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WEIGHING IN: Prosecutors say they don't always have the resources to hunt for Silicon Valley investor fraud cases, but Assistant
.5, Attorney Robert Crowe is going after the former leaders of Milpitas' Cal Micro Devices,

Stalkmg the Valley’s Stock Frauds

By PAUL ELIAS
here’s no doubt plaintiffs attor-
_heys are amassing a money pile
rivaled only by God by success-
fully suing publicly.traded Sllloun Valley

- -, companies for stock fraud;

Led by Milberg Weiss Bershad' Hyms
& Lerach, with Lieff, Cabraser, Heimann
& Bemstein a close secomd, the plainliffs
bar has brought mere than 100 cases in
the Northern District over the last three

Prosecutors rarely get
in on the action, but
one trial gels underway

years, mosily against high-tech firms.
Plaintiffs attomeys have settled many of
those cases and pocketed millions in
attorneys lees and expenses.

That they’re inaking a killing, say the

membess of the plaintiffs ba.r, is a strong

signal that frand is rampant in the eco-

nomic engine driving Silicon Valley.
But if all of that cheating is really

occurring, whilber the criminat charges? -

During the same period that the plain-

- tiffs bar has been raking it in, federal

prosecutors in the Bay Area have filed
criminal charges in only three cases
involving [raud against investors,

See PROSECUTORS page 13

Rough Ride for
Broadman at
Supreme Court

By GREG MITCHELL

LOS ANGELES -— It doesn't look Iike
maverick jurist Howard Broadman will
get the vindication he is seeking {from the
Califormia Supreme Court.

A1 oral arguments Thursday, the jus-
tices seemed to universally disdain the
conduct laid outr by the Commission on
Judicial Performance in #Hs case against
the Tulare County Superior Court judge.

Broadman is appealing a commission
recommendation thal he be publicly cen-
sured for talking ito the press aboul

- unorthodox mlings, deceiving a defendant

in a criminal case, and appearing in -

" another judge's court o intimidate a liti-

gant.

His discipline saga has put the spol]lghl
on the role of the commission in reining in
rogue judges. Broadman has peppered his
tormentors with charges of overreaching
and threatening the independence of the
judiciary,

But Broadman got the worst of it Thurs-
day, taking heat for duping a defendant
into posiponing a sentencing hearing so
the judge could consider a novel condition
of imprisonment,

- *Wasn't it deliberately misleading?”
asked Chief Justice Ronald George.

While some of the justices seemed
interested in Broadwan's argument that a

+ canon barring judges from speaking about

pending cases was ‘a violation of free
speech rights, none of them appeared per-'
suaded by it

“It seems to mie the entire inlegrily and .
reputation of the judicial system is at
stake,” said Justice Marvin Baxter.

George asked Broadman’s lawyer

See JUSTICES page 14
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BODY:
There's no doubt plaintiffs attorneys are amagsing a money pile rivaled only
by God by suedessfully suing publicly traded Silicon valley companies for stock

fraud.

Led by Milbery Weiss Bershad Hynes & Lerach, with Lieff, Cabraser, Heimann &
Bernstein a close second, the plaintiffs bar has brought more than 100 cases in
the Northern District owver the last threae years, mostly against high-tech firms.
Plaintiffs attorneys have settled many of those cases and pocketed millions in
attorneys fees and expenses.

That they're making a killing, say the members of the plaintiffs bar, is a
strong signal that fraud is rampant in the economic engine driwving Silicon
Valley.

But if all of that cheating is really occurring, whither the criminal
charges?

During the same period that the plaintiffs bar has been raking it in,

federal prosecutors in the Bay Area have filed criminal charges in only three
cases involving fraud against investors.

The reasons for the dearth of criminal charges in Silicon Valley are many:

Lawyers on every side of the issue agree that the standard of proof,
naturally, is much higher than it is on the civil side, where business gripes
have prompted Congress to raise the evidentiary and procedural hurdles.

Tn addition, white-collar crime generally -- and securities fraud
specifically -- are big manpower investments. It takes years to investigate,
indiet and prosecute such cases, which are inevitably proven by tangled paper
trails that can easily bore or confuse a jury. And prosecutors need to lift off
from the paperwork to show the fraud was deliberate, rather than the product of
shoddy documentation or mismanagement.

But even so, there have been other matters that may have kept local
prosecutors from geteing in on the securities fraud action: An ever-changing



roster of veteran attorneys taking their skills to the private sector, and
squabbles that prosecutors have had with investigative agencies.

nTt ia rare to find the Securities and Exchange Commission making criminal
referrals to the U.8. attorney,* said Sean Prosser, & former SEC attorney now an
associate in the Los Angeles office of Brobeck, Phleger & Harrison. "Only the
real egregious cases get charged -- the U.S. attorney's office usually doesn't
have the staff.®

That's true, confirms Michael Yamaguchi, who said his office can usually
afford to spare just one prosecutor on a case while the FBI grudgingly agsigns a
single investigator.

“They're manpower-intensive,” Yamaguchi said. "and we just don't have the
overwhelming staff that private firms do.®

But despite that, Yamaguchi said his office is second only to U.S5. Attorney
Mary Jo White's New York City operaticn in the number of securities-related
cagses investigated.

Furthermore, ﬂmamucoww_mm%w his office has also prosecuted a number of
insider-trading and fraud cases outside the Siticon valley.

CAL MICRC COMES TO TRIAL

This week, one of the three securities-related Silicon Valley cases brought
in the Northern District opened -- and juat as quickly closed -- before Judge
YVaughn Walker. Walker declared a mistrial Thursday in _U.S. v. Desaigoudar_,
97-0294, which stems from the spectacular near-collapse of Milpitas chip
mamifacturer Cal Micro Devices.

One of three defendants in the case agreed to a plea bargain after the trial
got underway. Walker will pick a new jury for a case against the two remaining
defendants next week.

Founder and one-time CEO Chan Desaigoudar and former treasurer Steven Henke
stand accused of claiming nonexistent revenue Lo belster stock values as the
compeny headed for a public stock offering in 1994.

Two others have already pleaded guilty to related charges.

On Wednesday former company president Surendra Gupta pleaded guilty to fraud
chargesa. About three years ago. former chief accounting officer Ron Romito
pleaded guilty to insider-trading charges, and has agreed to help Assistant U.
§. Attorney Robert Crowe prosecute his case.

Crowe alleges that the executives grossly distorted the company's worth teo
artificially inflate its stock price, which reached a high of $23 a share in
June 1994. Soon after, the indictment alleges, the two sold thousands of thelr
personal shares in the company. But as news of the executives' funky beckkeeping
leaked onta the street during the following five months, the stock plunged to
£2.75 a sghare.

The criminal trial comes a month after the Securities and Exchange
commlssion extracted $387,000 from cther company executives to settle a civil



_Voil _: _U.S. v. Desaigoudar_ and the Mediavision cases, _U.5. v.
Humphress_, 97-4011, _U.5. v. Williams_, 98-40078, and _U.S. v. Faust_,
98-40005. Michael Humphress, a former vice president in charge of sales, pleaded
guilty to one count of mail fraud and has agreed to testify againat his former
colleagues. ’

A civil suit against the former executives and the company's ocutside
auditors settled late last year for $26 million..

THE NEXT TO GO

True to form, the Cal Micro trial also represents Crowe's swan song as a
civil servant: After the jury brings back a verdict, he will go to work for the
budding San Francisco plaintiffs firm of Girard & Green -- a move that is very
near a clich _

Tt remains to be seen if the Cunningham-to-Seeborg-to-Crowe combination is
an effective one as top-flight defense attorneys -- Frank Ubhaus of San Jose's
Berliner Cohen and San Francisco's Patrick Hallinan -- look to take advantage of
the ever-changing preosecutors.

Crowe concedes that the many handoffs in the office put him at a
disadvantage.

"I fFeel tremendously handicapped coming into the middle of this complex
case,” he said. But the Justice Department in Washington, D.C., has lent him
another prosecutor to assist with the trial, Pamela Merchant. Now with Gupta
flipping on his co-defendants, Crowe's Jjob just got a little easier.

“If T get a conviction," he said, "it will be the perfect way to end my
career here."
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