UNITED STATES DISTRICT COURT
EASTERN DISTRICT OF
| | NEW YORK

NEW YORK TELEPHONE COMPANY and NEW
ENGLAND TELEPHONE & TELEGRAPH COMPANY,

Plaintiffs, 00 Civ. 2650 (FB) (RL)

-against-
AMENDED COMPLAINT

GLOBAL NAPs, INC., FRANK T. GANGI, WILLIAM J.

Defendants.

Plaintiffs New York Telephone Company d/b/a Verizon New York Inc. and
New England Telephone & Telegraph Company d/b/a Verizon New England Inc.
(collectively, and together with Verizon’s affiliates, “Verizon” or “Plaintiffs”)", for their
amended complaint against Defendants Global NAPs, Inc. (‘“GNAPs”), Frank T. Gangi,
William J. Rooney, Jr. and Janet Lima (together with Gangi and Rooney, the “Individual
Defendants” and the Individual Defendants together with GNAPs collectively “Defendants”),
allege as follows:

NATURE OF THE ACTION

! Bell Atlantic Corporation has recently merged with GTE Corporation. In

connection with the merger and related name changes, effective August 1, 2000, New York
Telephone Company will become Verizon New York Inc., and New England Telephone and
Telegraph Company will become Verizon New England Inc.



1 Verizon seeks to recover over $17,500,000 stolen through a
massive fraud scheme concelved by Defendant Gangi, and implemented
by him and the other Individuad Defendants through his
telecommunications and Internet service company, Defendant GNAPs.
Thisis an audacious scheme, extending over three years, in four states,
and involving severd enterprises and dozens of ingtances of mail?, wire
and common law fraud.

2. Maintiffs are td ecommunications carriers that sdll
telecommunications services in New York and New England. Gangi
schemed to teke advantage of Plaintiffs responghilities under the
Teecommunications Act of 1996 (the “Telecom Act”), 47 U.S.C. 88
201, et. seg., which requires incumbent local exchange carriers such as
Verizon to permit competing local exchange carriers to interconnect with
Paintiffs telephone networks to alow the customers of each carrier to
connect to the customers of the other. The Telecom Act dso requires
local exchange carriersto enter into “reciprocal compensation
arrangements’ with one another. In atypicd reciproca compensation
arrangement, when the customer of one local exchange carrier makes a

cdl to the customer of a competing loca exchange carrier, the carrier on

As used herein, the term “mail” or “mails” refer to the U.S. mail.



whose network that call has originated must compensate the competing
carier for the cogts the latter incursin handing off that call to its own
customer, the caled party.

Gangi created GNAPs and has held it out to be a
competitive local exchange carrier, or “CLEC.” GNAPs entered
into various interconnection agreements with Verizon, pursuant
to which Verizon connected GNAPs to its network, and paid
GNAPs reciprocal compensation for local telephone calls
supposedly made by Verizon customers to GNAPs customers.

GNAPsissmply acrimina enterprise operated by Gangi.

Gangi -- through GNAPs -- has billed Plantiffs tens of millions of dollars
in reciproca compensation charges for telephone calls that were
never made, or that if made, were of substantially shorter
duration than claimed on GNAPSs’ bills. Verizon uncovered the
scheme in 1999 when it implemented a computer system to
keep track of the number and duration of calls its customers
made to customers served by the GNAPs network. Plaintiffs’
computer tracking system revealed a huge disparity between
the number and duration of telephone calls billed by GNAPs
and the number and duration of calls tracked by the system.

When Verizon confronted Defendants with these facts,



Defendants denied any wrongdoing and claimed falsely that
GNAPs’ “technical personnel” would produce documentary
evidence supporting GNAPS’ reciprocal compensation charges
for the local telephone calls supposedly made by Verizon’s
customers to GNAPSs’ customers. No such “technical
personnel” were ever identified, and no such supporting
documentation was ever provided to Plaintiffs.

Recently, GNAPs counsdl and one of its contract negotiators
admitted that no such records exist.

The digparity between the amount of telephone traffic that
Defendants clam Plaintiffs handed off and the actud figures as recorded
by Paintiffs computer sysem is no accident. Strikingly, the ingtant
schemeis but the latest in a series of Smilar acts perpetrated by Gangi.
As st forth below, Gangi is a sophisticated, professiona racketeer, and
an adjudged fraud and perjurer who has made a career of cresting
fictitious customers, nonexistent products and false documents to
defraud others. The United States District Court for the Central Digtrict
of Cdiforniareferred Gangi to the U.S. Attorney for possible
prosecution based upon a prior fraudulent scheme he orchestrated in that
court. The court there also found that Gangi had obsiructed justice by

lying under oath, hiring individuas to pose as witness-employees of a



non-exisent company, and submitting fase declarations by individuas
who did not exist. (See Exhibit 1).

7. Gangi has dso injured Verizon through a scheme abusing the
Massachusetts school system.

8. Among other things, Defendants conduct violates the Telecom
Act, the Racketeer Influenced and Corrupt Organizations Act (“RICO”),
18 U.S.C. 8§ 1961, et seq., the Massachusetts Deceptive Trade

Practices Act, MGLA Chapter 93A, and congtitutes fraud and breach of

contract againgt Verizon.
PARTIES
A. Plaintiffs
9. New Y ork Telephone Company, d/b/aVerizon New York Inc.

(“VerizonNY”), isacorporation organized and existing under the laws of the
State of New Y ork, with its principa place of busness a 1095 Avenue of the
Americas, New York, New York. Verizon-NY provides telecommunications
servicesto resdential and business customersin New Y ork and Connecticut.
10. New England Telephone and Tdegraph Company, d/lb/aVerizon
Massachusetts Inc.(*VerizonrMA”), Verizon New Hampshire Inc. (“Verizon
NH"), Verizon Vermont Inc. (“VerizonVT”), Verizon Maine Inc.(*Verizon
ME”), and Verizon Rhode Idand Inc. (“Verizon-RI”), is a corporation organized

and existing under the laws of the State of New Y ork, with its principa place of



business at 185 Franklin Street, Boston, Massachusetts. New England
Telephone and Telegraph Company provides telecommunications services to

resdentia and business customersin New England states excluding Connecticut.

B. Defendants

11.

12.

13.

Frank T. Gangi (“Gangi”) is the Chairman, Presdent and controlling
shareholder of GNAPs, nomindly atelephone company and internet service
provider. Gangi isanaturad person domiciled in Massachusetts.

William J. Rooney, . is an attorney who has worked closdly with Gangi
in the conception, preparation and concealment of his various rackets. Rooney’s
legd training isan integra part of the crimind enterprises they operate. He uses
his legd expertise to enhance the sophigtication of the various racketsin which
the Defendants engage. He aso prosecutes and coordinates litigation and other
legd maneuvers on behdf of the Defendants, as a means of intimidating and
confusing the victims of Defendants schemes. Rooney is the vice-president and
generd counsd of the corporate Defendant. Rooney isanatural person
domiciled in Massachusetts.

Janet Lima heads up the “back office” of the Defendants enterprise.
She oversees the generation and mailing of thefaseinvoices. Limaisthe
accounts manager of the corporate Defendant. Limais anatura person

domiciled in Massachusetts.



14.

15.

16.

17.

18.

GNAPsisone of the corporate vehicles through which the Individud
Defendants perpetrate and behind which they conced thair racketeering activity.
Nomindly atelephone company and Internet service provider, GNAPs actudly
pursues these activities as afront for crimind schemes. Organized by Gangi,
GNAPsis ogtensbly a corporation organized and existing under the laws of the
State of Delaware, with its principa place of business at 10 Merrymount Road,
Quincy, Massachusetts.

JURISDICTION AND VENUE

This Court has subject matter jurisdiction of this action pursuant to 28
U.S.C. § 1331, because the claims herein arise under the Racketeer Influenced
and Corrupt Organizations Act, 18 U.S.C. 88 1961, et seg., the
Telecommunications Act of 1996, 47 U.S.C. 88 201, et seq., and federd
common law.

In addition, the Court has supplementd subject matter jurisdiction over
the pendent claims pursuant to 28 U.S.C. § 1367.

Venueis proper in thisdigtrict pursuant to 28 U.S.C. § 1391(b)(2),
because subject matter jurisdiction is not founded upon diversity and Defendants
resdein thisdigtrict, asthat term is defined in 28 U.S.C. § 1391(c).

Venueisaso proper in thisdigtrict pursuant to 28 U.S.C. § 1391(b)(2)

because subject matter jurisdiction is not founded upon diversity and a



subgtantia part of the events or omissons giving rise to the clam occurred in this
digtrict.

BACKGROUND

l. THE TELECOMMUNICATIONSACT OF 1996

A.

19.

20.

21.

22.

Verizon's primary business is the provison of loca telephone service.
For many years, Verizon was the sole local exchange carrier in each of the areas
it served, and has constructed and operated a mullti- billion dollar
tdecommunications infrastructure for locd telephone service in those aress.

In 1996, Congress adopted the Telecom Act, which was designed to
foster competition in many aspects of the telecommunications industry, including
local telephone service.

Under the Telecom Act, carrierslike Verizon are classfied as ILECs,
and, asILECs, are obliged to fulfill certain duties, including the duty to permit
interconnection with other carriers so that users of one network may
communicate with users of another. The Telecom Act was intended, in part, to
foster the crestion of private competitorsto ILECs. Under Congress plan,
these new telephone companies, the CLECs, would compete with the ILECs for
the provison of locd telephone service.

Currently, Verizon isan ILEC serving areas of New Y ork,

Massachusetts, New Hampshire and Rhode Idand, among other states.

I nter connection Agreements




23.

24,

25.

26.

27.

Under the Telecom Act, virtudly any CLEC that wishes to compete with
apaticular ILEC is entitled to an interconnection agreement. The ILEC must
enter into an interconnection agreement in a given state with each CLEC
requesting such an agreement, and these agreements are filed with and approved
by the state regulatory commission in each such date.

These interconnection agreements impose two categories of obligations
relevant here: the responsibility to physcaly connect the CLEC' s network with
the ILEC network; and the obligation to pay “reciproca compensation.”

Prior to the Telecom Act, most telephone usersin aloca exchange area
were ILEC customers, and were connected by wires owned by the ILEC to the
ILEC s network. Thus, each call placed by one of these customers within the
local exchange areato another ILEC customer in the same local exchange area
began, traveled along and was handed off to the called party over the ILEC's
network.

CLECsdo not currently have their own proprietary networks running to
al usersin alocd exchange area. Rather, CLECs have much smaler networks
that connect only their own customers.

While this structure allows a CLEC to enter the telephone
industry for a fraction of the amount invested by the ILEC, it would not
allow the CLEC'’s customers to call or receive calls from any other

telephone company=s customers. Thus, interconnection requires that



28.

the ILEC permit the CLEC to interconnect to its network by installing
circuits between the networks and transmitting calls over those circuits.
In this way, the CLEC’s customers can receive the same access to
users of the ILEC=s network that the ILEC’s customers receive, and
vice versa.

Typicaly, when a CLEC's customer cdls an ILEC customer in the same
local exchange areg, the cal begins on the CLEC' s network, is transmitted by
the CLEC to the ILEC's network, and is handed off to the ILEC' s network.
Conversdly, when an ILEC customer cdls a CLEC customer in the same loca
exchange area, the call begins on the ILEC’ s network, travels dong that

network, and then is handed off to the CLEC’ s network.

B. Reciprocal Compensation

29.

The Telecom Act and interconnection agreements aso require locd
exchange carriers to pay reciproca compensation to one another. Reciprocal
compensation isacharge paid by one loca exchange carrier to another loca
exchange carrier to cover the latter’ s costs of handling local calls that originated
on the paying carrier’s network. In other words, as noted in the examples
above, when an ILEC customer calls a CLEC customer, the ILEC must pay the

CLEC reciprocad compensation to cover the CLEC' s costs of handling that call.

10



30.

31

32.

As the name suggests, this arrangement is reciproca, and the CLEC
must aso pay the ILEC to cover the ILEC's cogts of handling cdls that originate
on the CLEC' s network and are then handed off to the ILEC. These reciprocal
compensation charges typicaly are based on the duration of the call as measured
in minutes of use (“MOUS’); that is, a charge for each minute thet the cdll lasts.

Because modt retall billing for locad telephone serviceis not tied to the
duration of the calls made, the ILEC camot passthis charge on to its customers.

With respect to reciproca compensation, the rate for MOUsin each
date is set by the interconnection agreements and tariffs as approved by the
public utility commisson (*PUC”) or public service commisson (“PSC”) for

each state.

Reciprocal Compensation and | SPs

33.

Theoretically, reciprocad compensation between the ILEC and the
various CLECs should roughly balance out. Assuming that typical telephone
customers of both the ILEC and the CLECsin aparticular loca exchange area
place their calls without regard to whether they are caling a customer of the loca
exchange carrier they use, their callswill be distributed proportionately among
each locd exchange carrier’ s cusomers. Thus, if the ILEC has 90% of the
customersin the area, and the CLEC has 10%, 10% of the ILEC customers
MOUswill be to CLEC customers, and 90% of the CLEC customers MOUSs

will beto ILEC customers. Each company will then have 9% of the totdl MOUs

11



35.

36.

for the local exchange area ddivered to the other’ s network. Theoreticaly then,
each will owe the other the same amount of reciprocal compensation.

However, this paradigm failsif oneloca exchange carrier predominantly
sarvices only did-up Internet service providers (“ISPs’) and is able to charge
reciproca compensation for callsto these customers. An ISP isacompany,
such as America Online or CompuServe, that provides connections to the
Internet that its customers use through a “did-up service” If the CLEC mainly
serves | SPs, and charges reciproca compensation for calsto these ISPs, the
balance of “reciproca compensation” traffic is materidly skewed for two
reasons.

Frg, atypica customer will spend many more minutes “onling,” thet is,
cdling his ISP, than talking to any particular individud. 1n those Sates that
include calsto 1SPs as ones for which reciproca compensation should be paid,
thisfact tips the baance of reciproca compensation strongly in favor of the loca
exchange carrier that provides local telephone serviceto ISPs.

Second, while the |ISPs receive a very large number of incoming cals,
they typicdly do not make a Sgnificant number of outgoing cdls. The cals (and
therefore the reciproca compensation) flow amost entirdly in one direction --
from the ISP s customer, over the network of the carrier that providesloca
telephone service to that ISP customer, to the network of the carrier serving the

ISP, and from there to the | SP and the Internet.

12



37.

To the extent callsto 1 SPs are subject to reciprocal compensation,
therefore, alocd exchange carrier that sells locd exchange service only to 1SPs
will collect large amounts of reciprocad compensation from the local exchange
carrier that servesthe ISP s subscribers, but will pay dmost no reciprocd
compensation to the other carrier because the 1SPs make virtualy no outbound
cals

1 Verizon and GNAPsin the past have taken adverse

positions before federd and state regulators regarding the
applicability of reciproca compensation to calls made to 1SPs,
and continue to do so. That disputeis not anissuein this case,

and Verizon is not requesting this Court to decideit.

. DEFENDANTS CONCEIVE THE “CLEC” RACKETS

A. GNAPsBecomesa CLEC

38.

39.

From its creation, GNAPs has been owned, controlled and dominated
by Gangi. Initidly, Gangi held the company out asan ISP. However, inor
about 1995, the text of the new Telecom Act became public. Gangi saw an
opportunity to profit, not only through legitimate exploitation of the opportunities
created by that Act, but through a series of far more lucrative criminad schemes.

The essentid first sep in the scheme was to remake GNAPs into a
CLEC so that it would be digible to receive reciprocal compensation. For this,

Gangi reached out to Rooney, his atorney and his confederate in a prior fraud,

13



as st forth in detail below. With Rooney overseeing the regulatory Strategy and

Gangi the business sde of the venture, the two established GNAPsasa CLEC.

The I nter connection Agreements

40.

41.

42.

Once GNAPs st itself up asa CLEC, it was entitled to the mandatory
interconnection provided for under the Telecom Act. The next phasein the
scheme was for GNAPs to expand rapidly into as many states as possible.

Defendants pressed for and obtained interconnection agreements in eight
dates in the then Bdll Atlantic Corporation footprint, including the four Sates a
Issuein this case, over atwo year period. Verizonisan ILEC in each of these
areas, and GNAPs became a CLEC in each.

On or about July 24, 1998, Verizon-NY and GNAPs entered into an
I nterconnection Agreement covering each “Loca Access and Transport Area,”
or “LATA,” in which both parties operate within the State of New York. (See
Exhibit 2).

On or aout April 1, 1997, Verizon-MA (then doing business as
“NYNEX") and GNAPs entered into an Interconnection Agreement covering
each LATA inwhich both parties operate within the Commonweal th of
Massachusetts. (See Exhibit 3).

On or about September 1, 1998, Verizon-NH and GNAPs entered into
an Interconnection Agreement covering the State of New Hampshire. (See
Exhibit 4).

14



45.

46.

48.

49.

50.

On or about October 1, 1998, Verizon-RI and GNAPs entered into an
I nterconnection Agreement covering the State of Rhode Idand. (See Exhibit 5).

While the specific rights and obligations created by these agreements
varied in certain respects from state to state, as filed with and approved by the
gopropriate state commisson, they each contain provisons rdating to the
establishment of rates and charges for reciproca compensation and to

procedures for billing and paying such rates and charges as incurred.

Payment

Each of the interconnection agreements between Verizon and GNAPs
contained provisons setting forth the rate and payment terms for reciproca
compensation. The precise rate varied from state to Sate. In each case, that
rateis some fraction of acent for each MOU that is handed off to the other
company’s network.

GNAPs sent invoices to Verizon each month listing the MOUSs it dlamed
to have received for aparticular Sate, the rate of reciproca compensation
clamed by GNAPSs, and the totad amount of reciproca compensation adlegedly
due.

GNAPs had the obligation to record and report the number of MOUs

for cdlsfrom Verizon cusomers that are handed off to GNAPS network.

15



GNAPs was aware that -- conggtent with the custom in the telecommunications
indugtry -- Verizon did not record thisinformation for billing purposes, and that

Verizon would rely upon the MOUS reported in the invoices sent by GNAPSs.

C. The Phantom M OUs Scheme

51

52.

53.

Defendants caused GNAPs to hill Verizon for over ahillion phantom
MOUS, representing tens of millions of dollarsin reciproca compensation. From
the inception of each of the interconnection agreements, Defendants invoiced
Verizon for gpproximately twice the actuad number of MOUSs handed off by
Verizon to GNAPS network.

This scheme was conceived by Gangi and Rooney, and executed and
concedled by dl of the Defendants. Gangi and Rooney redlized they could get
away with so massive afraud because of: (a) the novdty of the CLEC industry;
(b) the nature of the ILECSs, aslarge, heavily regulated corporations,; and (c) the
uncertainty and tenson in the new ILEC-CLEC relationships imposed by the
Telecom Act.

Defendants correctly foresaw that the nascent CLEC industry would
provide afertile environment for aracket of thistype. The Telecom Act created
enormous new responsbilitiesfor the ILECs. It forced them to create new
divisons and entirely new busness organizations to manage the new and
complex interconnection relationships with CLECs. Because CLECswerea

new cregation, Defendants redlized that no one at Verizon had any experiencein

16



55.

56.

dedling with CLECs or interconnection under the Telecom Act. Defendants
redized that the people they would be dealing with a Verizon would bein new
jobs, dedling with novel issues, with little historica reference for the nature or
volume of growth or billing by the CLECs. The very novelty of the new Telecom
Act regime provided cover for the frauds.

Defendants further exploited this confusion by hiring away the Verizon
employees charged with deding and negotiating with GNAPs on Verizon's
behalf. Just as asense of normalcy and standard operating procedures were
devedoping in ILEC-CLEC relations, GNAPs hired Robert Fox -- Verizon's
account manager for GNAPs -- to join GNAPs as“Vice Presdent of Industry
Rdations” Thisbought GNAPs many additionad months to perpetrate its
schemes.

After Fox left Verizon to become a GNAPs employee, his replacement
needed time to come up to speed on the relationship and issues between the two
companies. When the confusion generated by Fox’ s departure began to
disspate, Defendants repegated the tactic by recruiting his replacement, Jeffrey
Noack. Noack left his position as Verizon's new account manager overseeing
its affars with GNAPsto join GNAPs.

Moreover, as st forth in detail below, both Fox and Noack dedlt
directly with their replacements at Verizon on, inter alia, hbilling issues on behalf

of GNAPs. Inther new roles as GNAPs employees, Fox and Noack provided

17



57.

58.

59.

Pantiffs with false judtifications for and fal se assurances concerning Defendants
fraudulently inflated bills. They made excuses and played upon their persond
relaionships with Verizon personnd to persuade Plaintiffs to pay the invoices.

Defendants took full advantage of the rapid growth of the CLEC
industry. GNAPs, itsdlf an ISP, has in practice accepted dmost exclusively |SPs
asits customers, and has targeted this customer base. In thisway, it would owe
virtualy no reciproca compensation to Verizon, but Verizon would expect to
and did receive invoices for reciproca compensation from GNAPs, claming a
very large amount of MOUs. Thisimbaance and anticipated high volume of
MOUsin GNAPS favor further helped to conced the fraudulent nature of
Defendants' scheme.

The regulatory and tatutory regime the Telecom Act created has given
rise to substantid litigation, lobbying and adminigrative proceedings.
Throughout, the ILECs and CLECs — each pursuing their legitimate economic
interests — have been on opposite Sdes of anumber of issues relaing to billing,
rates and reciproca compensation. Defendants saw this as a highly hospitable
environment for their rackets. Gangi and Rooney, in aprevious fraud, detailed
below, attempted to conced their schemes by suing their victims.

Defendants employed this very stratagem in thiscase. Asset forthin
detall below, in the section on Verizon's discovery of the fraud, when Verizon

began to suspect that the reciproca compensation bills sent by GNAPs were

18



60.

fase, it withheld payments for overbilled MOUs. Defendants then commenced a
nonpayment proceeding before the New Y ork PSC to obtain these monies.
After repeated fallures to produce any documentation to support the MOUs
clamed on GNAPs hills, GNAPswithdrew itsforma clams rdating to phantom
MOUSs, but continues to press Verizon for payment of those charges.

In this environment, Defendants were able to perpetrate their bald-faced
fraud on an enormous scale. Each month, GNAPs invoiced Verizon for
reciprocal compensation. Defendant Limawas in charge of and oversaw the
actua preparation and transmission of theinvoices. Each month, Lima prepared
and sent to Verizon invoices which fraudulently overstated, by a factor of about
two, the true number of MOUSs handed off to GNAPs. The result is dozens of
ingtances of mail and wire fraud, relating to fase invoices arising from reciproca
compensation in dl four sates, over the course of three years, pursuant to which

Verizon was defrauded of at least gpproximately $18 million.

D. The M assachusetts School Scheme

61.

Defendants parlayed a portion of their ill-gotten gain into additiond
millions of dollars from Verizon, by reinvesting part of the proceeds from the
Phantom MOUs Scheme into a second schemeto bilk Verizon. Thiswasthe
Massachusetts School Scheme, in which Defendants used innocent
M assachusetts public school teachers to generate additiona reciproca

compensation for GNAPs from Verizon.

19



62.

63.

65.

In or about early 1998, GNAPSs, in its guise as an | SP, made a proposd
to the Massachusetts Department of Education (*MaDOE”) to provide Internet
sarvice for dl public school teachersin the state system for grades K-12. In
order to make this proposd attractive, GNAPs offered MaDOE this service for
$80 per teacher per year. As MaDOE stated in aletter to the Federal
Communications Commission (“FCC”), this was one third of the market price
for thisservice. (See Exhibit 6).

MaDOE accepted the proposal, and entered into a contract with
GNAPsto provide Internet service through adomain called “mass.edu.net.”

The GNAPs ISP is a customer of the GNAPs CLEC. The vast mgority
of the school teachers who accepted this offer wereloca exchange customers of
Verizon. Therefore, ther calsto the GNAPs ISP originated on Verizon's
network, and were handed off to the GNAPs CLEC network.

Pursuant to this scheme -- which was in effect from gpproximatdy the
fal of 1998 to thefal of 1999, when MaDOE replaced GNAPs -- GNAPs
took part of theillega proceeds from its Phantom MOUs Scheme, and
reinvested them into its ISP business. It used these reinvested proceeds of the
Phantom MOUSs Scheme to sign up this enormous block of ISP customersat a
huge discount for its service, which discount was funded by the ill-gotten gains of

the first racket.

20



66.

67.

68.

Using the discount, GNAPs was able to sign up thousands of additiond
ISP customers, who would then use its ISP service for millions of minutes.

Accordingly, each MOU of those GNAPs | SP accounts earned GNAPs
reciproca compensation from Verizon. Thisis true without regard to any
fraudulent overstatement of those MOUS, and thus makes this a distinct racket,
causing adistinct injury to Verizon.

Verizon does not alege, and has no information upon which to alege,
that either MaDOE or any of the individua education professonas utilizing the
mass.edu.net domain in any way knowingly aided or understood Defendants

scheme or are culpablein any fashion.

Verizon Discoversthe CL EC Rackets

69.

In or about mid-1997, Verizon obtained newly available information
andysis software for use with AcceSS7, the existing industry standard system for
network monitoring, that alowed ILECs to monitor the number of MOUSs being
sent to the networks of each of the CLECs with which they were interconnected.

Defendants concelved and executed the Phantom MOUs Scheme to
take advantage of the sweeping changes ushered in under the Telecom Act.
When Defendants began their scheme, Verizon made no measurements of the
relevant MOUs for billing purposes, but relied in good faith on the CLECsto

provide this information. Thus, Verizon was not in a postion to learn of the
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70.

71.

fraud. Defendants did not anticipate the effect of the new technology that
became available in 1997.

Verizon began implementing the new software in or about late 1998.
Usng it, Verizon began monitoring CLEC MOUsin mid-1999. Immediately, it
noticed an enormous disparity between the MOUs invoiced by GNAPs and the
true number measured by the software. Further monitoring showed continued,
massve overbilling of MOUs by GNAPs.

AcceSST is recognized and accepted throughout the telecommunications
industry as the standard for measuring the number and duration of cdls. The
new information analysis used with AcceSS7 software provided an accurate
measurement of the MOUSs for which GNAPs was legitimately entitled to receive
reciproca compensation for the periods during which it was used to measure
GNAPs MOUs. Theresults obtained by use of the software aso provided an
accurate basis upon which to estimate the true number of MOUs for which

GNAPs was entitled to reciproca compensation for al other periods.

The Rackets Begin to Unravel

1

72.

73.

Verizon Discover s the Phantom M OUs Scheme

In or about late 1998, Verizon acquired and began utilizing the AcceSS7
software.
Verizon first measured GNAPs MOUs in April 1999, in the heavily

trafficked Boston, Massachusetts LATA. That check revedled a staggering
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74.

75.

76.

77

disparity between the number of MOUs GNAPs invoiced to Verizon for that
LATA during that month, and the actua number of MOUSs for cdls handed off to
the GNAPSs network.

In response, Verizon focused more of its monitoring efforts onto
GNAPs, extending its scrutiny to other LATAs and other states. Over the
following months, these examinations demonstrated a consistent pattern of
massive overstatement of MOUs by GNAPs.

From these discoveries, it became clear that GNAPs was systematically
and massively overbilling Verizon for hillions of phantom MOUs. Moreover,
from the systematic nature of the fraudulent overbilling, it is now clear that
GNAPs has been engaged in this scheme from the outset of its interconnection
relationship with Verizon. At least hdf of the tens of millions of dollars Verizon
paid GNAPsfor reciproca compensation in 1997 and 1998 was for phantom
MOUs.

In mid-1999, Verizon began discussions with GNAPs concerning the
discrepancies in the MOUSs claimed by GNAPs versus the MOUs measured by
AcceSS7 and the connected software. At thistime, Verizon revealed that it had
begun monitoring the VVerizon MOUs handed off to the GNAPs network, and
that these measurements reveded gross disparities.

In one communiceation after another, the Individua Defendants inssted

that the number of MOUs in GNAPS invoices were correct. When Verizon
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78.

79.

80.

requested back-up data or inquired how GNAPs collected and processed its
MOU data, GNAPs employees repeatedly referred to nameless “technical
personnd” who could provide the data supporting GNAPS' bills. However,
despite repeated written requests from Verizon, neither the data nor the technical
employees were ever produced.

It eventually became clear from GNAPS continued evasions that these
“technical employees’ -- like their counterpartsin Defendants Cdlifornia
Scheme described below -- smply did not exist.

In the monthsimmediately following Verizon's disclosure, the MOUSs for
which GNAPs was hilling Verizon began increasing at a markedly dower rate of
growth. Thisflatening of its growth rate occurred at atime when the industry in
genera continued its rgpid expanson. Concerned about Verizon's scrutiny,
Defendants began generating asmaller percentage of phantom MOUsin each
invoice.

Jugt asin the California Scheme described below, once Defendants
redlized that the victim suspected the fraud, Defendants took the offensive.
GNAPs brought an administrative complaint before the New Y ork PSC seeking
payment of the reciproca compensation relating to phantorm MOUs withheld by
Verizon for the New York State LATAsinwhich it operates. While the
complaint covered other reciprocal compensation issues, the gravamen of the

proceeding was in substantia part for payment for the phantom MOUs.
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Throughout the New Y ork PSC proceeding, Verizon demanded that
GNAPs produce the factua basis for the MOUs billed to Verizon. GNAPs
repeatedly evaded the request. Finally, GNAPS counsd in that proceeding
admitted to Verizon that GNAPs does not have any data to support the MOUs
clamed. Thereafter, GNAPswithdrew the portion of its complaint related to
these MOUSs, but has continued to press Verizon for payment.

In May 2000, Ed White, a consultant negotiating with Verizon on
GNAPS behdf, made the same admisson. He stated that GNAPs does not
“retain” the MOU data upon which each invoice is supposedly based after the
invoice goes out.

Defendants prosecution and maintenance of the New Y ork PSC
proceeding relating to the number of MOUs involved wasitsdf afraud, desgned
to confuse Verizon and conced the nature of Defendants' racketeering activity.
Gangi and Rooney in particular submitted papers, and directed GNAPS counsdl
to submit papers and take positions that Defendants knew were false and

mideading.
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Verizon Discover s the M assachusetts School Scheme

While Verizon had known about Defendants discount program with the
Massachusetts schools since in or about late 1998, it had never connected the
discount scheme to its own losses, until it learned about the Phantom MOUs
Scheme.  Once the Phantom MOUs Scheme came to light, it became clear that
GNAPs funded the Massachusetts School Scheme by reinvesting a portion of
thell-gotten gain from the Phantom MOUs Scheme.

In aletter MaDOE wrote to the FCC on GNAPS behaf, MaDOE
dated that it was the income from reciprocal compensation for ISP traffic that
alowed GNAPsto offer the 66% discount to public educators. Upon
information and belief, MaDOE made that statement in reliance on information
provided to it by GNAPS, which failed to disclose the Phantom MOUs Scheme.

Verizon does not dlege, and has no information upon which to dlege,
that either MaDOE or any of the individua education professionds utilizing
mass.edu.net domain in any way knowingly aided or understood Defendants

scheme or are culpable in any fashion.

[11. DEFENDANTS RACKETEERING HISTORY

A.

The California Scheme

87.

Defendant Gangi has been engaged in racketeering activity Snce a least
1992, when he defrauded Digital Equipment Corporation (“Digitd”), alarge

computer hardware company. The dlegations of this portion of the complaint
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are taken from the findings of fact and conclusons of law of the United States
Digrict Court for the Centrd Didrict of Cdiforniain CineF/X, Inc. v. Digital
Equipment Corporation, 94 Civ. 4443 (C.D.Cd. Aug. 31, 1995), aff'd., 108
F.3d 336, 1996 WL 733171 (9" Cir. 1996). (See Exhibit 1).

Digitd isone of the nation’s largest manufacturers of computer
hardware. During the period of the Cdifornia Scheme, Digita had a discount
program, known as the “Independent Software Vendor” or ISV program.
Under this program, Digitd offered its hardware products a a substantial
discount to software devel opment companies, because it wished to encourage
software devel opers to create software compatible with Digital’ s hardware.

In the early 1990's, Gangi formed, acquired and/or took control of a
company called Norwood Technologies (“Norwood”). Norwood was never
engaged in software development. However, under Gangi’ s control, Norwood
fdsdly gated to Digitd that Norwood was a software developer, so that it would
qudify for the ISV discount. From 1992 through 1993, Norwood purchased
computer equipment at a substantial discount from Digitd, through its fraudulent
representations concerning the nature of itsbusiness. Its actual business wasthe
resale of these discounted computer components to third parties at or closeto
market price. Norwood pocketed the fraudulently obtained discount as profit.

In 1993, Digita became suspicious of Norwood's standing asan 1SV,

and began an investigation. In response, Gangi directed Norwood to cance its
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ISV contractswith Digitd. He dso directed one of its employeesto assist in
Setting up a bogus corporation, CineF/X, so that he could continue the racket.

Gangi, together with Cine/X’s*counsd,” Rooney, created CineF/X as
avehiclefor continued racketeering activity in fraudulently obtaining the ISV
discount for Digita components, and jobbing them to third partiesfor anillegd
profit. Thetwo executed and concedled the continued ISV racket through a
series of mall frauds, wire frauds, perjury, fabricated documents and records,
phantom products and non-existent employees.

Gangi caused Cine/X to gpply for the ISV discount online, submitting
information to Digital over the interstate wires. According to that information,
CineF/X was actively engaged in the software development business. Gangi and
Rooney conceded the fact that Gangi controlled CineF/X because they redized
that Digita would not do business with a company affiliated with Gangi, in light of
Digitd’ s discovery of the Norwood ISV scam. Gangi and Rooney aso
concocted a bogus business address for CineF/X in MarinaDel Rey, Cdifornia,
aswell asaphony telephone number in the 213 (Los Angeles areq) area code.

Gangi and Rooney caused Cine/X to put out afase pressreleasein
1993, discussing itswork in developing new software.

Usng CineFH/X asafront, Gangi and Rooney purchased Digitd
components at the ISV discount, and resold them to third parties, just asthey

had through Norwood.
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Thistime, Digitd became suspicious more quickly, and rescinded certain
orders placed by CineF/X. Gangi and Rooney, in atactic that would mark their
later rackets, took the offensive, and sued Digita for breach of contract. Digita
counterclaimed for fraud.

The parties submitted cross-motions for summary judgment. CineF/X's
papers included sworn declarations from its supposed president, John Mehoff,
and its assistant secretary, Scott Levine.

In deciding those motions dong with Digita’s motion for sanctions, the
Court st forth in detail the fraudulent acts by Gangi, CineF/X and its counsd in
connection with the execution and cover-up of the ISV scheme. See Exhibit 1.

In redity, CineF/X never had any software development business or
business operations of any kind, other than the resde of the illegaly-obtained
Digita components to third parties.

Gangi caused Cinel/X to file interrogatory responses identifying the
persons knowledgeabl e about CineF/X’ s software devel opment business as it
presdent, John Mehoff, its systems manger, John Carlos, and its assstant
secretary, Scott Levine. Indeed, Gangi handled the review of Mehoff’s
declaration, and arranged to have it executed and sworn.

However, as the court found, Mehoff and Carlos did not exist. Levine,
who was deposed, admitted that he had no persona knowledge of any activities

by CineF/X, and had no persona knowledge of the statementsin his declaration.
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101. It aso turned out that the supposed business address of Cine/X was
actudly aresdentid gpartment. The resident of the apartment had no
involvement with the business afars of CineF/X. Rather, he had a contractua

arrangement with Gangi to forward packages for CineF/X to Gangi in

Massachusetts.

102. The 213 area code tel ephone number was dso fase.

103. The information in the 1993 CineF/X press release was wholly
fabricated.

104. Indeed, Gangi and Rooney are so sophisticated in the ways of fraud, that

even after the suit began, they directed outsde counsd for CineF/X to writeto
Digitd and warn Digitd not to harass any of CineF/X’s cusomers. In redlity,
CineF/X had no customers and no business.

105. The Court dismissed Cine/X’ s dlams and granted summary judgment
and $212,000 in sanctionsin favor of Digita and againgt CineF/X and Gangi. In
Imposing sanctions againgt Gangi persondly, the Court set forth in detall thefdse
gatements, fraud on the court, perjury and obstruction of justice Gangi
committed in his attempt to perpetuate and conced the racket. The Court dso
referred the matter to the United States Attorney’ s Office for acrimind
Investigation.

V. RICO ALLEGATIONS
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Gangi, asssted by Rooney, has operated a crimind syndicate, engaging
in mall and wire fraud in anumber of dates, Snce at least 1992. This syndicate,
of which Gangi is head, has operated through, obtained and maintained control
of and victimized others through multiple acts of racketeering activity, including
mail and wire fraud, obstruction of justice, and violations of the Travel Act.

In particular, Defendants conducted the Phantom MOUSs Scheme, the
Massachusetts School Scheme and the Cdifornia Scheme through a series of
enterprises they ether controlled, corrupted and/or injured through their
racketeering activity.

While each racket involved different, though overlapping, enterprises,
and a different set of predicate acts, together they demonstrate a continuous
course of racketeering conduct by Defendants. In addition, each of the three
rackets described herein individually exhibits a continuous pattern of racketeering

acts, and individudly states a clam under RICO.

A. The Phantom M OUs Scheme

109.

As st forth above, the Phantom MOUs Scheme was a racket devised
by Defendants which generated fabricated invoices seeking payment for billions
of MOUs that never existed, and obtained payment for these phantom MOUs
from Verizon in the amount of at least gpproximately $18 million. To facilitate
and perpetuate this fraudulent overbilling scheme, Defendants committed a

number of additiona acts of racketeering.
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1. Enterprise

110. Through ther acts of racketeering, Defendants participated in the affairs
of Verizon and caused employees of Verizon's Wholesde Divison to process
for ultimate payment GNAPS fraudulently inflated invoices. Verizon's
Wholesale Divison isagroup of individuals associated in fact. In particular,
Defendants fraud concerning the number of MOUSs terminating on GNAPS
network caused Verizon's agents and employeesto pay GNAPs at least
goproximately $18 million in unearned reciproca compensation.

111. Alternatively, the enterprise for the Phantom MOUs Scheme was an
association in fact of GNAPSs, the Individual Defendants and Verizon's
Wholesde Divison. Thisisan association in fact of persons and entities
controlled and directed by Gangi, ether directly or through the deceit that
Defendants perpetrated through the predicate acts of racketeering set forth
herein.

112. Verizon does not dlege, and has no information upon which to dlege,
that its Wholesale Divison, or any employeesin it, acted unlawfully in any way or
Isin any way culpable. Rather, the Wholesdle Divison was the victim of
Defendants scheme, which Defendants carried out in part through their
fraudulent manipulation of the Wholesdle Division to obtain unearned payments
for themsalves.

2. Predicate Acts
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Defendants mani pul ated, controlled, conducted and participated in the
affairs of the enterprise (defined in ether of the ways set forth above) through a
pattern of racketeering activity. The heart of the scheme was the generation,
submission and collection of fraudulent invoices for reciproca compensation.
Each of the Defendants participated in the conception, generation and the
collection of these invoices. The fraudulent invoices are set forth below. Each
was transmitted using ether the mails or interstate wires and congtitutes mail
and/or wire fraud. Verizon paid GNAPs at least gpproximately $18 million
dollarsin reliance on the legitimecy of the invoices.

Starting in October 1998 and continuing through at least February 1999,
GNAPs hilled Verizon $1,061,882.24 in reciprocal compensation charges for
MOUsin New Hampshire. (See Exhibit 7). Of that billed figure, no lessthan
approximately $500,000 constituted an overcharge for MOUSs thet did not exist.
GNAPshilled Verizon for New Hampshire asfollows:

@ On or about November 1, 1998, GNAPs sent an invoice through the
mail to Verizon for the month of October 1998 for 21,056,912 MOUs
for $168,455.30. Verizon paid infull in rdiance on thisinvoice. In
redlity, GNAPs knew that the actua number of MOUs was no more
than approximately 11,500,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $100,000.

(b) On or about December 1, 1998, GNAPs sent an invoice through the
mail to Verizon for the month of November 1998 for 27,854,628
MOUs for $222,837.03. Verizon paid in full in rdiance on thisinvoice
In redity, GNAPs knew that the actual number of MOUs was no more

than approximately 15,300,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $125,000.
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(© On or about January 1, 1999, GNAPs sent an invoice through the mal
to Verizon for the month of December 1998 for 38,587,624 MOUs for
$308,700.99. Verizon padin full in reliance on thisinvoice. In redlity,
GNAPs knew that the actual number of MOUs was no more than
approximately 20,000,000 and that the non-fraudulent charge to Verizon
should have been no more than gpproximately $170,000.

(d) On or about February 1, 1999, GNAPs sent an invoice through the mail
to Verizon for the month of January 1999 for 45,236,115 MOUSs for
$361,888.92. Verizon padin full in reliance on thisinvoice. In redity,
GNAPs knew that the actual number of MOUSs was no more than
approximately 25,000,000 and that the non-fraudulent charge to Verizon
should have been no more than gpproximately $200,000.

Defendants continued to tranamit fraudulently overstated invoices for
phantom MOUs for New Hampshire to Verizon each month using the mails
and/or interstate wires through the filing of the complaint in thisaction. However,
on July 7, 2000, the parties reached a settlement concerning the amounts of the
past overchargesin New Hampshire. Thisisalimited settlement, without
prejudice to Verizon' s rights herein, except that Verizon will not seek to recoup
the approximately $500,000 in fraudulent overcharges for New Hampshirein
this proceeding.

Starting in September 1998 and continuing through at least September
1999, GNAPs billed Verizon $11,094,295.64 in reciproca compensation
chargesfor MOUsin New York. (See Exhibit 8). Of that billed figure, at least
approximately $5,900,000 congtituted an overcharge for MOUSs that did not

exis. GNAPshilled Verizon for New Y ork asfollows:
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On or about October 1, 1998, GNAPs sent an invoice through the mail to
Verizon for the month of September 1998 for 33,254,812 MOUSs for
$266,038.50. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 15,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $125,000.

On or about November 1, 1998, GNAPs sent an invoice through the
mail to Verizon for the month of October 1998 for 41,029,584 MOUs
for $328,236.67. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 19,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $150,000.

On or about December 1, 1998, GNAPs sent an invoice through the
mail to Verizon for the month of November 1998 for 56,841,255 MOUs
for $454,730.04. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 25,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $200,000.

On or about January 1, 1999, GNAPs sent an invoice through the mail
to Verizon for the month of December 1998 for 67,555,237 MOUs for
$540,441.90. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 31,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $250,000.

On or about February 1, 1999, GNAPs sent an invoice through the mail
to Verizon for the month of January 1999 for 89,757,194 MOUs for
$718,057.55. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 40,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $350,000.

On or about March 1, 1999, GNAPSs sent an invoice through the mail to
Verizon for the month of February 1999 for 101,232,741 MOUSs for
$809,861.93. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 45,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $375,000.

On or about April 1, 1999, GNAPs sent an invoice through the mail to
Verizon for the month of March 1999 for 124,222,659 MOUs for
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$993,781.27. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 55,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $450,000.

On or about May 3, 1999, GNAPSs sent an invoice through the mail to
Verizon for the month of April 1999 for 148,783,221 MOUSs for
$1,190,265.77. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 70,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $550,000.

On or about June 1, 1999, GNAPSs sent an invoice through the mail to
Verizon for the month of May 1999 for 189,631,110 MOUSs for
$1,517,048.88. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 90,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $700,000.

On or about July 1, 1999, GNAPs sent an invoice through the malil to
Verizon for the month of June 1999 for 242,705,337 MOUs for
$1,941,642.70. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 125,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $1,000,000.

On or about September 1, 1999, GNAPs sent an invoice through the
mail to Verizon for the month of August 1999 for 291,773,802 MOUs
for $2,334,019.42. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 135,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $1,000,000.

Defendants continue to tranamit fraudulently overgated invoices for
phantom MOUs for New Y ork to Verizon each month using the mails and/or
interstate wires through the present. However, since Verizon has begun
monitoring the actud MOUSs, and in light of regulatory decisons, Verizonis
disputing payment of portions of those invoices.
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Starting in October 1997 and continuing through at least February 1999,
GNAPs hilled Verizon $19,372,719.02 in reciproca compensation charges for
MOUs in Massachusetts. (See Exhibit 9). Of thet billed figure, a leest
gpproximately $10,000,000 constituted an overcharge for MOUSs that did not
exis. GNAPshilled Verizon for Massachusetts as follows:

On or about November 14, 1997, GNAPs sent an invoice through the mail to
Verizon for the month of October 1997 for 2,851,201 MOUs for
$22,801.61. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 1,400,000 and that the non-fraudulent charge to Verizon
should have been no more than approximately $10,000.

On or about December 1, 1997, GNAPs sent an invoice through the
mail to Verizon for the month of November 1997 for 32,652,017 MOUs
for $261,216.13. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 15,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $125,000.

On or about January 2, 1998, GNAPs sent an invoice through the mail
to Verizon for the month of December 1997 for 59,129,861 MOUs for
$473,038.89. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 30,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $225,000.

On or about February 2, 1998, GNAPs sent an invoice through the mail
to Verizon for the month of January 1998 for 77,452,159 MOUs for
$619,617.27. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 35,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $300,000.

On or about March 3, 1998, GNAPs sent an invoice through the mail to
Verizon for the month of February 1998 for 94,868,372 MOUs for
$758,946.97. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
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approximately 45,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $375,000.

On or about April 1, 1998, GNAPSs sent an invoice through the mail to
Verizon for the month of March 1998 for 113,575,322 MOUs for
$908,602.58. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 55,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $450,000.

On or about May 1, 1998, GNAPs sent an invoice through the mail to
Verizon for the month of April 1998 for 125,864,179 MOUSs for
$1,006,913.43. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 60,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $500,000.

On or about June 1, 1998, GNAPs sent an invoice through the mail to
Verizon for the month of May 1998 for 138,824,711 MOUs for
$1,110,597.69. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 70,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $550,000.

On or about July 1, 1998, GNAPs sent an invoice through the mail to
Verizon for the month of June 1998 for 146,392,806 MOUs for
$1,171,142.45. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 70,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $550,000.

On or about August 1, 1998, GNAPs sent an invoice through the malil
to Verizon for the month of July 1998 for 162,549,711 MOUSs for
$1,300,397.69. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 80,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $625,000.

On or about September 1, 1998, GNAPs sent an invoice through the
mail to Verizon for the month of August 1998 for 201,710,223 MOUs
for $1,613,681.78. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
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than approximately 100,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $800,000.

On or about October 1, 1998, GNAPSs sent an invoice through the mail
to Verizon for the month of September 1998 for 209,552,167 MOUs
for $1,676,417.34. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 100,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $800,000.

On or about November 1, 1998, GNAPs sent an invoice through the
mail to Verizon for the month of October 1998 for 222,423,817 MOUs
for $1,779,390.54. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 105,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $840,000.

On or about December 1, 1998, GNAPs sent an invoice through the
mail to Verizon for the month of November 1998 for 245,813,751
MOUs for $1,966,510.01. Verizon paid in full in reliance on this
invoice. In reality, GNAPs knew that the actual number of MOUs was
no more than approximately 120,000,000 and that the non-fraudulent
charge to Verizon should have been no more than approximately
$1,000,000.

On or about January 1, 1999, GNAPs sent an invoice through the mail
to Verizon for the month of December 1998 for 280,158,658 MOUSs for
$2,241,269.26. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 135,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $1,100,000.

On or about February 1, 1999, GNAPs sent an invoice through the mail
to Verizon for the month of January 1999 for 312,259,606 MOUs for
$2,462,175.38. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 150,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $1,200,000.

Defendants continue to tranamit fraudulently overstated invoices for

phantom MOUSs for Massachusetts to Verizon each month using the mails and/or
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interstate wires through the present. However, since Verizon has begun
monitoring the actud MOUS, and in light of regulatory decisions, Verizonis
disputing payment of portions of those invoices.

Sarting in May 1999 and continuing through at least January 2000,
GNAPs hilled Verizon $3,201,650.60 in reciproca compensation charges for
MOUsin Rhode Idand. (See Exhibit 10). Of that billed figure, at least
gpproximately $2,000,000 constituted an overcharge for MOUSs that did not
exist. GNAPs billed Verizon for Rhode Idand as follows:

On or aout June 1, 1999, GNAPs sent an invoice through the mail to Verizon
for the month of May 1999 for 6,875,132 MOUSs for $55,001.06. Verizon
paid in full in reliance on this invoice. In reality, GNAPSs knew that the
actual number of MOUs was no more than approximately 2,500,000
and that the non-fraudulent charge to Verizon should have been no
more than approximately $20,000.

On or about July 1, 1999, GNAPSs sent an invoice through the mail to
Verizon for the month of June 1999 for 27,104,528 MOUs for
$216,836.22. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 9,500,000 and that the non-fraudulent charge to Verizon
should have been no more than approximately $80,000.

On or about August 3, 1999, GNAPs sent an invoice through the malil
to Verizon for the month of July 1999 for 32,153,877 MOUSs for
$257,231.02. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 11,500,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $90,000.

On or about September 1, 1999, GNAPs sent an invoice through the
mail to Verizon for the month of August 1999 for 37,500,239 MOUs for
$300,001.91. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
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approximately 13,500,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $100,000.

On or about October 1, 1999, GNAPSs sent an invoice through the malil
to Verizon for the month of September 1999 for 52,144,793 MOUSs for
$417,158.34. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 18,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $150,000.

On or about November 1, 1999, GNAPSs sent an invoice through the
mail to Verizon for the month of October 1999 for 68,271,114 MOUs
for $546,168.91. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 25,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $200,000.
On or about December 1, 1999, GNAPSs sent an invoice through the
mail to Verizon for the month of November 1999 for 80,107,774 MOUs
for $640,862.19. Verizon paid in full in reliance on this invoice. In
reality, GNAPs knew that the actual number of MOUs was no more
than approximately 30,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $250,000.

On or about January 1, 2000, GNAPs sent an invoice through the mail
to Verizon for the month of December 1999 for 96,048,869 MOUs for
$768,390.95. Verizon paid in full in reliance on this invoice. In reality,
GNAPs knew that the actual number of MOUs was no more than
approximately 35,000,000 and that the non-fraudulent charge to
Verizon should have been no more than approximately $275,000.
Defendants continue to tranamit fraudulently overstated invoices for
phantom MOUs for Rhode Idand to Verizon each month using the mails and/or
interstate wires through the present. However, since Verizon has begun

monitoring the actual MOUS, and in light of regulatory decisons, Verizonis

disputing payment of portions of those invoices.
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124,

In addition to the invoices themselves, Defendants engaged in repeated
acts of mall and wire fraud by asserting the legitimacy of the invoicesin letters
and interstate telephone calls. Each of these representations was transmitted
through the mail and/or interstate wire, and congtituted an act of mail and/or wire
fraud.

Defendants Participation in Predicate Acts

a. Gangi

Defendant Gangi isthe head of the crimind gang that has perpetrated
each of the schemes described herein. He has organized and bankrolled
GNAPs, Norwood and CineF/X, and has controlled the actions of each of the
other Defendants. He has planned each of the acts of fraud set forth herein.
Each of the fraudulent invoices described in paragraphs 115 to 123 were
prepared at his direction, as part of a scheme that he conceived. Each of the
fase satements attributed to the other Defendants and other employees of
GNAPs was directed, conceived and gpproved by Gangi. Gangi paid each of
the other Defendants to participate in the racketeering activities described herein.

Thus, he has directly participated in each and every one of these predicates.

Gangi sgned the interconnection agreements between GNAPs and each
of the Plaintiffs as described in paragraphs 43 to 46 on or about the date set
forth therein. On or about those respective dates, he returned the executed

sgnature pages to Verizon through the mall.
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Gangi knew when he executed and caused to be mailed each of the
agreements that GNAPs had no intention of honoring itsterms. Gangi knew that
the interconnection agreements were merely an essentid part of Defendants
scheme to qudify for reciproca compensation from Verizon and to fraudulently
overbill Verizon for it.

Verizon relied on the representations and provisonsin the
interconnection agreements with GNAPs, and paid GNAPs reciproca
compensation thereunder, even though -- asit turned out -- Verizon did not owe
the amounts fraudulently overbilled by GNAPs.

Each occasion on which Gangi executed and mailed one of the
interconnection agreements congtituted an act of mail fraud in furtherance of
Defendants racketeering scheme.

b.  Rooney

Rooney has been Gangi’ s lieutenant and co-racketeer since at least
1992. Heuseshislegd expertiseto create, plan and enhance the sophigtication
of Defendants schemes. He aso threatens legal action, commences and
prosecutes regulatory and court proceedings againgt the Defendants' victims and
manufactures evidence and bogus alegations to harass, confuse and further
decaive the victims, and to prolong and conced Defendants schemes.

In this role, Rooney was a participant in the planning of the false invoices,

and assisted Gangi in supervising Lima, Fox and Noack in the execution and
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coverup of the scheme. As such, heis a participant with regard to each of the
acts of racketeering dleged herein. In addition, he has personaly committed
multiple mail and wire frauds againg Verizon, in furtherance of the Defendants
Phantom MOUs Scheme.

0] Rooney’s Other Actsin Furtherance of the Rackets

On or about September 3, 1999, Rooney prepared a complaint for filing
with the New Y ork PSC in which GNAPs demanded payment for reciproca
compensation pursuant to the invoicesit had sent to Verizon. (See Exhibit 11).
Upon information and belief, Rooney caused this complaint to be sent to the
PSC through the malils, and mailed it to Joseph A. Post, Esg., counsdl for
Verizon, under cover of aletter dated September 7, 1999. In that complaint,
Rooney damsthat GNAPs s entitled to the full amount of the unpaid invoices,
even though he knew that gpproximately one haf of the amount sought arose
from the Defendants crimind fraud involving phantom MOUSs, and not from any
actua use by or non-fraudulent charge to Verizon. Rooney wrote and sent the
complaint -- and thereby commenced the proceeding -- with the intention of
conceding the fraud from Verizon, so that GNAPs could continue to collect
reciproca compensation while the MOU dispute dragged on, and with the
intention of persuading the PSC to become an unwitting accomplice to

Defendants Phantom MOUSs Scheme.
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On September 7, 1999, Rooney wrote a letter, which he caused to be
transmitted through the mail to Nancy Banks of Verizon. (See Exhibit 12). In
thet letter, Rooney demanded payment for earlier invoiced reciproca
compensation from Verizon, and represented those invoices as legitimate. In
redity, Rooney knew that the invoices were based upon phantom MOUSs, and
that the amounts demanded were not in fact owed.

On November 3, 1999, Rooney wrote a letter, which he caused to be
trangmitted through the mail, to Tom Noalting of Verizon. (See Exhibit 13). In
that letter, Rooney blamed the disparity of MOUSs on the inaccuracy of the
AcceSS7 software used by Verizon, and refused to produce any back-up data.
In redlity, Rooney knew that the disparity was aresult of Defendants crimina
scheme, and not because of any inaccuracies of the AcceSS7 software.

On November 19, 1999, Rooney wrote a letter, which he caused to be
trangmitted through the mail, to Tom Nolting of Verizon. (See Exhibit 14).
Rooney retranamitted this letter through the mail to the Hon. Joel A. Lindder,
adminigrative law judge with the New Y ork PSC, under cover of aletter dated
November 22, 1999. In that letter, Rooney blames the disparity of MOUson a
plot by Verizon to harass GNAPs. In redlity, Rooney knew that the disparity
was aresult of Defendants crimina scheme, and not because of any plot to

harass GNAPs.
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On February 15, 2000, Rooney wrote a letter, which he caused to be
transmitted over the interstate wires via telecopier to Nancy Banks of Verizon.
(See Exhibit 15). In that letter, Rooney blamed the disparity of MOUs on
Verizon' sfalure to indude MOUs from alightly trafficked LATA in upsate
New York. Inredlity, Rooney knew that the disparity was aresult of
Defendants  crimind scheme, and not because of any failure to include MOUs
from that LATA.

On March 9, 2000, Rooney wrote a letter, which he caused to be
transmitted through the mail, to Nancy Banks of Verizon. (See Exhibit 16). In
that |etter, Rooney performed an el aborate and whally fraudulent analysis of the
MOU discrepancies, and attributed the digparity to, inter alia, the inaccuracy of
the AcceSS7 software. Rooney wrote and sent this letter, knowing that, in
redity, the discrepancies arose solely from Defendants' crimind fraud involving
phantom MOUSs, and not from any inaccuracies of the AcceSS7 software.

On April 5, 2000, Rooney wrote aletter, which he caused to be
trangmitted through the mail, to Nancy Banks of Verizon. (See Exhibit 17). In
that |etter, Rooney performed an el aborate and whally fraudulent analysis of the
MOU discrepancies, and attributed the digparity to, inter alia, the inaccuracy of
AcceSS7. Rooney wrote and sent this letter knowing that, in redlity, the
discrepancies arose 0lely from Defendants crimind fraud involving phantom

MOUSs, and not from any inaccuracies of the AcceSS7 software.
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Rooney wrote and sent the |etters described in paragraphs 131 to 137
above, knowing that, in redlity, the MOU discrepancies arose from the
Defendants crimind fraud involving phantom MOUSs, and not from any actua
MOUs or reciprocal compensation owed. Rooney wrote and sent the letters
with the intention of concedling the fraud from Verizon, so that GNAPs could
continue to collect reciproca compensation while the MOU dispute dragged on.
C. Lima

Limaran the “back office” operations of the Defendants. She persondly
calculated and caused to be invoiced the phantom MOUSs. She generated and
sent out the fraudulent invoices each month, for each state in which Verizon and
GNAPs had an interconnection agreement. As such, shewas directly involved in
each of the frauds enumerated in paragraphs 115 through 123.

d.  GNAPs

GNAPsis acorporation that employs each of the Defendants. Because
the Defendants performed the acts alleged above in the course of their
employment by and in the interests of GNAPs, GNAPs s liablefor dl of the
predicate acts by each of the Individual Defendants.

Pattern

The predicate acts dleged herein in connection with the Phantom MOUSs

Scheme form a pattern of racketeering activity that hasinjured Verizon in the
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a

amount of at least gpproximately $18 million. The heart of the scheme was the
generation, issuance and collection of the fraudulent invoices.

In order to support the collection of those invoices, and to conced the
nature of the scheme, Defendants sent |etters and made statements in meetings
with Plantiffs to the effect that the invoices were genuine, and that these monies
were actualy owed to GNAPs for red MOUs handed off to GNAPS network.

This accounts for the letters from Rooney, and the statements that GNAPs
employees Fox and Noack were directed to make to Verizon.

An additiond aspect of the scheme was to conced the nature of the
fraud and thereby prolong its life through the basdess MOU clam before the
New York PSC. The papers submitted by Rooney and the other Defendantsin
that matter were further incidents of mail and wire fraud to this end.

The Phantom MOUSs acts of racketeering form a pattern without
reference to the Defendants other schemes. They aso form a part of the larger
pettern of Defendants racketeering conduct, as evidenced by the amilarities with
the Cdifornia Scheme:

Defendants based both schemes on a non-existent product: the phantom

software in Cdifornia, the phantom MOUS here.

b.

Defendants attempted to justify both schemes with reference to phantom

employees. Mehoff and Carlos (the non-exigent individuas) in Cdifornia, and the unnamed, non-existent

“technica personnd” referred to by Defendants and other GNAPs employees here.
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Defendants conducted both schemes using fake and fabricated records: in

Cdifornia, the phony press release and the discounted purchase orders, here, the phony invoices.

d.

When the victim of each scheme became suspicious, Defendants brought actions

agang the victim: in Cdiforniain the United States Digtrict Court, in New Y ork, before the PSC.

5.

144.

145.

146.

Continuity

Defendants conduct is continuous in two ways. First, the Phantom
MOUs Scheme was an open-ended fraud, designed to continue indefinitely.
Had it not been for the invention and implementation of the AcceSS7 software,
the scheme would amost certainly never have been uncovered. Thiswasan
event that the Defendants could not and did not foresee. Rather, it is clear from
the carefully orchestrated implementation of the fraud that Defendants intended
to carry it forward indefinitely.

Verizon may not be the only victim of thisracket. Becausethereisonly
one ILEC in any given area, Verizon's MOU caculations pertain only to
GNAPs overhilling for Verizon. However, GNAPs also operatesin Florida,
which is served by other ILECs. GNAPs aso has announced plans to expand
into areas served by other ILECs. As such, this was a scheme that GNAPs
planned not only to continue with regard to Verizon, but aso to expand to
include other ILECs as victims.

Even now that Verizon has discovered the fraud, Defendants continue to

submit fraudulent invoices monthly and brazenly deny wrongdoing even though
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their representatives admit they do not have any data or even asingle document
to support the number of MOUSs clamed on their invoices.

Defendants conduct is aso continuous in that Gangi and Rooney have
been operating a crimind syndicate by acts of mail and wire fraud for eight years.
When the ISV discount scheme was uncovered at Norwood, Defendants
shifted it to CineF/X. When that fraud was discovered, the Defendants
obstructed justice and committed perjury in an attempt to conced it. When the
Norwood/CineF/X scam ended, Defendants entered into their far more lucrative
CLEC rackets. Defendants crimind organization has continued and will
continue to victimize legitimate businesses through this extended pattern of

racketeering activity until sopped by this Court.

The M assachusetts School Scheme

148.

149.

The Massachusetts School Scheme, as set forth in detail above, consists
of Defendants' reinvestment of a portion of the proceeds of the Phantom MOUs
Scheme to expand its | SP service, and thus increase the amount of reciproca
compensation GNAPs could dlam from Plantiffs.

Enterprise

Defendants have reinvested the proceeds from the Phantom MOUs

Scheme into a new racket conducted through an enterprise conssting of the

Individua Defendants, GNAPs, and GNAPS ISP divison.
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Defendants obtained and maintained control of this enterprise through the
reinvestment of their gains from the Phantom MOUs Scheme into GNAPS ISP
divison. In particular, by usng some of those proceeds to fund an enormous
discount on ISP service, (a) they caused MaDOE to award them the contract for
cregting and operating the mass.edu.net domain; (b) they induced thousands of
individua educators to become unwitting accomplices in their scheme to profit
through the generation of millions of additional MOUs that would be handed off
to the GNAPs CLEC network; and (c) they expanded their enterprise
subgtantialy, through a new scheme wholly separate from the harminflicted upon
Verizon from the predicate acts of the Phantom MOUs Scheme.

Verizon does not alege, and has no information upon which to alege,
that either MaDOE or any of the individua education professonals utilizing the
mass.edu.net domain in any way knowingly aided or understood Defendants
scheme or are culpable in any fashion.

Predicate Acts

The predicate acts for this scheme consst of the reinvestment of a
portion of the income from the Phantom MOUs Scheme. The details of the
predicate acts of racketeering activity and the participation of the Defendantsin
each is set forth above.

|nvesment Injury
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By reinvesting the proceeds of the Phantom MOUs Scheme into
obtaining the contract for the Massachusetts schools | SP service, Defendants
redlized that GNAPs would obtain a substantial return on that reinvestmen.
Using the money stolen from Verizon, Defendants obtained a contract theat
provided them with thousands of new customersfor their ISP service. The
GNAPs ISP is acustomer of the GNAPs CLEC. The overwheming mgority of
the education professionas who participated in the mass.edu.net plan are
Verizon cusomersin loca telephone service. As such, eech MOU that the
educators spend online to the GNAPs ISP is another MOU resulting in
additional reciproca compensation that Verizon paid to the GNAPs CLEC.

Moreover, asistypica of 1SPs, the GNAPs ISP makes virtudly no
outgoing cdls. Thus, it does not generate reciproca compensation that GNAPS,
the CLEC, must pay to Verizon.

Thisdigparity was exacerbated because, asistypica, GNAPs offered
the ISP service on aflat fee bass. Thus, the users have no incentive not to
remain online for extremely long periods of time. Moreover, GNAPs structured
the deal so that the professionals could use the service a home. In thisway,
GNAPs got not only thousands of new accounts, but because the account
holders friends and family could use their accounts, GNAPs actudly generated

tens of thousands of new usersfor its ISP service.
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156. Virtudly dl of the education professonds utilized the GNAPs ISP
sarvice from home. Therefore, dmog dl of them generated MOUSs through a
telephone line for which they have flat rate residentid service. Assuch, despite
the huge cogt in MOUs that Verizon has to pay GNAPsfor reciproca
compensation, Verizon cannot fully recoup this usage sensitive cost from its
customers.

157. Thus, Verizon has suffered an out-of- pocket loss estimated to be in the
millions of dollars as aresult of Defendants’ reinvestment of the Phantom MOUs
Scheme income into the Massachusetts School Scheme.

158. Moreover, thislossis wholly independent (except for the reinvestment of
GNAPS illegd profit obtained by the Phantom MOUs Scheme) of theinjury
Defendants inflicted on Verizon through the predicate acts that underlie the
Phantom MOUSs Scheme. Indeed, even if Defendants did not fasdly inflate the
number of MOUSs arising from the School Scheme, Verizon would Hill suffer the
injury set forth above. Defendants never would have been able to obtain the
MaDOE contract without the massive discount funded by the reinvestment of
proceeds from this Phantom MOUSs Scheme.

C. The California Scheme

159. As st forth above, the Cdifornia Scheme was the racket by Gangi and

Rooney to fraudulently obtain Digita computer components at the ISV discount,
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and resdll them at a profit. Gangi and Rooney successfully maintained the racket
from 1992 through 1994, profiting by a substantial but undisclosed amount.
Enterprise

Defendants Gangi and Rooney conducted the Cdifornia Scheme through
an enterprise of persons associated in fact through Gangi’s control and influence
over them. This enterprise conssted of Norwood Technologies, CineF/X,
Gangi, Rooney, Scott Levine, Rees (Cineg/X’sloca counsd) and the victim,
Digitd.

Through said Defendants' acts of racketeering, they conducted the
affairs of Norwood and CineF/X. Further, through the racketeering acts of
fraud, Defendants Gangi and Rooney participated in the affairs of Digitd,
becoming part of its ISV discount program, and causing Digitd’s employeesto
sal equipment to first Norwood and then Cine/X at a discount.

Predicate Acts of Racketeering

a. In General

The acts of racketeering by Gangi and Rooney are set forth in detail
above and in Judge Wilson's decision, annexed hereto as Exhibit 1. Those acts
include sending fase information over the wiresto Digital’ s online store to
become digible for the ISV discount, sending purchase orders through the mails
to obtain the equipment under false pretenses, communicating false information

from Massachusetts to CineF/X’ s counsd in Cdifornia usng the mails and
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interstate wires, and obstructing judtice in the litigation following the schemeiin
order to conced it. In traveling from Massachusetts to Cdiforniato fasdly testify
at the hearing in that litigation, as part of said Defendants plan to conced the
fraud and to obstruct justice, Gangi a0 violated the Trave Act.

Pattern

The predicatesin the California Scheme are not random or isolated, but
part of a pattern of racketeering activity. The actswere dl aimed a a common
objective, the maintenance of the scheme to fraudulently obtain Digitdl
components at a discount, in order to resdll them for a substantid profit. The
frauds on Digita were dso closdy connected. The fase gpplication information
deceived Digitd into the belief that Norwood, and later CineF/X, wasan ISV
entitled to the discount. The manufactured press release and |etter about
harassing customers were designed to further thisilluson, as were the invention
of the phantom software development employees.

The fraudulent purchase orders submitted to Digitd to obtain the
components were essentia to the overall scheme. Further, the purchase orders
relied upon and reasserted the fal se representation to the effect that Norwood,
and later CineF/X, were bona fide software devel opment companies.

The conduct by Gangi and Rooney in the Cdifornia Scheme dso fitsinto
alarger pattern of racketeering activity, extending through the CLEC rackets set

forth herein. In the Cdifornia Scheme, said Defendants used a phantom product
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(there the software they were dlegedly developing); referred to phantom
employees who would establish the existence of the product (Mehoff and
Carlos); used litigation as atactic to intimidate and confuse its victim; and
conducted that litigation through fraudulent assertions and fabricated evidencein
an attempt to concedl the scheme.

166. As =t forth above, each of these hallmarks of Defendants' racketeering

Is aso present in the Phantom M OUs Scheme perpetrated against Verizon.

4, Continuity
167. The Cdifornia Scheme was an opened-ended scheme that survived even

the discovery of theinitid frauds by Norwood. Defendants Gangi and Rooney
intended that the scheme continue indefinitely. The schemewas set upinsuch a
way that, unless discovered, it could have continued aslong asthe ISV program
existed, and it could have expanded to other computer hardware manufacturers,
if they offered programs similar to the ISV program. Indeed, the smooth
trangtion from Norwood to CineF/X as the front for the fraud demonsirates both
Defendants intention and ability to continue the scheme.

V. CLAIMSFOR RELIEF

FIRST CAUSE OF ACTION
Against All Defendants
(18 U.S.C. § 1962(c) — Racketeering)

168. The dlegations contained in paragraphs 1 through 168 are repeated and

incorporated by reference herein.
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172.

Each of the Defendants are “ persons’ within the meaning of 18 U.S.C.
88 1961(3), as that term includes “any individua or entity capable of holding a
legd or beneficid interest in property.”

At al rdevant times herein, the Verizon Wholesale Divison constituted
an “enterprise” thet is, an entity associated in fact with other individuds and legd
entities within the meaning of 18 U.S.C. 8§ 1961(4). Verizon isagroup of
corporations, the Wholesde Divison is an association of individuas in fact under
the corporate control of Verizon. This enterpriseis one that engaged in, or the
activities of which affect, interstate commerce.

Alternatively, at dl relevant times, GNAPS, the Individua Defendants
and Verizon's Wholesde Divison, condtituted an “enterprise,” that is, agroup of
individuals and legd entities associated in fact within the meaning of 18 U.S.C. §
1961(4). Thisenterpriseisone that engaged in, or the activities of which affect,
interstate commerce.

Verizon does not alege, and has no information upon which to alege,
that the Wholesdle Divison, or any employeesin it, acted unlawfully in any way
or isin any way culpable. Rather, the Wholesale Divison was the victim of
Defendants scheme, which Defendants carried out in part through their
fraudulent manipulation of the Wholesale Division to obtain unearned payments

for themsdlves.
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At dl rdevant times herein, each of the Defendants was and il is
associated with the enterprise described above within the meaning of 18 U.S.C.
§ 1962(c).

From in or about 1996 up to and including the date of the filing of this
Complaint, the dates being approximate and inclusive, Defendants conducted the
affairs of the enterprise dleged above through a pattern of racketeering activity,
that is predicate acts of mail and wire fraud, to facilitate the racketeering activity
described above.

Paintiffs have been injured in their business or property by Defendants
conduct of aracketeering enterprise through a pattern of racketeering activity,
and by each of the specific RICO predicates identified above.

The foregoing acts of racketeering activity congtitute a*“ pattern of
racketeering activity” as defined in 18 U.S.C. § 1961(5), in that said acts had
related or Smilar purposes, participants, victims and methods of commission, and
were part of Defendants continuing scheme and artifice to defraud Plaintiffs and
others.

The acts of racketeering activity have been committed over along period
of time, across four gtates, having begun on a date to be determined, but in any
even no later than 1996, and are continuing to date. The threat of future
misconduct is gpparent. Alternatively, Defendants conduct has been continuing

gnce at least 1992 when they commenced their California Scheme. Defendants
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crimind organization has continued and will continue to victimize legitimate
busi nesses through their extended pattern of racketeering activity until stopped
by this Court.

By reason of the foregoing violations, Plaintiffs have been injured in thair
business or property within the meaning of 18 U.S.C. § 1964(c), and have
sustained damages in an amount to be determined at trid. Plaintiffs are entitled
to recover treble damages, reasonable attorneys fees, and the cost of thisaction
pursuant to 18 U.S.C. § 1964(c).

SECOND CAUSE OF ACTION

Againgt All Defendants
(18 U.S.C. 1962(a) — Racketeering)

The dlegations contained in paragraphs 1 through 179 are repeated and
incorporated by reference herein.

Each of the Defendantsis a“person” within the meaning of 18 U.S.C. 88
1961(3), asthat term includes “any individua or entity cgpable of holding alega
or beneficid interest in property.”

At dl relevant times herein, the Defendants, including GNAPs, Gangi,
Rooney and Lima, together with non-parties Fox and Noack, constituted an
“enterprisg’; that is, agroup of individuas and legd entities associated in fact

within the meaning of 18 U.S.C. § 1961(4).
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185.

186.

At dl rdevant times herein, each of Defendants was and 4ill is
associated with the enterprises described above, within the meaning of 18
U.S.C. §1962(c).

From in or about 1997 up to and including the date of the filing of this
Complaint, the dates being gpproximate and inclusve, Defendants participated in
the Phantom M OUs Scheme, and conducted the affairs of that enterprise
through a pattern of racketeering activity including predicate acts of mail and wire
fraud to facilitate the racketeering activity aleged above.

Defendants have reinvested the proceeds of the Phantom MOUs
Scheme in obtaining the contracts for the Massachusetts schools ISP service.
This reinvestment, as dleged above, has caused Verizon adigtinct injury from
that caused to it by the predicate acts. Asaresult, Plaintiffs have suffered an
injury because of Defendants’ violation of 18 U.S.C. § 1962(a). The threst of
future misconduct is apparent.

Verizon does not dlege, and has no information upon which to alege,
that either MaDOE or any of the individua education professonas utilizing the
mass.edu.net domain in any way knowingly aided or understood Defendants
scheme or are culpable in any fashion.

By reason of the foregoing violations, Plaintiffs have been injured in their
business or property within the meaning of 18 U.S.C. 1964(c) and have

sustained damages in amount to be determined &t trid. Plaintiffs are entitled to
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§ 1964(C).

187.

188.

189.

190.

191.

recover treble damages, reasonable atorneys fees, and coststo this action

pursuant to 18 U.S.C.

THIRD CAUSE OF ACTION
Againgt All Defendants
(18 U.S.C. § 1962(d) — Racketeering)

The dlegations contained in paragraphs 1 through 187 are repeated and
incorporated herein by reference.

By reason of the foregoing, Verizon's Wholesde Divison congtituted an
“enterprise” Alternatively, at dl rdevant times, GNAPS, the Individud
Defendants and Verizon's Wholesde Divison congtitute an “enterprise.”

Verizon does not dlege, and has no information upon which to alege,
that the Wholesde Divison, or any employeesin it, acted unlawfully in any way
or isin any way culpable. Rather, the Wholesale Divison was the victim of
Defendants scheme, which Defendants carried out in part through their
fraudulent manipulation of the Wholesale Division to obtain unearned payments
for themsalves.

Verizon's Wholesdle Division was the victim of Defendants scheme,
which Defendants carried out in part through their fraudulent manipulation of the
Wholesale Divison, to obtain unearned payments for themsalves.

By reason of the foregoing, each of the Defendants conspired to violate

18 U.S.C. 88 1962(a) and (c), by conspiring with each other.
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193.
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195.

Each of the Defendants persondly agreed with each other: (a) to acquire
or maintain an interest in the enterprises described above; (b) to conduct or
participate in the affairs of each of these enterprises through a pattern of
racketeering; (C) that each Defendant would commit at least two of the predicate
acts described above to accomplish these god's; and (d) to reinvest the proceeds
of these racketeering acts with the GNAPs ISP enterprise.

Each Defendant was aware of the purpose of the conspiracy, and
knowingly committed overt acts in furtherance of that conspiracy, in the form of
the predicate acts described above.

Paintiffs have been injured in their business or property by Defendants
congpiracy to conduct aracketeering enterprise through a pattern of racketeering
activity, by the reinvestment of the proceeds in their racketeering activity, and by
each of the specific RICO predicates identified above.

By reason of the foregoing violations, Plaintiffs have been injured in their
business or property within the meaning of 18 U.S.C. § 1964(c) and have
sugtained damages in an amount to be determined at trid. Plaintiffs are entitled
to recover treble damages, reasonable attorneys fees, and the cost of thisaction
pursuant to 18 U.S.C. § 1964(c).

FOURTH CAUSE OF ACTION

Against All Defendants
(Fraud)
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197.

198.

199.

200.

201.

202.

The dlegations contained in paragraphs 1 through 196 are repeated and
incorporated herein by reference.

Since 1997, Gangi, Rooney, Lima and GNAPs have generated,
produced and transmitted to Verizon letters, invoices and other communications
as described above demanding payment from Verizon for amounts that each of
the Defendants knew were not due.

As described above, each of the Defendants produced fase invoices,
correspondence, and/or other communications containing misrepresentations
with the intent to defraud Verizon by inducing Verizon to reasonably rely on
those misrepresentations.

Verizon did in fact reasonably rely on the misrepresentations to its
detriment by paying an amount to be determined at trid, but which it did not owe
GNAPs.

Verizon is dso entitled to punitive damages for these acts of fraud
because they were wanton, maicious, and directed at the community at large.

FIFTH CAUSE OF ACTION
Against Defendant GNAPs
(Breach of Contract)

The dlegations contained in paragraphs 1 through 201 are repeated and
incorporated by reference herein.

On or about July 24, 1998, Verizon-NY and GNAPs entered into an
I nterconnection Agreement covering each LATA in which both parties operate

within the State of New Y ork.
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203.

204.

205.

206.

207.

208.

On or aout April 1, 1997, Verizon-MA (then operaing under the name
“NYNEX") and GNAPs entered into an Interconnection Agreement covering
each LATA inwhich both parties operate within the State of Massachusetts.
(See Exhibit 3).

On or about October 1, 1998, Verizon-RI and GNAPs entered into an
I nterconnection Agreement covering the LATA in which both parties operate
within the State of Rhode Idand. (See Exhibit 5).

Each of these agreements was valid, binding and enforcegble.

Verizon fully performed each of its materia obligations under each of
these agreements.

GNAPs materialy breached each of these agreements. Each of the
I nterconnection Agreements required GNAPs to provide Verizon with accurate
information S0 as to obtain accurate reciproca compensation from Verizon.
GNAPs ddliberately failed to record and report the true number of MOUSs for
calsfrom Verizon customers that were handed off to its network.

GNAPs dso breached the covenant of good faith and fair dedling, which
wasimplicit in al of these contracts. Asaresult of these breaches, Verizon was
directly injured in an amount to be determined at trid, and should be awarded
compensatory and consequentid damages.

SIXTH CAUSE OF ACTION

Against All Defendants
(Unjugt Enrichment)
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2009.

210.

211.

212.

213.

The dlegations contained in paragraphs 1 through 209 are repeated and
incorporated by reference herein.

GNAPs received millions of dollars to which it was not entitled from
Verizon. Asaresult of the payments based on fase invoices and
misrepresentations contained in correspondence, GNAPs was unjustly enriched
at Verizon's expense, and it would be inequitable to permit GNAPs to retain
these funds.

To the extent that each of the Individua Defendants received the
proceeds from GNAP swrongful conduct, it would likewise be inequitable to
permit them to keep such money, and each of these Defendants have been
unjustly enriched.

Each of the Defendants have been unjustly enriched in an amount to be

determined at tridl.

SEVENTH CAUSE OF ACTION
Againgt Defendant GNAPs
(Violation of the Telecom Act)

The alegations contained in paragraphs 1 through 213 are repesated and

incorporated by reference herein.
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214.

215.

216.

217.

218.

219.

GNAPs violated the applicable provisons of the Telecom Act, 47
U.S.C. 88 201 et seq., by the acts described above.

In particular, under the regulatory schemes established by the Telecom
Act, and the tariffs and Interconnection Agreements gpproved by the various
date public utility commissons, GNAPs was required to provide Verizon with
accurate invoices and charge Verizon a particular amount, set by tariff and
I nterconnection Agreements, per MOU.

GNAPsintentiondly violated the Telecom Act by invoicing Verizon, and
recelving reciproca compensation from Verizon, for MOUs that did not exit.
Thus, GNAPs charged a higher price for the actud MOUS of its customers than
permitted by the Interconnection Agreements or the tariffs.

Verizon was directly injured by this violation of the Tdecom Act inan
amount to be determined at trial, and is o entitled to recover its reasonable
attorneys fees.

EIGHTH CAUSE OF ACTION

Against All Defendants
(M assachusetts Deceptive Practices Act)

The dlegations contained in paragraphs 1 through 218 are repeated and
incorporated by reference herain.

Each of the Defendants took actions or were involved in transactions
condtituting an unfair method of competition or an unfair or deceptive act or

practice, a subgtantid portion of which occurred within the Commonwedth of
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220.

221.

222.

223.

Massachusetts. In particular, each of the Defendants conspired with the other
Defendants and each of them committed overt actsto fasdy hill Verizon for
reciprocal compensation in the Massachusetts LATAS.

GNAPsis headquartered in Massachusetts, and dl of the Individua
Defendants live and work in that state. The fase invoices and correspondence
were generated, produced and sent from GNAPsin Massachusettsto Verizon in
Massachusetts, or Verizon in New York. Payments pursuant to the deceptive
scheme were received by GNAPsin Massachusetts and paid in part by Verizon
in Massachusetts. Each of the Individual Defendants was involved or knowingly
benefitted from this conduct.

Asaresult of this practice of deception and bad faith, Verizon has been
injured in an amount to be determined at trid, and Verizon is entitled to recovery
of itsattorneys fees and ajudgment for “up to three, but not less than two times
the amount of its actud damages” because of each of the Defendants “willful or
knowing” violation of the Massachusetts statute.

NINTH CAUSE OF ACTION

Againgt Defendant GNAPs
(Declaratory Judgment)

The alegations contained in paragraphs 1 through 222 are repested and
incorporated by reference herein.
By letter dated April 5, 2000, GNAPs gave notice that it intended to

assert aviolation of the Massachusetts Deceptive Practices Act (“MDPA”)
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(Chapter 93(A)) by Verizon, in that Verizon has withheld reciproca
compensation on ISP bound traffic relating to Massachusetts. (See Exhibit 17).
224. GNAP sassartion of aviolation by Verizon of the MDPA and its
demand for money to which it is not entitled has created a controversy ripe for
adjudication under the Federd Declaratory Judgment Act.
225. Verizon seeks ajudgment declaring that it has not violated the MDPA in
any way.
WHEREFORE, Plaintiffs, New Y ork Telephone Company and New England
Telephone and Teegraph Company demand judgment in their favor and againgt Defendants as follows:
On the First Cause of Action, againg dl Defendants, for violation of 18 U.S.C. §
1962(c), compensatory damagesin an amount to be determined at tria, but currently believed to exceed
$17,500,000, plusinterest, treble damages, costs and attorneys' fees, and a permanent injunction
prohibiting Defendants, or any of them, from violating the statute in the future.
On the Second Cause of Action, againg all Defendants, for violation of 18 U.S.C. §
1962(a), compensatory damagesin an amount to be determined at tria, but currently believed to exceed
$1,000,000, plusinterest, treble damages, costs and attorneys' fees, and a permanent injunction
prohibiting Defendants, or any of them, from violating the gatute in the future.
Onthe Third Cause of Action, againg dl Defendants, for violation of 18 U.S.C. §
1962(d), compensatory damagesin an amount to be determined at tria, but currently believed to exceed
$17,500,000, plusinterest, treble damages, costs and attorneys’ fees, and a permanent injunction

prohibiting Defendants, or any of them, from vidlating the satute in the future.
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On the Fourth Cause of Action, for fraud, againgt dl Defendants, compensatory
damages in an amount to be determined at trid, but currently believed to exceed $17,500,000, plus
interest, punitive damages, costs and attorneys fees.

On the Fifth Cause of Action, for Breach of Contract, against Defendant Global NAPs,
Inc., compensatory damagesin an amount to be determined at trid, but currently believed to exceed
$17,500,000, plusinterest.

On the Sixth Cause of Action, againg dl Defendants, for unjust enrichment,
compensatory damagesin an amount to be determined at tria, but currently believed to exceed
$17,500,000, plusinterest.

On the Seventh Cause of Action, against Defendant Globa NAPs, Inc., pursuant to 47
U.S.C. § 207, compensatory damages in an amount to be determined at trid, but currently believed to
exceed $17,500,000, plusinterest, costs and attorneys’ fees.

On the Eighth Cause of Action, againgt al defendants, for violation of the Massachusetts
Deceptive Trade Practices Act, MGLA Chapter 93 A, compensatory damagesin an amount to be
determined at trid, but currently believed to exceed $17,500,000, plus interest, treble damages, costs
and attorneys' fees.

On the Ninth Cause of Action, againgt Defendant Globa NAPs, Inc. for declaratory
relief, adeclaration that neither New Y ork Telephone Company nor New England Telephone and
Telegraph Company have violated the M assachusetts Deceptive Trade Practices Act with regard to any
conduct concerning Global NAPs, Inc. On All Causes of Action, such other and further rdief asto this

Court seemsjust and proper.
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Dated: New York, New York,
July 28, 2000

Of Counsel:

Randal Milch, Esq.
Jack H. White, Esq.
Steven H. Hartmann, Esq.

Bell Atlantic Network Services, Inc.
1320 N. Courthouse Road
Arlington, Virginia 22202

(703) 974-1368

SCHLAM STONE & DOLAN
A Limited Liability Partnership

By: Richard
H. Dolan (RHD 2212)
John McFerrin-Clancy (JM-C 6937)
Jeffrey M. Eilender (JME 8150)
Thomas A. Kissane (TAK 8221)
Katherine Oberlies (KO 7133)

26 Broadway
New York, NY 10004
Telephone: (212) 344-5400

Attorneys for Plaintiffs
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