IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRICT OF PENNSYLVANI A
UNI TED STATES OF AVERI CA
V. : CRIM NAL NO. 98- 603- 01
ARTHUR TOLL

GOVERNMENT' S CHANGE OF PLEA MEMORANDUM

| NTRODUCTI ON

Def endant Arthur Toll was charged by Supersedi ng
I ndi ctment with conspiracy to commt securities fraud and to nake
fal se and m sl eading statenents to auditors, in violation of
Title 18, United States Code, Section 371 (count 1); securities
fraud, in violation of 15 U S.C. 88 78j(b), 78ff(a) (count 2);
fal se statements to auditors, in violation of 15 U S.C
8878m(b) (2) and (5), 78ff (count 3); mail fraud, in violation of
18 U.S.C. 8§ 1341 (counts 4-7); and wire fraud, in violation of 18
U S C 8§ 1343 (counts 8-12). Defendant was Chi ef Executive
O ficer, Chairman of the Board of Directors, and majority
st ockhol der of Regal Conmmunication Corporation (“Regal”), the
stock of which was publicly traded over NASDAQ These charges
arise fromthe defendant’s participation in a conspiracy from
1991 until about April 19, 1994, in which the defendant with
others, including the Chief Financial Oficer, co-defendant Bruce
Ednondson, reported mllions of dollars of bogus revenue and
accounts receivable in Regal’s financial statenents and al so

di verted Regal stock worth mllions of dollars to thensel ves and



entities they controlled without paying to Regal the noney due.
On August 6, 1999, the defendant wll enter a guilty plea
pursuant to a witten plea agreenent.

1. TERMS OF THE PLEA AGREEMENT:

The plea agreenent is made pursuant to Fed. R G imP

11(e) (1) (C) and provides for a jointly agreed upon sentence as

fol |l ows:

! 48 nont hs incarceration

1 a termof 3 years supervised rel ease;

1 restitution to be paid as follows:
a certified check in the anmount of $50,000 to be
paid at the tinme of sentencing;
a 100% assignnent of the defendant’s interest in
CMS Private Equity Funds(future benefits of which
are currently projected to have a val ue of
approxi mately $842,000), which assignnment shall be
made no |later than the tinme of sentencing;
$300,000 to be paid at a rate of $100, 000 per
year, with paynents to comrence at the tine the
defendant is placed on supervised rel ease, and
t hese paynments shall be secured by the defendant’s
stock in First Mrtgage Corporation;

! a $10,000 crimnal fine to be paid on or before

sentencing by certified check, and



and a special victins/wtness assessnent in the anount
of $600 to be paid on or before sentencing by certified
check.

The specifics of the agreenent are set forth in the
docunent itself which is attached as Exhibit A

I11. STATUTES | NVOLVED:

A. 18 U.S.C. 8 371 (conspiracy -- Count One)

Title 18, United States Code, Section 371 states in
rel evant part:

If two or nore persons conspire to either
commt any offense against the United States,
or to defraud the United States, or any
agency thereof in any manner or for any

pur pose, and one or nore of such persons do
any act to effect the object of the
conspiracy, each shall be fined under this
title, or inprisoned not nore than five
years, or both.

To establish a violation of 18 U.S.C. § 371, the
government must prove the follow ng essential el enents:

1. that two or nore persons entered an unl awf ul
agreenent to commt offenses against the United
States, in this case to commt securities fraud
and to make fal se and m sl eading statenments to
audi tors;

2. t hat the defendant knowi ngly and willfully becane
a nenber of the conspiracy;

3. that one of the nenbers of the conspiracy
commtted at | east one of the overt acts charged
in the indictnent; and

4. that the overt act(s) was/were commtted to
further sonme objective of the conspiracy.



B. Title 15, United States Code, 88 78j(b) and 78ff(a); 17
C.F.R 8 240.10b-5 (Securities Fraud -- Count Two)

In order to obtain a conviction for securities fraud,
t he governnent nust prove the follow ng essential elenments beyond

a reasonabl e doubt:

1. That in connection with the purchase or sal e of
any security, the defendant did one or nore of the
fol | ow ng:

(a) enployed a device, schene, or artifice to
defraud, or

(b) rmade an untrue statenent of a material fact
or omtted to state a naterial fact which
made what was said, under the circunstances
m sl eadi ng, or

(c) engaged in an act, practice, or course of
busi ness whi ch operated or would operate as a
fraud or deceit upon a purchaser or seller,
and

2. that in connection with the purchase or sal e of
any security, the defendant know ngly used, or
caused to be used, any neans or instrunents of
interstate comerce, or of the mails, or of any
facility of any national security exchange; and

3. that the defendants acted willfully, know ngly and
with intent to defraud.

C. Title 15, United States Code, 88 78m(b) and 78ff(a); 17
C.F.R 8§ 240.13b2-2 (Making Fal se and M sl eadi ng
Statenents to Auditors -- Count Three)

In order to prove the crinme of making fal se and
m sl eadi ng statenents to auditors, the governnment nust prove the
follow ng essential elenents beyond a reasonabl e doubt:

1. that the defendant was a director or officer of an
i ssuer;



2. that the defendant, directly or indirectly, did
one or nmore of the follow ng:

(a) made or caused to be made a materially fal se
or m sl eading statenent, or

(b) omtted to state, or caused another person to
omt to state, any material fact necessary in
order to make statenents nmade, in the |ight
of the circunstances under which such
statenents were nade, not m sleading to an
accountant in connection with (1) any audit
or exam nation of the financial statenents of
the issuer required to be made pursuant to 17
C.F. R 240, Subpart A or (2) the preparation
or filing of any docunent or report required
to be filed wwth the SEC pursuant to 17
C.F. R 240, Subpart A, or otherw se; and

3. that the defendant acted willfully, know ngly and
with intent to defraud.

The term "issuer” nmeans any conpany that issues or
proposes to issue any security. 15 U S.C. 8§ 78c(a)(8).

D. 18 U.S.C._ 8§ 1341 (Mail Fraud — Counts 4-7)

Mai |l fraud is prohibited by Federal |aw which provides
in relevant part that:

Whoever, having devised or intending to
devi se any schene or artifice to defraud, or
for obtaining noney or property by neans of
fal se or fraudul ent pretenses,
representations, or promses, . . . [and] for
t he purpose of executing such schene or
artifice or attenpting so to do, places in
any post office or authorized depository for
mail matter, any matter or thing whatever to
be sent or delivered by the Postal Service or
takes or receives therefrom. . . or

know ngly causes to be delivered by nai
according to the direction thereon.

shall be guilty of an offense against the United States.



To establish a violation of the mail fraud statute, the
government nust prove the foll ow ng essential elenents beyond a
reasonabl e doubt:

(1) that the defendant know ngly devised or intended
to devise a schene or artifice to defraud or to
obtain noney or property by fal se or fraudul ent
pretenses, representations or prom ses as detailed
in the superseding indictnment;

(2) that the defendant did so with the intent to
def r aud,

(3) that in advancing or furthering or carrying out
his schene the defendant used the mails or caused
the mails to be used; and

(4) that the m srepresentation or conceal nent was
mat eri al .

In general, a false statenent is material if it has a
natural tendency to influence, or is capable of influencing, the
deci sion of the decision nmaking body to which it was addressed.

E. 18 U.S.C. 8 1343 (Wre Fraud - Counts 8-12)

The law of the United States prohibiting wire fraud
provides in part as follows:

Whoever, having devised or intending to

devi se any schene or artifice to defraud and
transmts or causes to be transmtted by
means of a wire, radio, or television
communi cation in interstate or foreign
commerce, any writings, signs, signals,

pi ctures, or sounds for the purpose of
executing such schene or artifice ..

shall be guilty of an offense against the United States.
In order to sustain its burden of proof for the crine

of wire fraud the governnment nust prove the sane elenents as for



mai | fraud, except in advancing or furthering or carrying out his
schene the governnment nust show that the defendant used a wire
communi cation in interstate comerce such as a fax.

V. MAXI MUM SENTENCE

The Court may inpose the follow ng statutory maxi num

sent ence:

Count 1 (conspiracy) -- 5 years inprisonnent, 3
years of supervised rel ease, a $250, 000 fi ne,
restitution and a $50 special victins/wtness

assessnent;

Count 2 (securities fraud) -- 5 years
i nprisonnment, 3 years of supervised rel ease, a
$250, 000 fine, restitution and a $50 speci al

victims/w tness assessnment;

Count 3 (false statenents to auditors) -- 5 years
i nprisonnment, 3 years of supervised rel ease, a
$250, 000 fine, restitution and a $50 speci al

victims/w tness assessnment;

Counts 4 - 7 (mail fraud) — 5 years inprisonnent,
3 years of supervised rel ease, a $250, 000 fine,
restitution and a $50 special victins/wtness

assessnent;

Counts 8 - 12 (wire fraud) — 5 years

i nprisonnment, 3 years of supervised rel ease, a



$250,000 fine, restitution and a $50 speci al
victinms/w tness assessnment.

Total ©Maxi num Sentence is: sixty years inprisonnent, 3

years of supervised release, a $3 nmillion fine, a $600 speci al
victinms/w tness assessnent, and full restitution.

V. EVI DENCE I N SUPPORT OF THE ALLEGATI ONS:

The governnent's evidence woul d prove the foll ow ng
facts, anong others, if this case went to trial

Regal Communi cations Corporation (“Regal”) was a New
Jersey corporation |ocated in Fort Washi ngton, Pennsyl vani a,
whi ch engaged in television infonmercial marketing through its
subsi di ary Regal G oup, and pay-per-call “900" |ines services
through its subsidiary Regal fone, Inc. (“Regal fone”).
Regal fone’s “900" |ine services included sex talk, psychic and
hor oscope prograns.

Regal’s comon stock was registered with the United
States Securities and Exchange Comm ssion (“SEC’) and was traded
on the NASDAQ a national securities exchange, between 1992 and
April of 1994. Defendant Arthur Toll, was Regal’s Chief
Executive Oficer, Chairman of the Board of Directors and
majority shareholder. Regal and its subsidiaries filed for
Chapter 11 bankruptcy protection on Septenber 23, 1994. Regal
and its subsidiaries today are defunct entities.

Bet ween 1991 and April 19, 1994, defendant Tol



participated in a conspiracy with co-defendant Bruce Ednondson,
Regal’s Chief Financial Oficer and a Board nenber, co-defendant
Elliot Fisher, Regal’s |legal counsel, corporate secretary and a
Board menber, to commt securities fraud and nmake fal se and

m sl eadi ng statenents to auditors. |In addition, he commtted, or
ai ded and abetted the comm ssion, of the substantive offense
charged in the conspiracy (securities fraud and fal se statenents
to auditors), as well as mail and wire fraud. As described nore
fully below, Toll -- along with Ednondson and Fi sher -- falsified
and caused others to falsify Regal’s financial records and
arrange for the publication of false and m sl eading i nformation
concerning Regal’s financial condition to the public and Regal’'s
auditors so as to make Regal appear nore substantial and
profitable than it really was. In addition, Toll -- with
Ednondson and Fisher -- diverted Regal stock worth mllions of
dollars to hinself, to Ednondson, and to entities that they
controll ed without paying to Regal the noney due and w t hout
disclosing this to Regal’s auditors or the public.

PUBLI CATI ON OF FALSE FI NANCI AL | NFORVATI O\~ REPORT OF BOGUS
REVENUE AND RECEI VABLES

Fi scal Year 1992

As a result of the defendant’s crimnal actions
descri bed bel ow, Regal’s 1992 financial statenents were
materially false and msleading. |In fiscal year 1992, Regal

reported retained earnings of $4.2 nmillion and net inconme of



$969, 883. The governnent’s expert, a forensic accountant, would
testify that in fiscal year 1992 Regal actually had negative
retained earnings of $1.26 million and had a net |oss of $4.5
mllion.

A. Fal se Reqal fone Revenue and Receivables for FY 1992

In fiscal year 1992 defendant Toll, along wth co-
def endant Bruce Ednondson, mani pul ated Regal fone’ s books and
records to conceal their diversion of approximtely $500, 000
worth of Regal stock for thenselves. |In addition, they inflated
Regal fone’s reported revenue and receivabl es by approxi mately
$3 mllion.

1. TEL Free Stock Transaction

Overview. As illustrated in Attachnent 1, Toll and
Ednondson, with the assistance of Cerald Levinson (a Regal Board
menber), funneled in April, 1992 over $500,000 from Regal fone to
TEL Entertainment ("TEL") -- a video store owned by Toll,
Ednondson and Levinson -- and into their own pockets.
Regal fone's books nasked the true purpose of the transfer of
these funds to TEL by cl assifying the $500,000 as "equi pnent
pur chase deposits” on Regal fone’s books (which had the added
benefit of being an asset). Although TEL was owned and
controlled by Toll and Ednondson, they created fake invoices to
make it appear as if the TEL involved in these transactions was a

di fferent conpany. Thus, they concealed fromthe auditors the

10



fact that these transactions were related party transactions.
Tol | and Ednondson then circul ated the noney back to Regal to pay
for their own Regal stock and warrants.

2. Fake MCI Receivabl e/ TEL Transacti ons

Overview. As illustrated in Attachnents 2 and 3, Tol
and Ednondson, again with the with the assistance of Gerald
Levinson, inflated Regal fone's reported revenues and receivabl es
by funneling approximately $760,000 of its own noney to TEL (and
Gat eway) and back to Regal fone in June and July, 1992.
Regal fone's books nasked the true purpose of the transfer of
these funds to TEL by classifying the $760, 000 as "equi pnent
pur chase deposits” on Regal fone’'s books. As was di scussed above,
Tol |l and Ednondson created fake invoices to conceal the fact that
the TEL involved in these transactions was owned and controlled
by them

When TEL transferred the funds back to Regal f one,
notati ons on the deposit slips -- nade either by Toll or his
secretary, Berkley Luders, at his direction -- m srepresented
that the funds cane from*“MI,” not TEL. Tom Hodges, a Rega
accountant, then booked the noney as MCl revenue in Regal fone’s
general | edger.

3. Fake “Info” Receivable

Overview. As illustrated in Attachnent 4, after fisca

1992 had closed and its auditors were on site, Regal fone booked a
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receivable for approximately $2,252,325, attributable to “Info,”
whi ch purportedly had been earned Jul y- Septenber, 1992. This
reported receivable i s bogus because the governnent’s forensic
accountant experts have traced the pay down of the receivable to
Regal fone’s own noney whi ch the defendants caused to be secretly
circulated through O ark Advertising back to Regal fone.

B. Fal se Regal G oup Revenue and Recei vables for FY 1992

In addition to their mani pul ati on of Regal fone's books
and records, Toll and Ednondson also inflated the revenue and
recei vabl es of Regal Goup, Regal’s infonercial subsidiary, for
fiscal year 1992. The two sets of transactions by which they did
this are di scussed bel ow.

1. Fake Sale of Irons to Uprise Sales, Inc.

Overview. As illustrated on Attachnent 5, during
fiscal 1992, Regal G oup recorded a receivable for approxi mately
$3.126 million in connection with a purported June 1992 sal e of
travel irons (called sisson irons) to an entity called Uprise
Sales, Inc. ("Uprise"). The receivable, which was on the books
as of the end of fiscal 1992, subsequently was paid down during
the FY 1992 audit by the deposit of two cashier's checks -- one
for $1.3 mllion, and the other for $1.5 mllion -- that were
printed wwth the name “Uprise Sales, Inc.” as the remtter.

This reported receivable is bogus because Regal G oup

never sold sisson irons to Uprise Sales, Inc. or Uprise, Inc.,

12



and the noney used to purchase the cashier’s checks cane from
Gateway -- Toll and Ednondson’ s defunct conpany -- and not
Uprise. (Utimtely the noney cane from Toll and Ednondson’s
m sappropriation of Regal’s stock as discussed in section II1.B
bel ow. )

2. Fake | nphomation, Inc. Royalty Receivable

| nphomati on was acquired by Regal in Septenber of 1993.
Prior to this, the conpanies had a |l egitimte business
relationship in which Regal Goup resold to I nphomation nedia air
time which Regal Group had purchased from various cabl e networks.

At the end of fiscal year 1992, Regal G oup’ s books
reflected a $2, 200, 232 recei vabl e purportedly due from
| nphomation for “royalties” earned Jul y-Septenber of 1992. Car
Wahl , Regal Group's accounting manager, stated that he booked
this receivabl e because Ednondson told himto and presented him
wi th docunents confirmng the royalty, including a bogus contract
signed by Toll and bearing the forged signature of M chael Warren
Lasky, the president and owner of |nphomation.

Li ke the “Info” and Uprise receivables, the Inphomation
recei vabl e was fake. Inphomation's owner, M ke Laskey, and
controller, Naresh Mrchandani, have confirned that: (1)
| nphomati on never owed Regal Goup any royalties, |et al one one
for $2,200,232; and (2) the docunents used by Ednondson to

support the receivable are fake.
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1. FISCAL YEAR 1993

As a result of the defendant’s crimnal acts as
descri bed bel ow, Regal’s fiscal year 1993 financial statenents
were materially false and m sl eadi ng.

A. The dark Crcul ati ons

Def endants Toll and Ednondson cooked the books in three
different ways in fiscal year 1993, and they all involved Cark
Advertising. |In fiscal year 1993, Toll and Ednondson used C ark
to secretly circul ate noney back and forth to Regal fone to: (1)
pay down the fake $2,252,325 “Info” receivable booked on
Regal fone’ s books at the end of FY 1992 (as di scussed above); (2)
fraudulently inflate revenues reported to the public regarding
Regal fone’s 900 |ine business (as discussed in this section); and
(3) to cover-up the fact that they had received stock from Regal
w thout paying for it (discussed in a Section Il B, below).

These transactions had the effect of making Regal
appear nore financially healthy than it was. Mre specifically,
in fiscal year 1993, Regal reported to its auditors negative
retai ned earnings of $3.695 million and a net | oss of $7.814
mllion. The governnent’s expert would testify that Regal’s
negative retained earnings were actually $18.7 mllion and net
| oss was $17.4 mllion.

The bogus revenue booked by the defendants materially

m sstated Regal's financials for FY 1993.
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Overview. Cark Advertising was a private corporation
owned by Toll and Ednondson and run by themw th the assistance
of Joseph Salvati. Cark placed advertising tine wwth TV and
radio nmedia to pronote Regal’s 900 lines. In 1992, Toll and
Ednondson cane under pressure fromthe investnent community to
spin-off the related conpanies with which Regal did business. To
quel | these concerns, beginning with its 1992 10K, Regal reported
inits public filings that Toll and Ednondson had sold Cark to
“an i ndependent group of investors.” As discussed below, the
evi dence shows that this was a lie, and that Toll and Ednondson
owned and controlled Cark until the fraud was di scovered.

Mor eover, Toll and Ednondson al so owned and control | ed
Nat i onal Audi otex, a service bureau used by Regal fone, which they
also failed to disclose in Regal’s public filings or to its
audi t ors. Throughout fiscal year 1993, Regal reported that it
was owed | arge recei vabl es by National Audi otex.

As stated above, these lies and om ssions had several
pur poses, one of which was to nmake it appear as if Regal fone (and
ultimately Regal) was earning nore revenue that it actually was.
Begi nning in February 1992, and continuing up until Novenber 30,
1993, the defendants circulated mllions of dollars between the
checki ng accounts of Regal fone and O ark. The paynents from

Regal fone to Clark were treated on Regal fone’s books as nedi a
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expenses!, while the paynents from d ark back to Regal fone were
treated on Regal fone’s books as revenue from"National," "Info"
(apparently a reference to I nphomation) and "AT&T."

Al t hough Regal fone did purchase sonme nedia tine through
Clark during this period, that amounted to $5-6 mllion at nost,
not the $24 mllion clainmed in Regal’s books. Mboreover, al
W t nesses questioned who are know edgeabl e about C ark agreed
that there was no legitimte reason for Cark to pay Regal fone
over $24 mllion during this period, and that C ark never
col |l ected noney from National Audiotex, |nphomation, AT&T or any
ot her 1 ong di stance phone conpany or service bureau which it
woul d need to remt to Regal fone.

B. Di versi on of Regal stock

In the spring of 1992, Regal conpleted a private
pl acenent offering of units which allowed Regal to raise over $4
mllion frominvestors. Each unit that was sold consisted of one
share of stock and one warrant to purchase stock in the future at
a |l ocked-in price.

In the fall of 1992, Toll, Ednondson and Fi sher
secretly diverted Regal stock worth mllions of dollars by having
Gat eway Tel econmuni cations Corporation (“Gateway”)-- a conpany

Tol |l and Ednondson privately owned and controlled -- exercise

! The medi a expenses were classified as either nedia
pl acenment expenses or prepaynent of nedi a.
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fictitious warrants purportedly issued in the private placenent.
Regal was never paid the full amount it was owed for the warrants
or for the stock. Defendant Toll then sold 200,00 shares of the
resulting stock on the open nmarket and secretly circulated the
funds back to Regal -- by way of two cashier’s checks -- to pay
down part of the bogus Uprise receivabl e di scussed above. See
Attachment 4. Defendant Toll personally received an additional
200, 000 of these fraudulently issued shares.

* * *

Wtnesses and O her Evidence: Had this matter

proceeded to trial, the governnment woul d have introduced hundreds
of docunents, charts and graphs, including accounting records,
bank records, SEC filings, correspondence, and accountant work
papers whi ch woul d have docunented the transactions outlined
above. In addition, the government would have called to testify
nmore than 50 witnesses, including experts, to explain these
transactions and their inpact on the publicly filed docunents
with the SEC. Accountants would have testified about the

m srepresentations nmade to themduring the audits of the publicly
traded conpany. Wtnesses identifying the charged mailings and
W rings would have also testified. Finally, victins who invested
in Regal would have testified, including celebrity Joan Rivers
whose conpani es were purchased in a stock trade transaction and

who lost mllions of dollars in that deal. Ms. Rivers would have
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testified about how she relied on Arthur Toll’ s representations

about the financial health of Regal Communi cati ons.

Respectful ly submtted,

M CHAEL R STILES
United States Attorney

ALICITA M STROHL
Assi stant United States Attorney

LI NDA DALE HOFFA
Assi stant United States Attorney

December 3, 1999
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CERTI FI CATE OF SERVI CE

| hereby certify that on Decenber 3, 1999, | caused to
be served by hand deliver and facsimle transm ssion a copy of
the attached governnent's Change of Pl ea Menorandum on the

def ense counsel in this case:

John W Morris, Esquire

One Penn Square West, Suite 1300
30 South 15th Street

Phi | adel phia, PA |9l 07

ALICTA M STROHL
Assi stant United States Attorney
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