) and 75(a) of the Act. Section 46(d) is an exemptam fthe registration
requirement in section 34(1). Section 75(a) is an exemfrtdom the prospectus
requirement in section 61(1) for trades described in@edt(d).

1 293Section 46(d) says a person may, without being registerder section 34(1),
trade in “negotiable promissory notes or commercial paguring not more
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than 12 months from the date of issue, so long aghe.purchaser is not an
individual.”

1 294These exemptions did not apply to the distribution oMla@na securities. The
Manna securities were not promissory notes becaegectintained no
unconditional promise to pay, as required under commonnavibg theBills of
Exchange Act (Canad®&SC 1985, c. B-4. Instead, the notes stipulated only that
the investor agreed to deposit his funds for at least eae yThe Manna
securities were not commercial paper, as defined imthepretation AcCRSBC
1996, c. 238, nor were they negotiable. According to Bldckys Dictionary, an
instrument is negotiable only if it is “legally capablebeing transferred by
endorsement or delivery.” Manna made no provision foisteais of the Manna
securities.

1 295These section 46(d) and 75(a) exemptions also do not apaydethe Manna
and Legacy distributions did not meet the requiremettttie purchaser not be an
individual. This is because the trusts were shams.

1 296Waters Law of Trusts in Canada®, 2d., describes trusts as “illusory” when (at p
146):

.. . the trust property was used without hesitatiotHersettlor’s
personal purposes, and the named beneficiaries of thdaaisever
received any benefits from the trust, or any accounting tre
trustees. They may have been told nothing of the trusbuch
trusts have been judicially ruled to be void as shantsilze trust
property to have remained the personal property of thersettl

1 297This describes perfectly the rights of the beneficsaoikthe trust under the Manna
and Legacy trusts. The beneficiaries had no rightisetdrust property as long as
the investor was still alive, and there was no obligatiah the beneficiary be
informed of the trust’s existence. Indeed, many investiorsiot tell their
beneficiaries, usually their children, about the trust.

1 298The deficiencies in the Manna and Legacy trusts werdrigethat. In a true trust,
the trustee’s duty is to hold, and sometimes managéusteproperty for the
benefit of another, the beneficiary. The unfetterghtrof the trustee to use and
dispose of the trust property is utterly inconsistenhwhite concept of a trust.

1 299That the Manna and Legacy trusts were structured irfakhion is not surprising.

The evidence clearly shows that there was no inteotiaifie part of the grantor
(Central American) to establish a trust for the biméfthe beneficiaries — all the
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benefit was for the account of the trustee, not thefi®ary. In effect, under the
Manna so-called trusts, the beneficiary was the trustee

1 300The trusts were established solely for the purpose@hating to bring the
distribution of the Manna securities into the ambithaf $ection 46(d) exemption.
Vaughan, Fox and Rosiek explained to investors that tisemdar establishing
the Foundation and the accompanying trust-based structure wasammodate
securities laws.

1 301We find that the Manna and Legacy trusts were shamshanddr the purposes
of section 46(d), the investors purchased the Manna secastieslividuals.

1 302In Vaughan's case, no exemptions apply because he sudijict to an order to
that effect under his 1999 settlement with the executiezidir.

Finding
1 303We find that McLeod, Vaughan, Fox, and Rosiek contraveeetibsis 34(1) and
61(1) when they traded and distributed the Manna securities.

C Misrepresentation
The law
1 304Section 50 says:

50. A person, ... with the intention of effecting adean a
security, must not make a statement that the persomskno
or ought reasonably to know, is a misrepresentation.

9 305Section 1 defines “misrepresentation” as “an untruerseteof a material fact”
or “an omission to state a material fact that isnecessary to prevent a statement
that is made from being false or misleading in theucrstances in which it was
made.”

1 306Section 1 defines “material” fact as a fact aboutcaisey “that significantly
affects, or could reasonably be expected to significaftdct, the market price or
value” of a security.

The allegations
1 307The notice of hearing alleges that McLeod, Vaughan, RdxRosiek represented
to investors that:

(a) [Manna] Loan Contracts, as a result of being maaeitjin the spiritual
trusts, would be shielded from certain tax and secuf#ies;
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(b) investors’ funds would be placed with experienceders, who would
conduct trades in companies listed on the Standard & Poonite
trading division”, commodities and foreign currency;

(c) Manna Foundation had “an annualized trading history dit pedurns
not less than 20% per month (240%) per year”; and

(d) as a result of these trading profits, holders offiiMd Loan Contracts
would receive high rates of return in the form of intepag/ments, the
historical of which had been 125.22%.

1 308The notice of hearing alleges that in making those “dhdrdalse” statements,
the “respondents” (which includes Perkinson) made misreptasons contrary to
section 50(1)(d) of the Act. In submissions the execulinextor stated there is
no allegation of misrepresentation against Perkinsorghae take to be a
withdrawal of the allegation of misrepresentation adgdteskinson.

Trusts would shield the distribution of the Manna secugritiem tax and
securities laws

1 309These representations were untrue statements. Veéefdand that the Manna and
Legacy trusts were shams, and failed to bring the Marstaldition within the
ambit of section 46(d). This is a material fact thatld@easonably be expected to
significantly affect the value of the securities. féhis a substantial risk that a
security sold as part of an illegal distribution will bavo value. Investors
testified that they would not have invested had theyntie distribution was
not in compliance with securities laws. We find thetsg¢ements are
misrepresentations.

1 310McLeod, Vaughan, Fox and Rosiek were all aware of ts structure.
Vaughan, Fox and Rosiek misrepresented to investors thauit structure
would bring the Manna distribution into compliance whk AAct. Vaughan, Fox
and Rosiek made the misrepresentation with McLeod'’s ledhyel and approval.
Although the evidence is not clear whether McLeod madentisrepresentation
directly to investors, we find that by knowing and approwhyaughan’s, Fox’s
and Rosiek’s conduct, he made the representation inglirect

Investors’ funds would be placed with experienced tradboswould conduct
trades in equity, commodities and foreign exchangd&ebar

9 311This representation was an untrue statement. Themeasidence that investor’s
funds were placed with experienced traders for the puspefsgarning returns for
Manna investors. To the contrary, the evidence is élpatit from as little as $3
million, and no more than $5.6 million, of the fundattivere returned to
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investors, investor funds were dissipated on a varietiradvised investments
and spent for the benefit of some or all of the respaisde

1 312This fact was material and was central to a Manna investecision to invest. It
was touted as the means by which Manna was able to prasnéses-popping
returns. It was at the core of the perceived valubeManna securities. We find
this statement was a misrepresentation.

1 313McLeod, Vaughan, Fox, and Rosiek all made this misreprats@mdirectly to
individual investors and to groups of investors at presentatmasindirectly
through Manna’s promotional material and, in the caseoafand Rosiek,
through their creation and teaching of the affiliate asmbsaltant training
program).

Historical profits and returns

1 314That Manna Foundation had an annualized trading history 6f prturns of not
less than 20% per month (240% per year), and that aslaaksading profits
investors would receive high rates of return, historicB#$.22% were untrue
statements. There is no evidence that Manna Foundetproduced any
trading profits at all, never mind at those levels. fégxghe returns on funds
invested, the evidence of Dr. Klein is compelling that coesigeturns at the
level claimed are impossible to achieve in the marketsnsladentified as the
ones in which its funds were being traded.

9 315Like the previous misrepresentation, these two stateswesnit to the heart of the
value of the Manna securities, and therefore the Manresior’'s decision to
invest in them. We find these statements are misregietsms.

1 316McLeod and Vaughan made these misrepresentations diredtlvestors,
through the affiliates, and through Manna’s website anthptional materials.
Fox and Rosiek made these misrepresentations ditedtlyestors they brought
in to Manna, and indirectly through the affiliate andstdtant training program.

Other false statements
1 317The representation that the Manna investments wefe &sal secure” was an
untrue statement. They were anything but, as is clearthese findings.

1 318The safety and security of an investment is a crifeatbr in making an
investment decision, and bears directly on the valibeo$ecurity. We find this
statement was a misrepresentation.
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1 319McLeod, Vaughan, Fox and Rosiek made this misrepresenthitestly to
investors. McLeod and Vaughan made it indirectly throughri& promotional
materials.

Reliance on McLeod

1 320vVaughan and Rosiek say they relied on McLeod as to uhe af the statements,
and did not know that they were untrue. For this deféemseicceed, they would
have to show that they exercised due diligence in detgrgrwhether the
statements were true. There is no evidence they did so.

1 321In Vaughan's case, his evidence is that he simply took bidlsevord at face
value on everything, but the public interest demands that graseged in trading
in securities take reasonable steps to ensure the agadrheir representations.

1 322In Rosiek’s case, she knew that investor funds welrgggaot to foreign currency
traders, but to Tropical Poker and to purchase Costar&at&state.

Finding

1 323All of the misrepresentations were made for the palpose of inducing investors
to invest in Manna, and therefore were made with thetioie of effecting a trade
in the Manna securities, and we so find.

1 324We therefore find that McLeod, Vaughan, Fox, and Rosiekr@eened section 50
by making misrepresentations with the intention ofatifg) a trade in Manna
securities.

D Fraud

9 325The notice of hearing alleges that the respondents emgagy@nsactions, or a
series of transactions, that perpetrated a fraud onmeens British Columbia,
contrary to sections 57(b) and 57.1(b) of the Act.

1 326Sections 57(b) and 57.1(b) say:

57. A person ... must not, directly or indirectly, egeggan or participate
in a transaction or series of transactions relabng trade in or
acquisition of a security . . . if the person knows, uwghi reasonably
to know, that the transaction or series of transastio

(b) perpetrates a fraud on any person in British Colambi

57.1 A person. .. must not, directly or indirectly, eyegan or participate
in a transaction or series of transactions relabrg trade in or
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acquisition of a security . . . if the person knows, wyld reasonably
to know, that the transaction or series of transastio

(b) perpetrates a fraud on any person anywhere.

9 327The language describing fraud in sections 57(b) and 57.1(byiscdle Section
57(b) was considered by the British Columbia Court of ApjpeAnderson v.
British Columbia (Securities Commissip@P04 BCCA 7. The Court said:

29 Fraud is a very serious allegation which carriegeatand requires a
high standard of proof. While proof in a civil or regulgtoase does
not have to meet the criminal standard of proof beyorgisonable
doubt, it does require evidence that is clear and convincind pfoo
the elements of fraud, including the mental element.

11 328The Court cited the elements of fraud from R. v Thérfi893] 2 SCR 5 (at
p. 20):

... the actus reus of the offence of fraud will balgshed by proof of:

1. the prohibited act, be it an act of deceit, a falseloo@dme
other fraudulent means; and

2. deprivation caused by the prohibited act, which may cansist
actual loss or the placing of the victim’s pecuniaryriegés at

risk.

Correspondingly, the mens rea of fraud is establishqutdnf of:

1. subjective knowledge of the prohibited act; and

2. subjective knowledge that the prohibited act could have as a
consequence the deprivation of another (which deprivateyn
consist in knowledge that the victim’s pecuniary interese

put at risk).

Prohibited act and deprivation
1 329The evidence provides clear and convincing proof that McLeodghén, Fox,

and Rosiek committed what Théroux describes as a “prathiade and that it
caused deprivation. All of them made misrepresentatiathstiae intention of
effecting a trade in Manna securities. All of them $pavestor funds on
commissions and overrides to affiliates and consul@amisreceived investor
funds for their own use. McLeod and Rosiek directed iovdanhds to Tropical

Poker and Costa Rica real estate deals.

1 330Commission staff could trace only $3 million of Mannada in payments to
investors. Even if the entire cash portion ($2.6 mi)liofithe untraced amounts
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went to investors, which is improbable, only $5.6 milliortte $16 million was
returned to investors in the form of interest paymemsyraissions, or
repayments of principal.

1 331No funds were sent to traders to invest in the foreigiha&xge market, the S&P
500 futures market, or any other type of trading activity. r& eere no trading
profits earned in the scheme — in fact the Manna sclhewh@o source of income
other than deposits from investors. Instead of being iatiest the respondents
represented to investors, the investors’ funds were spexgromissions and
overrides to affiliates and consultants, Tropical Pp&esta Rica real estate, and
disbursed to the individual respondents.

1 332Manna was a simple Ponzi scheme, by definition fraududentiescribed in Titan
Investments Ltd. Partnership, [2005] A.J. No. 1041 (AB QB)aa& 8:

Ponzi schemes are fraudulent investment schemes whereby
individuals are enticed by a con-man or fraudster to malesiments
in an operation promising an unreasonable high rate wiret

Once the first few investments are made, subsequerdtorgeare e
enticed to invest partly through reported gains and pariyugir high
payouts to earlier investors.

91 333Ponzi schemes are a patrticularly sinister formaddrbecause those lucky
enough to get in at the beginning do in fact earn the prdm&tarns, and lend the
credibility to the scheme that it needs in order to investors. This is exactly
how Manna operated.

1 334Manna distributed securities to investors in British Cdlismand elsewhere.

Subjective knowledge

1 335The evidence provides clear and convincing proof that McLeodghén, Fox,
and Rosiek had subjective knowledge of the deceit, andt dwild have as a
consequence the deprivation of others.

McLeod
1 336McLeod created the scheme and held ultimate authordy ibv Nothing
happened in Manna without his knowledge and consent.

1 337McLeod controlled the disbursement of Manna’s funds. Hevkhat the funds
were not placed with traders and that Manna had no soucaslfother than the
funds that came from investors. He knew that there wertrading profits. He
knew that Manna’s funds were being spent, not as repegseninvestors, but on
Tropical Poker and Costa Rica real estate.

48



2009 BCSECCOM 426

1 338McLeod received investors’ funds through direct paymaenitdling at least
$110,000.

Vaughan
1 339Through Manna’s promotional materials, and in meetingls imtestors,

individually and in groups, Vaughan made misrepresentationsestors without
taking any steps to ensure that the statements he wasgmadre true.

1 340Although Vaughan knew he was responsible for Manna’s atioguie failed to
demand from McLeod the records necessary to confirm Mamaatial trading
profits and returns. Instead, he relied on a few blackedl@mcuments purporting
to be trading reports. In preparing statements for invgstershowed returns
using a formula based on the promised return. He knepveparing those
statements, that he had no factual basis for showasgtteturns because he did
not know whether Manna was actually earning the tradingtpradcessary to
fund the returns. Meanwhile, he continued to bring in mxe@stors.

1 341Vaughan received investors’ funds through direct paymentéingtat least
$40,000.

Fox

9 342Fox created the bogus trust structure that was the loagisef Manna Foundation
and Legacy versions of the scheme. Fox’s note to \Gaughout the proposed
establishment of Legacy shows he was attuned to thépiogef fraud
allegations.

1 343He not only knew of Manna’s spending on Tropical Poker @osta Rica real
estate, but actively facilitated it, while telling invest¢ineir money would be
invested in foreign currency trading.

1 344Fox received investors’ funds through direct paymentslitojadt least $202,000,
including $60,000 in trust fees.

Rosiek

1 345Rosiek was second only to McLeod in power and influentkearscheme. Like
Fox, Rosiek both knew of Manna'’s spending on Tropic&elPand Costa Rica
real estate, and actively facilitated it, while tellingestors their money would be
invested in foreign currency trading.

9 346Rosiek handled investor funds and directed disbursemertiess funds to
Tropical Poker and Manna'’s Costa Rica real estate deals.
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1 347Rosiek knew from McLeod’s panicky email in January 2007, ifagdore, that
Manna had no source of income other than investor contriguti

1 348Rosiek received investors’ funds through direct paymentdingiat least
$513,000, including trust fees of $111,000.

The allegation against Perkinson
1 349Andersorrequires evidence of fraud that is clear and convincing proiieof
elements of fraud, including the mental element.

1 350The executive director says that Perkinson commit{@olaibited act by
disbursing investors’ funds to pay returns to existing investo fund Tropical
Poker, to fund Costa Rica real estate projects, to @by dard providers, and to
pay himself as reimbursement for Tropical Poker experiBes.executive
director says that Perkinson had subjective knowledgesseétacts and that they
could result in the deprivation of others.

1 3510pening bank accounts, acting as signing authority on thosets, and
disbursing funds out of the accounts, are not inherénatlulent. They are not
“prohibited acts” unless other factors are present. Xbeutive director has not
alleged misrepresentation by Perkinson — the executigetdits submission is
that in disbursing investor funds as he did, he acted vutiygand he knew it.

1 352In Perkinson’s case, the fraud allegation hinges entinellyis knowledge: his
conduct in disbursing funds would be wrongful only if hewrthat it was
inconsistent with what investors were then being told,ifalnel knew that
investors could be deprived as a consequence of his conduct.

1 353Although we find Perkinson’s evidence in several respextising and
unconvincing, the onus is on the executive director to geotdlear and
convincing proof” that Perkinson had that knowledge. Inogimion the
evidence does not do so.

1 354Perkinson understood when he invested in October 2005 dratd% business
was foreign currency trading, but the evidence doesstabksh that he had any
knowledge of what the other respondents were telling ink@satdhe time he was
disbursing investor funds. The evidence does not establisReénahson was
acting as ale factodirector or officer of Manna, or that he was even ptovy
Manna’s affairs and operations. There is no eviderateRtérkinson knew that
Manna was not engaged in foreign currency trading, and snchpbfits to pay
investors the promised returns, or that he knew anythingabts& Manna’s true
financial situation. Absent that evidence, we cannot colecthat he knew his
conduct was wrongful, or that investors’ pecuniary intsresre being put at risk.
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Finding
1 355We find that McLeod, Vaughan, Fox, and Rosiek committed pitell acts, had
subjective knowledge of their prohibited acts, and that thossewould result, not

merely in the investors’ pecuniary interests being put lat Ioist in their actual
deprivation.

1 356We find that McLeod, Vaughan, Fox, and Rosiek perpetratexdid on persons

in British Columbia and elsewhere, and in so doingreaeined sections 57(b)
and 57.1(b).

1 357We do not find that Perkinson contravened sections 57¢pari(b).

E The non-individual respondents
1 358The distributions, misrepresentations and frauds madedhed, Vaughan, Fox,
and Rosiek were made through Manna Trading, Manna Foundia¢igacy

Capital and Legacy Trust. None of these entitiesgsstered or has filed a
prospectus under the Act.

1 359We find that Manna Trading, Manna Foundation, Legacy Cagiich Legacy
Trust have contravened sections 34(1), 61(1), 50(1)(d), 57&(®)57.1(b).

F Summary of Findings
1 360We find that McLeod, Vaughan, McMordie (known as Fox)siRk, Manna
Trading, Manna Foundation, Legacy Capital, and Legacy Trust

1. traded in securities without being registered to do surany to section 34(1)
of the Act, and distributed those securities withoutdila prospectus,
contrary to section 61(1) of the Act;

2. made misrepresentations, contrary to section 50(1yfan they lied to
investors about how their money would be invested, tien® offered, and
the risk associated with the investment scheme; and

3. perpetrated a fraud, contrary to sections 57(b) and 57nl{bh they lied to
the investors, inducing them to invest in the Manna securities

1 361We make no findings against Perkinson.

1 362This deliberate and well-organized fraud resulted in thedbas least $10.4

million, and probably closer to $13 million, by more tl&0® investors in British
Columbia and elsewhere.
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\% Submissions on sanction
9 363We direct the parties to make their submissions octwans as follows:

By September 4 The executive director delivers submissmite
respondents and to the secretary to the Commission

By September 21 The respondents deliver response submisstbas
executive director, to each other, and to the secraidhe
commission; any party seeking an oral hearing on the issue
of sanctions so advises the secretary to the Commissio

By September 28 The executive director delivers reply sssdoms (if any) to
the respondents and to the secretary to the Commission

1 364August 4, 2009

For the Commission

Brent W. Aitken
Acting Chair

David J. Smith
Commissioner

Shelley C. Williams
Commissioner
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